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HOW  A  $25  BILLION 
TECHNOLOGICAL  GIANT 

MANAGES  TO  REMAIN 
VIRTUALLY  ANONYMOUS. 


__r  ^,  Its  true  weve 

W  spent  the  last  half  century  pushing  the 

envelope  of  technology  harder  than  we've  pushed  our 
name.         Our  commitment  to  R&D  (nearly  $3  billion  last  year 
one)  has  helped  make  us  the  world's  second  largest  computer 
<er  And  our  advances  in  communications  and  microelectronics  have 
/s  taken  priority  over  publicity   qD  "Today  our  capabilities  range  from 
I  held  computers  to  high-speed  fiber  optics.  We  make  disk  and 
;  drives  for  many  of  America's  leading  computer  manufacturers, 
ansistors  that  made  direct  broadcast  satellite  systems  possible. 
And  more  of  the  application-specific  ICs  for  modern  computers 
and  electronics  than  anyone  in  the  world.         You'll  find 
our  name  in  over  100  countries.  Now  we're 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


svx 


State  Troopers 


aren't 


e  omy  ones 


writin 


up  our  new 
Sports  Car. 


new  svx  is  an  enthusiast  s  car— a  car  wi  th  the 
^  hardware,  versa  tility  and  even  the  looks  to  make  it  a  star." 

-Popular  Mechanics,  August,  '9 1 

"The  result  is  a  powertrain  that  rivals  the  Lexus  V-8  for 
moothness  and  refinement,  in  a  vehicle  that  offers  much 


more 


:  entertainmen  t  than  the  LS400.  " 


-Automobile  Magazine,  September,  '9 1 


".  .  .  can  t  use  enough  superlatives  to  describe  this  car  on  a  curvy  hack  road.  " 

-Motor Trend,  March,  '92 

"On  dry  pavement,  it  has  no  discernahle  vices,  and  even  in  gravel,  snow  and 
deluges,  can  he  driven  fast  and  hard  with  little  effort  and  great  confidence." 

I  -Car  and  Driver  September  '9 1 

"Its  high  0.Q2  g  skidpad  rating  approaches  that  of  the  Corvette  ZR-1  and 
Acura  NSX.  And  it  slams  through  the  slalom  in  nearly  the  same  league  as 
the  A  cura  NSX,  Nissan  300ZX,  and  Porsche  Q44S  2-  proving  its  ability  to 
travel  in  fast  company  indeed. ' 

-Motor  Trend,  September  '9 1 

"TheSVX's  strong  point  is  lots  of  usable  puH— where  you  need  it,  when  you  need  it." 

-Autoweek,  August, '9 1 

"The  virtues  of  Subaru  's  new  luxury/performance  car  made  it  our  unanimous 
choice  as  this  year's  purest  engineering  effort,  and  worthy  recipient  of 
Automotive  Industries'  IQQ2  Engineering  Award." 

-Automotive  Industries,  December  '9 1 


Suharu.  What  to  drive. 
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PRODUCTION 

Change  from  lost  week:  0.3% 
Change  from  lost  year:  2  1% 


185. 


1967^100  (four-week  moving  overoge) 


LEADING 

change  from  last  week:  -0,3% 
Change  from  last  yeor  -0  8% 


June  13 
179.5 


June  13 
213,6 


175. 


165 


[llU 


June  6 
179, Or 


June  Oct  Feb  June 

1991  1991  1992  1992 

The  production  index  rose  slightly  during  the  week  ended  June  13  On  a  sea- 
sonally adjusted  basis,  output  of  autos,  cool,  and  electric  power  wos  up  sharply,  and 
paperboard  and  lumber  production  increased  as  well  However,  steel,  truck,  and 
paper  production  was  down,  as  was  rail-freight  traffic  Crude-oil  refining  output  was 
unchanged  from  the  previous  week.  Before  calculation  of  the  four-week  moving  over- 
age, the  index  increased  to  181  9,  from  180 

6W  production  index  copyright  1992  by  McGraw-Hill  Inc 


200 


June  Oct  Feb  June 

1991  1991  1992  1992 

The  leading  index  declmed  during  the  week  ended  June  13.  The  money  supp 
continued  to  controct,  stock  prices  were  lower,  and  bond  yields  were  higher  On  t|- 
positive  side  for  the  economy's  future,  the  growth  rote  of  materials  prices  was  stron 
er,  business  failures  declined,  end  the  growth  of  real  estate  loans  improved  Befoi 
calculation  of  the  four-week  moving  overage,  the  index  increased  to  213  7,  fro 
212  7  in  the  previous  week 

Leading  inde»  copyright  1  992  by  Center  for  Intern  olio  no  I  Business  Cycle  Research 


PRODUCTION  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ogo 

STEEL  (6/20)  thous,  of  net  tons 

1,767 

1,753# 

12  8 

AUTOS  (6/20)  units 

133,574 

1 30,61 3r# 

13,6 

TRUCKS  (6/20)  units 

85,561 

87,232r# 

3,7 

ELECTRIC  POWER  (6/20)  millions  of  kilowatt-hours 

60,842 

58,239# 

-3,2 

CRUDE-OIL  REFINING  (6/20)  thous,  of  bbl  /doy 

14,035 

13,952# 

0.2 

COAL  (6/1  3)  thous  of  net  tons 

19,315# 

18,709 

-1.9 

PAPERBOARD  (6/13)thous  oftons 

837  0# 

807  7r 

7  5 

PAPER  (6/13)  thous.  oftons 

756.0tf 

765  Or 

1.6 

LUMBER  (6/13)millionsofft 

495. 1# 

494  9 

-9.4 

RAIL  FREIGHT  (6/l  3)  billions  of  ton-miles 

21. 1# 

20  6 

7.7 

Sources:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports.  Edison  Electric  Institute, 
Americon  Petroleum  Institute,  Energy  Dept.,  American  Paper  Institute,  WWPA',  SFPA",  Association 
of  American  Railroads 

Latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (6/24) 

127 

127 

138 

GERMAN  MARK  (6/24) 

1.55 

1.57 

1,81 

BRITISH  POUND  (6/24) 

1.88 

1  86 

1,63 

FRENCH  FRANC  (6/24) 

5.23 

5,30 

6,13 

CANADIAN  DOLLAR  (6/24) 

1.20 

1,20 

1  14 

SWISS  FRANC  (6/24) 

1.40 

1.42 

1,56 

MEXICAN  PESO  (6/24) 

3,105 

3,105 

3,0)7 

Sources:  Major  New  York  banks  Currencies  expressed 
pound  expressed  in  dollars 

n  units  per  U  S  dollar,  except  for  British 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (6/24)  S/troyoz. 

343.720 

342,000 

-6,1 

STEEL  SCRAP  (6/23)  #1  heavy,  $/ton 

90.00 

88  50 

1,1 

FOODSTUFFS  (6/22)  index,  1967=100 

202.1 

200  8 

1,5 

COPPER  (6/20)  C/lb. 

106.4 

106.4 

2.9 

ALUMINUM  (6/20)  c/lb. 

59  1 

59  1 

-2.3 

WHEAT  (6/20)  #2  hord,  S/bu, 

3  80 

4  16 

27.9 

COTTON  (6/20)  strict  low  middling  M/16  in  ,  C/lb. 

59.77 

58.30 

-24  8 

Sources:  London  Wednesday  Hnol  setting,  Chicago  market.  Commodity  Research  Bureau,  Metals 
Week.  Kansas  City  market,  Memphis  market 
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Latest 
week 

Week 
ago 

%  Chai 
year  1 

STOCK  PRICES  (6/19)  S&P  500 

406.10 

409  90 

CORPORATE  BOND  YIELD,  Aaa  (6/19) 

8  22% 

8.26% 

INDUSTRIAL  MATERIALS  PRICES  (6/19) 

98  9 

98,4 

BUSINESS  FAILURES  (6/i2) 

407 

435 

REAL  ESTATE  LOANS  (6/ 10)  billions 

$401. 9 

$400.8 

MONEY  SUPPLY,  M2  (6/8)  billions 

$3,410.7 

$3,415. 5r 

INITIAL  CLAIMS,  UNEMPLOYMENT  (6/6)  thous. 

407 

409r 

Sources:  Standard  &  Poor's,  Moodys,  Journal  of  Commerce  (index:  1980-100),  Dun  &  Br 
street  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seasonally  odji 
data  on  business  failures  and  real  estate  loans. 

MONTHLY  ECONOMIC  INDICATORS 

Latest 
month 

Month 
ago 

%  Chai 
year  < 

ORDERS  FOR  DURABLE  GOODS:  MFG.  (May)  billions  $119  5 

$122.5r 

BUDGET  SURPLUS  OR  DEFICIT  (-)  (May)  millions 

-$46,953 

SI  4,609 

1 

IMPORTS  (Apr)  millions 

$43,355 

$46,668r 

EXPORTS  (Apr)  millions 

$36,386 

$37,085r 

Sources:  Commerce  Dept.,  Treasury  Dept 

MONETARY  INDICATORS 

Latest 
week 

Week 
ago 

%  Chai 
year  1 

MONEY  SUPPLY,  Ml  (6/8) 

$955.8 

$958.4r 

1 

BANKS'  BUSINESS  LOANS  (6/10) 

281.2 

284 

-11 

FREE  RESERVES  (6/10) 

320r 

1,340r 

-3 

NONFINANCIAL  COMMERCIAL  PAPER  (6/10) 

144.9 

144,2 

Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves, 
two-week  period  in  millions) 

which  are  expressed  fc 

MONEY  MARKET  RATES 

Luteit 
week 

Week 
ago 

y 

FEDERAL  FUNDS  (6/23) 

3.70% 

3.74% 

5.7 

PRIME  (6/24) 

6.50 

6,50 

8.5' 

COMMERCIAL  PAPER  3-MONTH  (6/23) 

3.91 

3  93 

6,1 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (6/24) 

3.83 

3,82 

6.0 

EURODOLLAR  3-MONTH  (6/20) 

3.84 

3  86 

6,0 

Sources:  Federal  Reserve  Boord,  First  Boston 


#Raw  data  in  the  production  indicators  ore  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipmt 
1  =  Western  Wood  Products  Assn.     2  =  Southern  Forest  Products  Assn.     3^  Free  market  value     NA=Not  available     r=  revised     NM  =  Not  meaningful 
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RANK 


t's  that  time  again.  New  Miller  Reserve.  An  all-barley  draft  brewed  in  the  tra 

Miller's  original  1855  lager.  Reserve  and  Reserve  Light.  Beer  as  rich  in  taste  as  it  is  in  history. 


lU  aNaibble  in  AK, CA, CO,  MN,  V\,  OR.WA.VVl,  and  merro Chicago.  Photo  coui  icsv ot  Milwaukee  PuHic  I  ibr,ir\. 
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THE  AIRBUS  FAMILY  IS  BIGGER  THAN  YOU  THINK. 


The  Airbus  product  line  offers  a  profitable  solution 
for  airlines  Our  6  Airbus  aircraft  cover  virtually  every 
need  of  the  .Tiore  than  100  customers  we  have 
worldwide.  They  can  profitably  fly  from  120  to  400 
passengers  as  far  as  8,000  miles  -  covering  short, 
medium  and  long  ranges. 

And  by  the  year  2000  -  when  annual  passenger 


traffic  should  exceed  2  billion  -  Airbus  aircraft,  such  as 
the  A340,  will  provide  welcome  nonstops  that  avoid 
congested  hub  airports 

By  that  time,  the  world's  first  integrated  family  may 
also  have  many  new  members- 

That's  why,  in  commercial  aviation,  we're  Number  2 
and  leading 


AIRBUS  INDUSTRIE 


ORE  THAN  50 


O/ 


OF  ARTISTS  MAKE 


LESS  THAN  $3000  A  YEAR 
FROM  MAKING  ART. 


OBVIOUSLY,  THEY 
DON'T  DO  IT  FOR 
THE  MONEY 


n 


nven  by  passion,  aspiring  to  reveal  emo- 
tional truth  that  is  both  personal  and  universal, 
an  artist's  ambition  m  making  art  seldom  con- 
cerns money.  That  doesn't  mean  they  don't 
need  it. 

On  the  contrary,  even  with  non-art  jobs 
to  pay  the  rent,  incomes  for  artists  flutter 
around  the  poverty  line  more  often  than  not. 

Most  ot  us  value  art.  We  feel  it's  impor- 
tant. We  rely  on  artists'  imaginations,  their  in- 
sight, their  visK:)n  to  make  us  think  and  feel. 


laugh  and  cry.  Their  work  clinches  our  lives 
and  we  depend  on  them  to  take  personal  nsks 
with  their  art  so  we  can  learn. 

It  we  want  art,  we  have  to  see  to  it  that 
artists  can  live  to  make  it.  We  have  to  find 
ways  to  make  sure  artists  continue  to  work — 
not  as  taxi  dnvers,  receptionists  and  messen- 
gers— but  as  artists. 

The  New  York  Foundation  tor  the  Arts  is 
all  about  tmdmg  ways  tor  artists  to  work  with- 
out giving  up  art. 


THE    NEW    YOKK    FOUNDATION    FdK    THE    AKTS,    =.    LU  E  k  M  A  N    s  I  R  E  E  T .    NEW    YOIIK,    NY    1(1038  ■  2\ 2~2^^-y)t)l) 


MADh    PllSSlBLt    BV    IHh    NATHAN    (  UMMINl.S  mUNDAIKlN 


L  Oh'Y      lU  fc  III) 


1 1 1  SH.  N     I  O  U  i  S  H  KIM 


I  Y  I'lK.  K  A  I'  H  >  .    K  h  N  N  t  n  Y 


If  There's  ALot 

OnMDur  Plate 


Here's  HowTo 


Clear  TheT^le 


At  U  S  WEST,  we  design  all  our  products  and  services  around  the  one  thing  you  never 
seem  to  have  enough  of  these  davs.  Time.  So  we  offer  everything  from  U  S  WEST  Voice 
Messaging  and  Additional  Lines  to  U  S  WEST  Cellular  Phones  and  The  Yellow  Pages.  Each 
designed  to  help  you  get  the  most  out  of  your  time,  and  your  life.  Then  start  clearing  the  table 
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REGARDING  SASEA  HOLDING 

AND  FLORIO  FIORINI  

In  its  issue  dated  March  13,  1989, 
BUSINESS  WEEK  published  an  article 
entitled  "Puzzle  in  Movieland:  The  case 
of  the  mystery  moguls." 

This  article  referred,  amongst  others, 
to  the  activities  of  Mr.  Florio  Fiorini  and 
the  company  SASEA  Holding  of  which  he 
is  the  Managing  Director. 

In  respect  of  this  article,  Mr.  Florio 
Fiorini  and  SASEA  Holding  insist  upon 
reaffirming  the  following: 

■  The  activities  of  Mr.  Florio  Fiorini  and 
of  SASEA  Holding  have  always  been  in 
strict  conformity  with  all  laws  and  provi- 
sions governing  the  said  activities. 

■  With  respect  to  the  "Banco  Ambro- 
siano  Affair"  Mr.  Florio  Fiorini's  inter- 
vention, in  his  capacity  as  financial  man- 
ager of  ENI,  was  limited  to  the 
elaboration  of  a  financial  scheme  that 
would  have  allowed  taking  over  of  the 
control  of  the  Banco  Ambrosiano  by  ENI. 
This  plan  was  not  accepted  as  a  conse- 
quence of  which  Mr.  Fiorini  resigned 
from  his  position. 

■  Relating  to  the  alleged  transfers  of  $7 
million  in  favor  of  members  of  the  Ital- 
ian Socialist  Party,  they  are  totally  un- 
founded; a  judicial  inquiry  opened  in  Ita- 
ly in  this  respect  ended  with  a  non-lieu. 

Moreover,  the  alleged  money-launder- 
ing activities  mentioned  in  that  article 
are  also  completely  unfounded. 

SASEA  Holding  and  Florio  Fiorini 
Geneva 

Editor's  note:  In  the  article,  BUSINESS 
WEEK  reported  allegations  of  money- 
laundering  with  respect  to  certain  for- 
eign private  holding  companies,  hi  re- 
porting these  allegations,  we  did  not 
intend  to  refer  to  SASEA  Holding,  a 
publicly  traded  Swiss  company.  We  re- 
gret any  misunderstanding  that  may 
have  resulted  fi-om  our  article. 

GIVE  WESTINGHOUSE  CREDIT 

SOME  CREDIT  

Your  article  "Does  everything  add  up 
at  Westinghouse  Credit?"  (The  Cor- 
poration, May  11)  distorts  our  program 
to  overcome  difficulties  at  our  financial- 


services  unit  and  puts  an  unfair,  nega- 
tive twist  on  a  tough  program  that  is 
intended  to  solve  tough  problems  in  a 
reasonable  time  period.  Westinghouse 
Financial  Services  has  reduced  its  total 
portfolio  exposure  by  $2.6  billion  since 
the  end  of  1990,  solid  progress  given 
today's  economy. 

You  published  a  former  employee's 
absurd  allegations  of  receiving  mysteri- 
ous death  threats  and  even  stated  that 
"The  Federal  Bureau  of  Investigation 
confirms  it  is  investigating  the  alleged 
threats. . . ."  An  official  EBI  spokesman, 
however,  said  that  no  investigation  is 
being  conducted  and  that  he  told  your 
reporter  that  fact. 

Furthermore,  virtually  every  state- 
ment attributed  to  Westinghouse  is 
questioned  with  conjecture,  half-truths, 
and  unsupported  allegations  by  un- 
named sources,  a  plaintiff's  lawyer  in 
shareholder  suits,  and  the  former  em- 
ployee, who  twice  lost  Equal  Employ- 
ment Opportunity  Commission  actions 
against  the  corporation  and  who  has  a 
lawsuit  pending  based  on  essentially  the 
same  grounds. 

Despite  our  categorical  denial,  the  ar- 
ticle reports  that  Westinghouse  dis- 
cussed the  idea  of  selling  the  entire  com- 
pany to  our  licensee,  Mitsubishi.  Do  you 
really  have  a  more  knowledgeable 
source  of  information  on  that  point  than 
the  active  management  of  Westing- 
house? And  do  you  actually  believe  that 
the  U.  S.  government  would  permit  the 
sale  to  the  Japanese  of  a  company  with 
a  $2.3  billion  defense  business,  contracts 
to  operate  many  of  the  nation's  weap- 
ons-production facilities,  the  world's 
largest  nuclear  power  customer  base, 
and  broadcasting  holdings  that  include 
five  major-market  television  stations  and 
17  radio  stations? 

Our  accounting  methods  are  in  ac- 
cordance with  generally  accepted  ac- 
counting principles  affirmed  by  indepen- 
dent auditors  Price  Waterhouse.  Yet 
you  question  them,  based  on  anonymous 
experts.  You  give  credence  to  the  criti- 
cal opinion  of  one  real  estate  economist 
on  property-valuation  techniques  that 
are  in  common  use  throughout  the  in- 
dustry. And  you  accept  as  true  the  incor- 
rect information  from  a  "former  top- 
level  executive"  about  when  our  finan- 
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When  to 
buy, 

sell  or  hold 
your 

finandal 
advisor. 


These  days,  it  seems  as  though  just 
bout  everyhody  can  call  themselves  a 
inancial  advisor.  And  unfortunately  it's 
lifficult  to  measure  their  worth  without 
irst  trusting  them  with  your  money. 

Kven  then,  it's  difficult. 

Could  someone  with  better  qualifica 
ions,  greater  resources  and  more  experi 
ncc  serve  you  better.' 

What  you  need  is  a  standard  by  which 
0  judge  financial  advisors. 

This  advertisement  has  been 
trritten  to  provide  you  with  one, 
nd  reading  it  could  prove  to  be 
ine  of  the  best  investments 
ou'li  ever  make. 

s  your  financial  advisor  learning 
at  your  expense? 

It  can  take  as  little  as  four 
nonths  to  pass  the  General 
ecurities  NYSE/NASD  examina- 
ions  and  become  a  licensed 
iroker.  Over  30,000  people  will 
[ualify  this  year  alone. 

Qualifying  many  of  them,  in 
heir  eyes,  to  call  themselves 
inancial  advisors  or  investment 
onsultants 

We  call  them  financial  amateurs. 

To  become  a  Prudential 
iecurities  Financial  Advisor 
equires  a  minimum  of  two  years' 
raining.  We  invest  over  ,S100;000  in 
lach  recruit's  training  and  to  help 
ittract  the  best,  we  offer  better 
rompensation  than  any  other  firm 
)n  Wall  Street. 

And  we  don't  send  our  rookies 
nto  the  field  to  practice  unsupervised . 

An  essential  and  totally  unique 
3art  of  our  program  is  to  assign 
!ach  trainee  to  a  mentor,  a  sea-  — ■ 

■oned  financial  advisor  with  an  

iverage  of  ten  years  under  his  or 
ler  belt.  Youthful  enthusiasm  has  its 
/alue,  but  only  when  governed  by  the 
;teady  hand  (and  head)  of  experience. 

The  investment  in  Prudential 
iecurities  Financial  Advisors  doesn't  end 
here.  In  fact,  it  never  ends. 

Last  year  we  invested  $105  million  in 
echnical  support  for  our  advisors  and 
ommitted  a  further  $12  million  to 
)ngoing  training  programs. 

Who  advises  your  financial  advisor? 

Many  so-called  financial  advisors 
lave  to  rely  on  secondhand  information 


from  thiril-|)arty  sources.  Put  another 
way,  yesterday's  news. 

At  Prudential  Securities,  research  and 
analysis  is  the  single  biggest  investment 
we  make  on  behalf  ot  our  clients. 

Ami  Pruilential  Securities  l  inancial 
Advisors  have  access  to  it  firsth.md,  .it  the 
touch  of  a  computer. 

We  closely  monitt>r  and  report  to  them 
on  52  industries  and  575  companies. 


We  assess  the  gold  market  for  them, 
track  the  bond  market,  keep  up  to  speed 
on  futures  and  stay  ahead  of  the  U.S. 
markets  by  keeping  a  24-hour  watch  on 
world  financial  markets  and  economies 
through  our  international  offices. 

Using  this  wealth  of  knowledge,  our 
analysts,  economists  and  strategists  can 
also  spot  trends,  form  opinions  and  make 
valuable  recommendations  to  Prudential 
Securities  Financial  Advisors. 

Since  January  1990  our  Single  Best 
Ideas  performance  record  has  been 
+  50.8'>(),  compared  to  the  Standard  & 


Poor's  500  average  of  +22.2'K).* 

Prudential  Securities'  Chief  Investrrient 
Strategist,  Cireg  Smith,  has  consistently 
ranked  in  the  top  tier  in  /7/c  Walt  Street 
loanial  for  his  long-term,  asset-allocation 
recommendations. 

And  through  Prudential  Mutual  Fund 
Management,  we  manage  and /or  admin- 
ister more  than  $40  billion  of  assets  in 
over  60 diversified  funds. 

Prudential  Securities  Financial 
Advisors  are  also  schooled  in  the  best 
ways  to  finance  your  children's 
education  and  invest  for  your 
retirement. 

All  of  which  brings  us  to  another 
subject  we  believe  your  advisor 
should  know  a  lot  about:  you. 

How  much  time  does 
your  financial  advisor  invest  in 
getting  tqjinow  you? 

The  correct  answer,  from  our 
perspective,  is  as  long  as  it  takes. 

Because,  unlike  some  invest- 
ment firms,  we  don't  view  our  clients 
as  merely  short-term  prospects 
(a  transaction),  but  as  lifetime 
relationships. 

To  this  end,  we  have  Prudential 
Securities  Branch  Offices  through- 
out thecountry,  enablingourclients 
to  meet  with  their  Prudential 
Securities  Financial  Advisor  one  on 
one.  (Or  one  on  two  if  it's  a  joint 
account.) 

And,  working  with  us,  to  create 
an  investment  strategy  and  financial 
portfolio  that  meets  their  personal 
needs,  aspirations  and  security. 

In  short,  a  profitable  relationship 
for  both  parties. 
■-  (Incidentally,  we  don't  charge 

—    for  this  service  and  we  never  have.) 

So,  should  you  buy,  sell  or  hold  your 
financial  advisor? 

We  hope  that  what  you've  just 
learned  will  be  of  some  value  in  help- 
ing you  decide. 

If  you  have  any  questions  or  would 
like  to  meet  a  Prudential  Securities 
Financial  Advisor  please  feel  free  to  call  us 
at  1-800-654-5454,  ext.  1 1  H  or  drop  by 
one  of  our  offices. 

You'll  find  our  advisors  are  not  only 
worth  holding  onto,  but  on  occasion, 
even  giving  a  big  hug. 


Prudential  Securities  (fe 


«l  PERFORMANCE  IS  NOT  A  GUARAN1EE  OE  EUiURE  RESULTS  A  RECORD  OE  I  HE  SPE(  M  R  SINl.l  I  lilSI  IDEAS  RECOMMENDA  EiONS  AND  I  HEIK  PEREORMANCh  IS  AVAILABLE  ON  REQUEST 
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THE  DIAMOND  A>MVERSARY  BAND. 

it  s  yovir  Isl,  5tli  or  lOtk  anniversary,  tkis  year, 
teU  ker  you'd  marry  ker  all  over  again. 

A  diamond  is  forever 

BAILEY  BANKS  &  BIDDLE 


De  Beers  Suggested  retail  price  for  ring  $6,000. 


NEED  SOME  HELP  SPRUCING  UP  YOUR  IMAGE? 

Less  than  ten  percent  of  Americans  believe  companies  are  taking 
appropriate  steps  to  protect  the  environment. 

If  you'd  like  to  do  something  to  help,  please  call  Rick  Grouse,  Kurt 
Redenbo  or  Cindy  Krick  today  at  Global  ReLeaf,  202-667-3300.  We  can 
produce  a  tree-planting  or  tree-tare  program  with  you  that  will  rebuild 
damaged  ecosystems  in  our  cities,  rural  areas  and  overseas. 


CORRECTIOliS  &  CLARIFiaTIONSi 

In  the  story  "Good  morning,  Vie' 
nam!"  (International  Business,  Jur! 
22),  we  incorrectly  stated  that  Citiban 
has  an  office  in  Hanoi. 

In  "A  Unix  for  the  inasses?"  whic 
appeared  in  some  editions  of  the  Jur 
22  issue,  we  erroneously  stated  th; 
Sun  Microsystems  Inc.  is  expected 
support  Destiny,  a  program  by  Un 
Systems  Laboratories  Inc. 

In  a  table  accompanying  "Corpora 
women"  (Cover  Story,  June  8),  we  mi 
spelled  the  name  of  Sally  Frame  K 
saks,  CEO  of  Ann  Taylor  Stores  Corj 
she  received  her  ba  from  Americj 
University.  IBM  Vice-President  Lucie 
Fjeldstad  received  her  BA  from  San' 
Clara  University. 


cial   advisers'   asset  review  beg; 

Perhaps  most  disturbing,  you  crei 
unwarranted  eimployee  concerns 
wholly  untrue  tales  of  potential  dives 
tures.  Your  one  source:  "talk  within  t 
comi)any." 

Westinghouse  management  is  wo 
ing  diligently  to  resolve  its  difficulties 
all  of  which  it  has  fully  reported  to 
vestors  and  employees.  As  we  succ( 
over  time — and  it  will  take  time- 
shareholders  will  benefit  from  enhanc 
values,  and  our  em])ioyees  and  custc 
ers  will  benefit  as  well. 

Paul  E.  U 
Chairman  &  c 
Westinghouse  Electric  Co 
Pittsbur 

Editor's  iKjfc:  Our  story  was  based 
more  titan  45  interviews,  many 
the)n  with  former  and  current  M 
tinghouse  employees,  over  a  six-w- 
period.  According  to  a  well-plai 
source,  there  were  talks  with  Mitsi, 
shi  concerning  the  possible  sale  q, 
111(1  jor  part  of  Westinghouse.  We  er 
i)i  saying  that  there  was  an  ongo, 
FBI  in vestigation. 

FOR  WOMEN,  THE  COMPANY 
IS  A  MINE  FIELD  

In  "Corporate  women"  (Cover  Stc 
June  8),  you  missed  a  critical  dese: 
tion  of  the  situation  in  which  many  W( 
en  find  themselves. 

Women  are  often  isolated  politic! 
within  a  corporation.  Probleins  such 
handling  sexist  remarks  from  a  clieni 
superior  or  effectively  telling  your  b* 
you  deserve  the  same  country -club  m 
bership  your  male  counterparts  ei 
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"YES  I  CAN"  SPOKEN  HERE. 


AND  HERE. 


AND  HERE. 


AND  HERE. 


YORK 

Aj>lSSON 
EMPJJtte  HOTEt 


ifci)irriTii"iy^ 


Mo  matter  how  small  the  request.  No  matter  how  large  the  task.  No  matter  where  in 
he  world.  Our  positive  Yes  1  Can!  spirit  helps  make  every  one  of  our  280  Radisson 
hotels  as  individual  as  the  people  who  stay  in  them. 


ly  get  a  room  when  you  can  get  a  Radisson?'' 


800-333-3333 


IN  LONDON:  0800-89-1999     IN  MEXICO;  91-800-90-0-90 
N  THE  UNITED  STATES  AND  CANADA     IN  SPAIN:  900-95-1441  IN  GERMANY:  0130-81-44-42 


Epson  Reliability.  As  you'd 
expert  from  the  longest-running 
printer  company,  the  ActionPrinter 
is  built  to  last.  And  backed  solidly 
by  our  two-year  warranty. 


Unique  Paper  Tray.  I  he  only 
dot  matrix  printer  with  a  paper 
cassette  tray.  So  you  wont  get  fed 
up  handling  tractor  feed  paper. 


Quick  &  Quiet.  In  case  you 
havent  heard,  the  ActionPrinter 
IS  considerably  quieter  than  the 
average  dot  matrix  printer — • 
men  when  zipping  along  at 
250  characters  per  second. 


Easy  To  Use.  Setup  and  operation  couldnl  be  simpler.  And  Epson's  convenient 
Quick  Refere7ice  Card  keeps  you  from  struggling 
through  hefty  user  manuals. 


OukkReference  Cai 

^  II  need  most  oUen  Tor 


tiimpany  and/oi  prudiici  namt-sare  tradt-marks  and/or  rcgisicrcd  iraHfiii.iik^  <>!  iIumi  icspt  iuvi-  riiiiiiii<itHircrs  Kpsoti  isa  rcgisicrcd  trademark  of  Seiko  Epson  Corp.  0  I'W  t.pson  Anient a.liic ,  '.il)77(l  Madrona  Ave.,Tu 


\     Very,  Very  Affordable.  With  a  list  price 

of  just  $299,  this  is  clearly  a  printer  anyone 
can  feel  at  home  loith. 


SCALABLE  FONTS 


Quality  Output.  You  can  print  a 
variety  of  letter-quality  type  in  a  variety 
of  sizes,  and  give  all  your  work  a  more 
professional  look. 


lome  Economics. 


Ilompact  &  Lightweight.  The  design  is 
■evolutionary:  the  ActionPrinter  sits  flat  or 
\tands  upright,  fitting  easily  in  any  work- 
pace.  The  perfect  printer  to  have  around 
iie  house  or  apartment. 


The  new  Epson'^  ActionPrinter"  3250  is  the  first 
dot  matrix  printer  built  specifically  for  the  home 
user.  Its  design  is  sleek  and  space-sa\ing.  Its  features 
practical  and  eas\'  to  use.  Its  construction.  Epson  solid. 
.\11  for  a  price  that's  nothing  short  of  amazing. 

For  a  free  introductory  course  in  printers,  turn  to 
our  booklet,  "Wliat  You  Should  Know  Before  Buving  A 
Dot  Mau-ix  Printer."  Just  call 
800-289-3776  for  vour  copv. 
and  the  name  of  the  Epson 
dealer  nearest  vou. 

Then  stop  in  soon. 
And  take  home  a  printer  that  could 
teach  the  others  a  lesson  or  two. 


EPSON 

What^'ou 
Should 
KnowBefore 
BuyingA 
DotM^Printer 


For  dealer  referral,  call  8(K).Ba-EPSONi(«XI-289-3776l.  In  Cinada.  call  800<X)-EPSON 


LOOKING  FOR  MORE  INCOME? 


FideKty  Searches 
the  World  for 
Higher  Yields 

Fidelity  Short-Term  World  Income  Fund 


Take  Advantage  of  Global  Yields 

Fidelity  Short- 
Term  World  Ineome 
Fund  offers  investors 
an  opportunity  to 
enjoy  the  sit;niii- 
cantK  higher  yields 
ciHTently  a\aikible 
from  many  short- 
term  international 
securities.  That's 
good  new  s  if  you're 
in\estijig  for  income. 
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li)d(i):  shdrt-ti'i  in  nilvs  in  »Min  fniviiiii  cimittni's  are  hiiihcr 
tbiiii  in  the  I  .S.  This  chart  am/iarcs  three-mouth  Eunideposit 
CI)  rates  as  (>/  519  92  Rates  arc  not  intended  to  reflect  the  yield, 
distributions,  or  actual  iniestinents  of  the  Fund.  Source:  Reuters 


Managed  for  High  Stability 

The  Fund  pursues  a  high  level  of  price  stability  by  in\esting  primarily 
in  short-term  securities  and  using  hedging  techniques  \o  help  reduce  the 
impact  of  changing  currency  rates.  Of  course,  the  Fund's  share  price,  yield 
and  return  w  ill  \ar\.  and  you  may  ha\e  a  gain  or  loss  when  you  sell  shares. 

Fidelity  Makes  it  Easy  to  Invest 

Start  an  account  w  ith  just  S2,50()  and  receive  free  checkwriting.  You 
can  e\en  use  the  proceeds  from  your  matiM'ing  CF)  to  open  an  account. '  It  s 
also  eas\  to  open  an  IR.\  or  transfer  an  existing  one.  .\nd.  there  is  no  sales 
charge.  Minimum  retirement  investment:  SSOO. 

Visit  a  Fidelitv  Investor  Center  or  Call  24  Hours 

1-800-544-8888 


Fidelity 


Inuestments 


2r 

For  more  compk-tc  informalioii.  including  nianajjtment  fees  and  expenses,  call  toda>  fora  free 
prospectus.  Read  it  careful l\  before  \ou  in>est  or  send  nione>.  'L  nlilsi'  niarn  (;i)s  llu-  Fund  nul 
H)l(:-iiisun.il  hid(iii\  DiMiibuKnsdjrp.jr.uion  CODE:  BW/SWI/070692 


are  common.  Getting  angry  might  not 
the  best  way  to  handle  your  prob' 
and  maintain  the  relationship  you  h 
built.  And  useful  discussions  rarely 
cur  over  a  management-touted  chic] 
salad  luncheon.  To  your  horror,  you 
come  either  a  "femi-nazi"  or  a  "stanc 
gal."  (I  have  been  called  both.) 

The  article  may  have  described 
playing  field,  but  it  missed  the  sigi 
that  are  called  during  the  game. 

Pamela  L.  Hartr 
South  Euclid,  C 

CARVING  UP  THE  MARKET 
WASN'T  ON  THE  AGENDA  

There  is  absolutely  no  ti'uth  to 
speculation  expressed  in  your  c 
mentary  ("Free  Trade:  The  U 
shouldn't  play  purist,"  Top  of  the  Ne 
June  8)  that  "proper  Japanese  shan 
the  U.  S.  car  market"  was  discusse( 
the  May  18  meeting  between  CEO 
U.  S.  and  Japanese  companies. 

The  meeting  was  strictly  a  frank 
change  of  views  on  Japanese  proc 
ment  of  U.  S.-made  auto  parts 
cars'  access  to  the  Japanese  market 
companied  by  chronic  automotive  ti 
imbalance  between  the  U.  S.  and  Ja 
Thomas  H.  H 
President  & 
Motor  Vehicle  Manufacturers  A 
Washinj 

PREVENT  CHERNOBYL  II 
—BY  SCRAPPING  NUCLEAR  PLAN 

Your  story  "Preventing  Chern 
H"  (International  Business,  Jur 
was  doubly  disturbing.  The  prospec 
one  or  more  megacatastrophes  at 
remaining  reactors  in  Eastern  Eu 
and  the  ex-Soviet  republics  is 
enough.  But  for  the  industrial  Wes 
dump  billions  into  patching  up  t 
rickety  anachronisms  without  in 
menting  an  ecologically  sound  en 
plan  is  to  prolong  as  well  as  possib 
magnify  the  nightmare. 

The  key  to  burying  these  lethal  pi 
is  in  funding  enough  conservation, 
ciency,  and  renewables  to  replace 
capacity.  Such  a  move  would  boost 
own  industries  in  these  crucial  gn 
areas  and  would  advance  a  world 
vital  to  economic,  ecological  survive 
Harvey  Wasserman,  Senior  Ad 
Greenpeace  Atmosp 
&  Energ}-  Camp 
Bexley, 


Letters  to  the  Editor  should  be  sent  to  Rf 
Report,  Business  Week,  1221  Avenue  of  the  / 
cos.  New  York,  N.  Y.  10020.  Fox:  (212)  512- 
Telex:  12-7960,  Intl.  4998204.  All  letters  mi 
elude  on  address  and  daytime  and  eveninc 
phone  numbers.  We  reserve  the  right  to  edit 
for  clarity  ond  spoce. 
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SEXUAL  HARASSMENT: 
THE  AGE  OF  ANXIETY 


Around  the  turn  of  the  century, 
women  began  taking  clerical  jobs 
in  male-dominated  offices,  a  phe- 
nomenon that  led  vaudevillians  to  sing 
reassuringly:  "Heaven  will  protect  the 
working  girl."  Working  women  today 
needn't  rely  on  divine  intervention  to 
protect  them  from  wolves  in  pinstripes. 
Instead,  they  and  their  employers  can 
turn  to  a  bevy  of  paperbacks  on  sexual 
harassment,  inspired  no  doubt  by  the 
televised  Clarence  Thomas-Anita  Hill 
hearings  last  fall. 

Because  the  words  "sexual  harass- 
ment" are  splashed  across  the  covers  of 
five  of  these  books,  it's  a  little  hard  to 
tell  the  players  without  a  scorecard. 
These  books  cover  pretty  much  the  same 
ground,  anyway.  All  define  sexual  ha- 
rassment, both  the  quid  pro 
quo  ("Sleep  with  me  if  you 
want  that  raise")  and  the 
more  common,  but  only  re- 
cently defined,  "hostile  envi- 
ronment" (workplace  atmo- 
sphere or  behavior  that  a 
reasonable  woman  would 
find  offensive). 

All  of  the  books  give,  in 
varying  detail,  a  legal  histo- 
ry of  sexual  harassment 
cases  and  quote  the  Equal 
Employment  Opportunity 
Commission  procedural 
guidelines.  Each  attempts  to 
describe  the  prevalence  of 
the  problem,  using  virtually 
the  same  sur\'eys  and  polls. 
Because  these  are  service- 
oriented  books,  heftv 


sec- 


tions on  how  to  handle  a  complaint  and 
how  to  conduct  preventative  training  are 
included.  And  since  they're  geared  to 
busy  readers,  their  texts  are  usually 
punctuated  with  easy-to-scan  lists,  exam- 
ples, and  lots  of  stark  statements  ar- 
ranged in  myth/fact  form. 

A  few  contradictions  in  the  advice  do 
surface.  Sexual  Harassment  on  the  Job 
(Nolo  Press,  .S14.9.5)  suggests  giving  ac- 
cusers a  complaint  form  to  fill  out,  and 
even  includes  a  sample.  But  Sexual  Ha- 
rassment in  the  Workplace  (Amacom, 
$17.95)  says  such  forms  "may  well  have 
a  chilling  effect"  on  complainants'  desire 
to  come  forward.  The  books  also  dis- 
agree over  whether  a  victim  should  con- 
fide ;n  co-workers.  Sexual  Harassment: 
Knoii-  Your  Rights!  (Carroll  &  Graf, 


89.95)  and  The  9to5  Guide  to  Combat- 
ing Sexual  Harassment  (Wiley,  S9.9o) 
think  she  should.  (Most  complainants  are 
female.)  Sexual  Harassment  on  the  Job, 
however,  warns  that  talking  to  col- 
leagues could  complicate,  if  not  jeopar- 
dize, their  jobs.  Sexual  Harassment  in 
the  Workplace  feels  such  talk  could 
raise  issues  of  character  defamation. 

Mainly,  though,  the  difference  be- 
tween these  guides  is  one  of  tone.  The 
9to.5  Guide  strikes  a  frankly  feminist 
stance  from  its  introduction,  linking  sex- 
ual harassment  to  sexual  discrimination 
in  general:  "It's  women's  relatively  low 
status  in  the  work  world  that  makes  the 
problem  so  widespread  and  so  persis- 
tent. And  if  harassment  stems  from 
women's  inferior  position  on  the  job,  it 


also  functions  to  keep  women  there." 

In  contrast  to  .9toos  sometimes  sim- 
plistic indignation,  the  management-ori- 
ented Sexual  Harassment  in  the  Work- 
place seems  almost  reluctant  to  admit 
the  issue.  "Sexual  harassment  situations 
are  fraught  with  jjitfalls. . . .  The  truth 
can  be  elusive  as  claims  and  counter- 
claims compete  for  credibility,"  warns 
its  very  first  page.  "Everyone  involved 
has  rights,  and  frequently  these  rights 
conflict."  Workplace  devotes  a  chapter 
to  distinguishing  between  sexual  harass- 
ment and  office  romance.  Certainly  per- 
sonal history  between  two  parties  can  be 
significant  in  a  harassment  charge — but 
an  entire  chapter? 

The  easiest  read  is  the  concise  Step 
Forward  Oldiiter  Media,  $9.95).  Susan  L. 


Webb,   who   counsels   individuals  ^ 
companies,  enlivens  the  book  with  | 
scriptions  of  her  consulting  exp^ 
ences — including  one  that  could  be  tit( 
"The  Workshop  from  Hell."  For  thi 
hours,  she  addressed  90  utility  linen| 
in  a  cold,  austere  locker  room,  no  ml 
agement  representative  in  sight.  J 
coming  off  shift,  the  men  were  tii 
dirty,  and  hostile,  shrugging  off  the  c 
cept  of  harassment  charges  as  femir 
complaints — until  one  stood  up  and 
nounced:  "Everybody  in  here  is  say 
'If  she  don't  like  it  she  oughta  say 
methin'.'  Well ...  if  I  was  a  woman 
this  room  right  now.  I  wouldn't  say  s 
The  situation  improved  thereafter 
Webb  uses  the  anecdote  to  illusti 
how   training   sessions  should 
shouldn't)  be  set  up. 

Sexual  Harassment  on  the  Job 
attorneys  William  Petrocelli  and  Bai 
ra  Kate  Repa,  is  just  as  readable, 
text  is  wittily  punctuated  with  apt 
torical  quotes  from  Abigail  Adams 
19th  century  etiquette  guides.  The  t 
is  thoughtful,  dismissing  the  idea  t 
concern  over  sexual  harassment 
lead  to  stifled,  humorless 
fices:  "The  impending 
of  the  sterile  workplact 
greatly  exaggerated.  Aw; 
ness,  coupled  with  educa' 
about  sexual  harassm< 
can  go  a  long  way  tow 
increasing  equality  and 
creasing  discomfort  in 
workplace."  Of  the  five, .! 
ual  Harassment  on  the 
is  the  best  reference  gn'f 
with  a  state-by-state 
down  of  laws. 

The  only  real  miss  is  ."^^ 
al  Harassment:  Know  ) 
Rights!,  compiled  by 
lawyers.  Martin  Esk< 
and  David  Gallon.  It  coi 
almost  entirely  of  rep- 
EEOC  guides,  federal 


utes,  a  chapter  from  law  professor  ' 
arine  A.  MacKinnon's  groundbre:i 
yet  dated  Sexual  Harassment 
Working  Women.  The  introductio 
Anita  Hill,  excerpted  from  a  speei 
touchingly  eloquent.  But  the  maiii 
tion's  question-and-answer  format  i- 
tatingly  hard  to  follow. 

No  reference  book — no  book  at 
can  eliminate  sexual  harassment, 
the  fact  that  so  many  are  being 
lished  ensures  that  concern  about 
problem  won't  fade.  "Its  very  exis' 
as  a  public  issue  will  bring  aboi; 
end,"  Step  Forward  says.  Heaven  Ir 
that's  true. 

BY  TROY  ; 

Troy  Segal  covers  social  issvt 
BUSIXESS  WEEK. 
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The  HP  95LX  palmtop  PC. 


IKSt 


38V9  CCi 
Jack 


Sprlr>9  Hill      STi    SP  ZIP* 


e#9in^^r.rt  rnod*-  

Sour-c«      Tar-^wt      File  Quit 


uM  '-*c*pt  lv«  to  tn»  n»w  HP  '^5LNf  fts 
th«l   uprl  8  uith   th*  unil  .     nr.  Boti 


•ra  rf-c»ptivo  «1  HP  rAj»vo  9SLX,  ssf 
como  tambl*n  »1    »qulpo  d« 
comjf^i c»C  1  o'"'^*  <3u»f  iratpaia  coo  la 
unldad.  Sr.   Botero  sf  Tni«r«ar6  •r.  J 
P«c* OS  d«  correo  *l»ctr*nico. 


03''31^*g      1 !  23  pro  , 

 6i 


Tu*sd«v  Jun«  2nd*  1992 


J 

M 
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Dorit  forget  to  pack  your  office. 


Just  because  you're  out  of  Uie  office 
doesn't  mean  you  have  to  he  away 
from  your  critical  business  infor 
mation.  Now  you  can  transfer  your 
files  and  take  them  witli  you.  With 
the  HP  95LX.  An  MS  I )( )"s "  based 
computer  that  measures  just  ().3"x 
3.4" X  r (closed). 

The  HP  95LX  is  packed  with  built- 
in  software.  Lotus"  1-2-3"  lets  you 
take  your  spreadsheets  with  you. 
Do  "what  ifs!'  And  attend  meetings 
with  all  the  latest  figures.  Phone 
Book  allows  you  to  instantly  access 
names,  phone  numbers  and  ad- 


dr  es.ses.  Appointment  Book  lets 
you  monitor  your  schedule.  There's 
even  Memo  Editor  And,  of  couise, 
a  powerful  HP  financial  calculator 
Dozens  of  opt  ional  api)lications 
are  also  available.  For  examjik", 
SkyStream  receives  messages  wire- 
lessly.  Money  Manager  tracks 
monthly  expenses.  ACT!  manages 
client  data.  Globalink  translates 
languages.  And  IntelliLink  inter- 
acts with  Microscjft  "  Wind(jws. 
The  HP  95LX  applications  reside  in 
the  1 -Mbyte  R(  )M.  There's  up  to 
1-Mbyte  RAM  for  y"*"  files.  And 


with  the  plug-in  slot,  plenty  of  soft- 
ware and  memory  can  be  added. 

Call  800-443-1254,  Dept.  29  for 
details  and  U.S.  retailer  locations. 
In  Canada,  call  800 -3.S7  3867.  After 
all,  you're  going  places. 


mm  HEWLETT 
CM  PACKARD 

MitTDsotl  and  MS  |H  )San-  I  S  iv>iislcn'.i  tniil('rnark.s of 
Microsoft  Coqxiraliun  I.oliisand  1  li  3an'l  S  n-jiistfrt'ii 
Iradeniarksof  Lotus  [U'vHopmt'iil  (  oi-iMintuin  ACT!  is  a 
pn»(kKt  ofCnntiicI  Soft  wan*  hitfriialutiial  Iru  SkyStn'ani 
R'ceiver  is  a  pniduc  t  of  SkyToI.  Moiu-v  ManajJci  is  a 
prtxiuct  of  Aiilohyli'  (  oriionUion  ( Jlolialink  is  a  product 
of  (lloljuUiik  Inc  IniHliLink  is  a  product  of  IntelliLink  Inc. 
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Economic  Viewpoint 


DON'T  WORRY  SO  MUCH 
ABOUT  THE  BUDGET  DEFICIT 


BY  ROBERT  KUHNER 


Stock  arguments  for 
cutting  the  deficit 
are  simply 
inoperative.  It  is  not 
creating 
inflation  or  high 
interest  rates,  or 
'crowding  out' 
private  capital  by 
public  debt 


ROBERT  KUTTNER  IS  CO-EDITOR  OF  THE 
AMERICAN  PROSPECT  AND  AUTHOR 
OF  THE  END  OF  LA/SSEZ-FA/RE 


The  pi'oposed  constitutional  amendment 
to  require  a  balanced  budget  has  been 
slain,  but  the  deficit  obsession  continues 
to  pai'alyze  policy.  For  a  decade,  the  deficit  has 
upstaged  other  economic  issues,  reinforcing 
pul)lic  frustration  about  government's  inability 
to  address  accumulated  problems.  It  has  be- 
come a  permanent  migraine. 

Although  the  constitutional  move  was  nar- 
rowly blocked  in  the  House,  a  new  rough 
beast,  "Gramm-Rudman  IV,"  is  being  hatched 
by  the  failed  amendment's  prime  sponsor,  Rep- 
resentative Charles  W.  Stenholm  (D-Tex.).  Sen- 
ator Warren  Rudman  of  New  Hampshire  is 
retiring,  but  Gramm-Rudman  seems  destined 
to  become  a  generic  part  of  the  political  lexi- 
con. A  cynic  might  define  a  Gramm-Rudman 
bill  as  ironclad  budget-l)alance  legislation  that 
somehow  yields  ever  larger  deficits. 
ACCOUNTS  DECEIVABLE.  Conventional  wisdom 
holds  that  the  deficit,  now  estimated  at  $868 
billion  for  fiscal  1992,  is  the  font  of  most  eco- 
nomic evil,  and  that  government's  inability  to 
solve  it  epitomizes  political  incompetence.  Both 
claims,  I  want  to  argue,  are  wrong. 

One  startling  thing  about  this  deficit  is  that 
it  has  little  if  any  stimulative  effect  on  the 
economy.  Normally,  one  would  expect  a  deficit 
in  excess  of  6%  of  gross  national  product  to 
boost  purchasing  power  and  engender  a 
mighty  recovery,  if  not  some  unwelcome  infla- 
tion besides.  However,  this  deficit  has  coexist- 
ed with  a  lengthy  slump,  followed  by  a  le- 
thargic recovery.  Neither  is  the  deficit  creating 
inflation,  nor  high  interest  rates,  nor  the 
"crowding  out"  of  private  capital  by  public 
debt.  So  the  most  convincing  staple  arguments 
for  cutting  the  deficit  are  simply  inoperative. 

How  can  this  be?  How  can  a  deficit  this 
massive  lead  neither  to  economic  stimulus, 
nor  high  interest  rates,  nor  inflation? 

Let's  begin  by  looking  at  the  composition  of 
the  fleficit.  One  portion  of  it— about  $70  l)illion 
this  year— is  the  savings  and  loan  bailout. 
Most  economists  agree  that  the  thrift  bailout 
has  no  stimulative  effect,  because  savers  never 
thought  their  money  was  gone.  Having  the 
government  replenish  the  lost  funds  of  the 
local  s&L  is  simply  an  accounting  entry;  it 
does  not  cause  savers  to  rush  out  and  spend 
money  they  wouldn't  have  spent  anyway.  The 
actual  stimulative  effect  of  the  real  economic 
activity— the  useless  condos,  office  towers,  and 
shopping  malls  that  caused  the  s&L  losses  in 
the  mid-1980s— was  dissipated  years  ago.  So 
adjusting  for  the  S&L  bailout  whittles  down  the 
effective  deficit  to  about  $308  billion. 

The  second  main  portion  of  the  deficit  re- 
flects the  impact  of  the  recession  itself.  In 
any  recession,  economic  activity  contracts,  tax 


collections  dwindle,  and  relief  payouts  increa 
The  Congressional  .Joint  Economic  Commit! 
calculates  that  $100  billion  to  $110  billion  of  1 
deficit  is  simply  the  result  of  recession.  Tl 
leaves  about  $200  billion— almost  exactly  t 
annual  interest  on  the  accumulated  put 
debt.  Interest  on  the  debt  flows  out  of  1 
lYeasury  into  the  pockets  of  investors  w 
hold  Treasury  secm-ities.  The  majority  of  t 
intei'est  income  either  sits  in  bank  accounts 
is  invested  in  other  securities.  That  also  he 
explain  why  there  isn't  much  "crowding  ou 
mostly,  the  interest  paid  on  the  public  debt 
cles  right  back  into  private  capital  market; 

Of  course,  this  is  not  to  say  that  the  defi 
isn't  a  national  pnjblem.  Interest  paymei 
on  the  accumulated  del)t  represent  $200  bill 
less  the  government  has  to  spend  on  oti 
public  needs.  And  a  $368  billion  deficit 
1992  means  another  $368  billion  on  wh: 
interest  must  be  paid.  The  point  is  rati 
that  a  panicky  solution  aimed  at  abrup 
slashing  the  deficit  would  push  the  econoi 
into  free  fall.  The  deficit  does  need  to  be 
duced— pai'tially  and  gradually— to  the  po 
where  the  national  debt  stoi)s  increasing  re 
tive  to  the  real  economy,  or  gently  declin 
But.  that  means  taking  several  years  to  cut  1 
deficit  to  about  $200  billion,  not  to  zero. 
SWEET  SURPRISE.  The  second  point  is  that  t 
Fedei'al  Reserve  needs  to  keep  reducing  int 
est  rates.  As  the  sick  economy  headed  into  1 
1992  election  year.  Fed  Chairman  Alan  Grei 
span  found  to  his  (and  George  Bush's)  deli' 
that  cheaper  money  did  not  trigger  inflati( 
Every  one-point  cut  in  the  rate  the  Ti'easi 
must  pay  on  its  bonds  cuts  government  int 
est  costs.  Hence  it  cuts  the  deficit— by  soi 
$16  billion  this  year  and  $24  billion  next  ye 
It  also  cuts  borrowing  costs  for  industry, 
homeowners,  and  for  consumers. 

So,  the  proper  treatment  for'  the  deficit 
moderate  and  gradual  reduction,  coupled  w 
lower  interest  rates— and  not  just  in  an  el 
tion  year.  And  we  still  need  to  pay  attenti 
to  those  other  serious  economic  problems  tl 
the  deficit  keeps  crowding  off  the  agenc 
They  include  everything  from  badly  manag 
industries  to  hostile  corporate  takeovers, 
unbalanced  trading  system,  inadequately  e( 
cated  and  trained  workers,  decaying  put: 
infrastructiu'e,  and  collapsing  health  insuran 
Some  of  these  maladies  reciuire  public  reme 
ation.  If  we  don't  address  them  directly, 
lowei'  deficit  won't  hel{).  And  if  we  respond 
the  deficit  with  fiscal  overkill,  there  will 
neither  the  public  funds  to  spend  on  our  n 
problems  nor  a  private  economy  strong  enou 
to  generate  the  needed  jobs,  investments,  a 
tax  revenues. 
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Hmm,  let's  see.  19%  interest  on  some  bankcards.  No  interest  and 
no  revolving  debt  with  The  Card,  That's  not  too  difficult. 


The  Card. 
The  American  Express"  Card. 

Call  1-800-THE  CARD,  to  apply. 


Its  not  about 
fixing  old  windows. 

It's  about 

opening  new  doors. 


OS/2  2.0  is  more  than  a  new  version.  It's  a  new  vision. 
A  true  operating  system  that  takes  your  DOS,  Windows  " 
and  OS/2  applications  hevond  the  limitations  of  the 
past — lets  you  do  more  with  them  than  you  ever  could 
with  DOS  or  DOS  with  Windows. 

llnlik«'  Windows,  OS/2  2.0  can  run  multiple  DOS, 
Windows  and  OS/2  aj)plications  at  the  same  time,  in 
separate  windows  on  the  same  screen.  Print  a  document 
and  calculate  a  spreadsheet  while  you  create  a  new 
letter.  Use  icons  to  print  documents  without  even  open- 
ing the  program.  \ou  can  even  "cut  and  past*' '  between 
any  applications — the  possibilities  are  endless.  t\nd 
with  OS/2  Oash  Protection,"  each  running  application 
is  protected  f  rom  die  next,  so  if  one  goes  dowti  it  won't 
af  fect  the  others. 

Of  course,  there's  a  graphicaf  interface  that  makes 
OS/2  easv  to  install,  learn  and  use — the  Workplace  Sheir." 
But  maybe  the  best  j)art  is  tliat  for  less  than  the  cost 
of  DOS  and  Windows,  you  get  the  capabilities  of  both. 
Plus  all  the  added  benehts  of  OS/2  2.0— including 
Adobe  Ivpe  Manager."  So  for  a  whofe  lot  less,  OS/2  gives 
vou  a  whole  lot  more. 

For  an  IBM  authorized  dealer 
near  you,  or  to  order  OS/2  2.0  from 
fBM — at  special  introductorv  prices  of 
$49  for  Windows  users  and  $99  from 
any  DOS-call  1  800  3-IBM-OS2f 


Introducing  OS/2  2.0. 


Runs  DOS,  If  indoH  s  and  ()S/2  (ip[)li<  (itions  from  (i  sin^h^  system. 
OS/2  Crash  l^rotedion  fwlps  shield  applications  from  each  other. 
'Sou  pre-installed  on  FS/2  -'  Models  56  and  57. 
Supported  on  nu)st  I BM-c(mipatihle  386  S\  PCs  and  above. 
OS/2  2.0  upgrade:  $49  from  ff  indoivs,  $99  from  any  DOS** 
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conomic  Trends 


BY  GENE  KORETZ 


IN  HOUSING  STARTS, 
FORGET  APRIL- 
WATCH  THE  REBOUND 


When  housing  .starLs  phmged  17% 
in  April,  most  analysts  were 
stunned,  and  alarm  hells  started  ringing 
at  the  Federal  Reserve.  To  Cassandras 
who  have  tended  to  view  the  economic 
r'ecovery  as  shaky,  the  specter  of  a  col- 
lapsing housing  sector  only  confirmed 
their  warnings  that  a  triple  dip  in  eco- 
nomic activity  was  a  gi'owing  possihility. 

Fortunately,  the  11%  May  reliound  in 
starts— the  largest  in  15  months— has 
weakened  the  force  of  such  dire  predic- 
tions. "The  roluist  showing  of  starts  in 
May,"  says  economist  David  W.  Berson 
of  the  Federal  National  Mortgage  Assn., 


THE  ACTION  PICKS  UP 
IN  HOUSING 


APR. '91 

A  THOUSANDS  OF  UNITS,  SEASONALIY  ADJUSTED 
MONTHLY  RATE 
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"indicates  that  residential  construction 
will  continue  to  contril)ute  to  economic 
growth  through  the  year." 

Over  the  near  term,  that  contribu- 
tion should  l)e  consideralile,  despite  re- 
cent volatility  in  the  monthly  mmiliers. 
Economic  activity  depends  on  the  num- 
])vv  of  units  l)eing  built,  not  simjily  start- 
ed, and  because  this  includes  construc- 
tion begun  as  much  as  six  months  ear- 
lier, the  effect  of  the  sharp  rebound  in 
starts  earlier  this  year  will  continue  to 
boost  economic  activity  through  the  sum- 
mer. Indeed,  the  number  of  single-fami- 
ly homes  under  construction  has  been 
rising  sharply  in  recent  months  (chart). 

Accoi'ding  to  Ber-son's  projections,  res- 
idential construction  should  add  about 
0.6%  to  the  economy's  gi-owth  rate  in 
the  second  quarter  and  0.4%  in  the 
third.  And  that  doesn't  count  the  secon- 
dary effects,  as  the  housing  upturn 
s()arks  sales  of  appliances  and  furniture. 

The  outlook  could  brightt'n.  A  numlier 


of  elements  supporting  housing  construc- 
tion seem  to  be  falling  into  place.  Mort- 
gage rates  have  been  trending  down 
since  mid-March  and  are  now  below 
8.(i%  for  a  30-year  fixed  rate,  a  five-' 
month  low.  Builders  report  a  modest 
easing  in  ci'edit  conditions  in  many  areas 
of  the  country.  Housing  affordability  is 
at  its  strongest  level  since  the  mid-1970s, 
and  mortgage  applications,  which  fell 
sharply  in  April,  have  started  to  turn  up 
again  in  recent  weeks. 

The  biggest  clouds  on  the  horizon  ai'e 
a  recent  weakening  of  new-home  sales 
and  a  softening  of  builder  optimism.  Ac- 
cording to  the  National  Association  of 
Home  Builders'  June  survey,  some  28% 
of  builders  of  single-family  homes  de- 
scribed their  curi'ent  sales  pace  as  poor, 
and  43%  said  that  traffic  of  prospective 
home  buyers  was  "low  to  very  low." 

Still,  only  15%  of  liuilders  in  June  ex- 
pected sales  of  single-family  houses  to  l)e 
poor  over  the  next  six  months,  com- 
pared with  30%  anticipating  good  sales. 
NAHR  economist  David  Seiders  predicts 
that  "a  lot  of  pent-up  demand  will  sur- 
face once  income  and  job  growth  picks 
up."  To  which  Fannie  Mae's  Berson  adds: 
"Any  surprises  in  the  housing  sector  ai"e 
likely  to  be  on  the  up  side." 


WILL  THE  FORMER 
SOVIET  UNION  BECOME 
OPEC'S  NEMESIS? 


Within  a  few  years'  time,  muses 
Adam  E.  Sieminski,  energy  ana- 
lyst of  County  NatWest  Securities 
Corp.'s  Washington  Analysis  gi"oup,  "it 
may  be  the  former  Soviet  Union  rather 
than  Saudi  Arabia  that  will  l)e  calling 
the  tune  on  oil  prices." 

Sieminski  notes  that  collapsing  pro- 
duction in  the  Commonwealth  of  Inde- 
pendent States  has  played  directly  into 
oi^Ef's  hands  in  the  past  year.  In  the 
first  (luarter,  for  example,  output  in  the 
former  U.S.S.R.  was  down  about  1.3  mil- 
lion liarrels  a  day  from  its  year-earlier 
level,  and  exports  wei'e  off  600,000  bar- 
rels. By  contrast,  OPEC  production  was 
up  ai-ound  1  million  barrels.  "Without 
declining  output  in  the  foi-mer  U.S.S.R.," 
says  Sieminski,  "oil  prices  would  l)e  10% 
to  15%  lower  than  they  are  today,  or 
OPEC  would  be  pumping  less  oil." 

Tlie  catch  is  that  oPEC  can't  deix'ud  on 
this  much  longer'.  With  demand  in  the 
for-mer'  U.S.S.R.  also  falling,  exports  ai'e 
leveling  off.  And  joint  ventur'es  between 
Western  oil  companies  and  former  So- 
viet republics  are  being  announced  daily. 

"The  for'mer  U.S.S.R.  r-emains  the 
leading  producer*  of  oil,"  notes  Sieminski, 
"and  nobody  r^eally  knows  its  potential 


pr'oductive  capacity."  Given  the  ai-i' 
need  for-  foreign  exchange  and  the  i  ■ 
sible  impact  of  Wester-n  knowhow  on 
lagging  output,  the  world  oil  mai 
could  experience  considerable  dowriw 
price  pressures  in  coming  years. 


THERE'S  MORE  GIVING, 
BUT  NOT  FOR 
HUMAN  SERVICES 


The  r"ecessionar"y  economic  climate 
year  didn't  dampen  Americans'  { 
lanthropic  instincts.  According  to 
American  Association  of  Fund-Rais 
Counsel,  donations  to  nonprofit  org; 
zations  jumped  by  6.21%,  to  $124.77 
lion.  That's  the  biggest  percent  of  gr 
domestic  pr-oduct  (2.2%)  since  the  AAl 
began  keeping  tabs  on  total  giving 
1959.  What's  moi'e,  giving  by  individi 
hit  2.13%  of  personal  incorrre,  its  high 
level  in  21  years. 

Althou.gh  most  causes  racked 
gains,  the  r-eporl's  biggest  surprise  v 
a  sharp  decline  in  giving  to  human  s 
vice  groups,  such  as  social  and  fair 
service  agencies,  shelters,  and  food  c 
tr'ibution  programs,  whose  needs  jui 
during  recessions.  Whereas  such  giv 
rose  appreciably  during  the  1982  dov 
turn  and  continued  to  grow  during 
expansion,  it  fell  in  1990  and  tl 
dropped  again  in  1991--by  $1.2  billion, 
10.2%  in  current  dollar's  and  14.3% 
real  terms.  The  AAFIiC  notes  that 
drop  was  doubly  painful  because  gi 
ernment  support  for  private  human  s 
vice  pr'ograms  also  declined  last  year 


MOST  AMERICANS 
STILL  SEE  A  BRIGHTER, 
RICHER  FUTURE 


The  Amer'ican  drvam  is  alive  and  w 
desijite  recent  rough  econor 
weather,  reports  the  Conference  Boa 
Its  latest  survey  of  5,000  househo 
across  the  nation  r-eveals  that  nea 
65%  of  respondents  say  their  pres( 
standard  of  living  is  higher  than  those 
their  parents  during  the  last  years  tl 
were  living  at  home,  over  two-thir 
think  their  opportunities  are  great 
and  55%  think  their-  children  will  enj 
higher  living  standards  than  themselv 
Even  respondents  under  35  were  i 
lieat.  About  75%.  rejiorl  living  standai 
higher-  than  or  similar  to  those  of  th 
par-ents,  and  60%  of  men  and  73% 
women  think  their  opportunities 
gr-eater.  Some  53%  of  those  under 
expect  their  kids  to  do  even  better-.  Oi 
15%  wor-ry  that  they  will  far-e  worse. 
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.Y  6,  1992 


BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


»ON'T  EXPECT  THIS  RECOVERY 
0  GET  MUCH  FOREIGN  AID 


mi 


In  recent  years,  foreign  trade  has  been  kind  to  the 
U.  S.  economy.  From  1986  to  1991,  a  steady  narrow- 
ing of  the  trade  deficit  generously  contributed  307'  of 
3  growth  in  real  gross  domestic  product.  And  in  late 
90  and  early  1991,  when  the  economy  was  tumbling,  an 
proving  trade  balance  broke  the  fall. 
Well,  no  more  Mr.  Nice  Guy.  In  1992,  slower  export 
owth  and  an  acceleration  in  the  pace  of  imports  will 
^erse  some  of  the  trade  deficit's  improvement  and 
nerally  make  life  tougher  for  an  economy  that  is 
■uggling  to  recover. 

5uch  contrary  behavior  is  already  becoming  evident, 
e  gap  between  imports  and  exports  widened  to  $7 
lion  in  April,  after  averaging  $4.9  billion  a  month 
ring  the  first  quarter.  The  April  deficit  was  the  larg- 
.  in  IV2  years.  It  suggests  that  deterioration  in  net 
3orts  during  the  second  quarter  will  result  in  yet 
)ther  subpar  performance  for  real  GDP,  perhaps  no 
ier  than  the  first  quarter's  growth  of  2.4%. 

HE  SECOND  The  drag  from  foreign  trade  hits  the 
lUARTER  economy  at  a  bad  time.  Consumers 
^^^^  paused  to  catch  their  breath  in  the  second 

IGOR  quarter  after  their  spending  spree  in  the 

it,  when  outlays  surged  at  an  unsustainably  fast  5.47' 
lual  rate.  Employment  growth  has  not  picked  up 
mgh  to  generate  anywhere  near  the  income  growth 
■essary  to  maintain  that  sizzling  pace. 

In  fact,  job-market  improve- 
ment also  appears  to  be  taking 
a  break.  After  weeks  of  steady 
declines,  the  four-week  average 
of  initial  unemployment  claims 
has  been  hovering  just  above 
the  400,000-per-week  annual 
rate  since  late  April.  Claims  will 
have  to  pierce  that  barrier  be- 
fore solid  and  sustainable  job 
growth  is  assured.  The  numbers 
say  that  layoffs  have  stopped 


MPORT  GROWTH 
TAKES  Off 
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that  new  jobs  are  opening  up  at  a  snail's  pace. 
lIso,  the  big  swing  in  inventory  growth,  which  was 
ected  to  give  second-quarter  GDP  a  boost,  may  not  be 
arge  as  first  anticipated.  It's  becoming  apparent  that 
at  of  that  first-quarter  rush  in  consumer  demand 
lassed  U.  S.  manufacturers  and  instead  went  to  im- 
ts  (chart).  As  a  result,  the  need  for  factories  to  re- 
,d  inventories  will  be  diminished, 
he  import  surge,  along  with  slower  growth  in  both 
sumer  spending  and  exports  in  the  second  quarter, 


explains  the  weak  performance  of  factory  orders  in  May. 
Makers  of  durable  goods  saw  their  new  bookings  drop 
2.4%  in  May.  The  weakness  was  broad,  although  a  sharp 
27.7%  plunge  in  orders  from  the  military  accounted  for 
nearly  all  of  the  overall  decline. 

It's  important  to  remember,  though,  that  durable- 
goods  orders  are  extremely  volatile.  The  May  dip  fol- 
lowed gains  of  close  to  2%-  in  both  March  and  April.  The 
three-month  average  of  bookings,  a  better  indication  of 
the  trend,  continued  to  rise  in  May. 

The  problem  for  manufactur- 
ers is  that  new  orders  aren't  ris- 
ing fast  enough  to  stop  the  slide 
in  the  backlog  of  unfilled  or- 
ders. It  fell  0.6%  in  May,  the 
ninth  decline  in  a  row  (chart),  to 
the  lowest  level  in  three  years. 
Right  now,  factories  are  meet- 
ing new  demand  by  working 
longer  hours.  Manufacturers 
won't  commit  themselves  to  the 
extra  cost  of  beefing  up  pay- 


THE  ORDER  BACKIOG 
KEEPS  SHRINKING 
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rolls  until  they  see  their  order  backlog  growing. 

All  this  doesn't  mean  the  recovery  is  petering  out 
again,  as  it  did  last  year.  Upturns  in  autos  and  housing, 
accompanied  by  their  broad  impacts  on  related  indus- 
tries, are  still  leading  the  way.  Demand  for  U.  S.-made 
cars,  for  example,  continued  to  look  firmer  in  mid-June, 
when  sales  stood  at  an  annual  rate  of  6.4  million.  The 
sluggishness  in  new  orders,  however — and  demand  gen- 
erally— does  drive  home  the  point  that  the  upturn  will 
undoubtedly  be  the  most  lethargic  in  the  postwar  era. 

I MEXICO  The  prospect  of  a  widening  trade  deficit 
'S  only  makes  matters  worse.  To  be  sure, 

SPICING  UP  exports  are  still  a  key  source  of  strength 
EXPORTS  fQj.  u  g  manufacturers.  In  the  first  quar- 
ter, foreign  demand  accounted  for  a  record  21.6%  of 
industrial  output,  up  from  less  than  14%  in  early  1987. 
The  pace  of  exports,  however,  is  much  more  subdued 
than  it  was  in  the  late  1980s,  and  it's  currently  too  slow 
to  offset  manufacturers'  losses  to  imports. 

In  April,  exports  slipped  for  the  fourth  time  in  five 
months,  dropping  by  1.9%-,  to  $36.4  billion.  U.  S.  produc- 
ers posted  big  declines  in  aircraft,  telecommunications 
equipment,  and  tobacco  products.  For  the  first  four 
months  of  1992,  exports  are  up  just  6.6%  from  a  year 
ago.  That's  slower  than  the  1.1%  pace  of  early  1991. 

Slowdowns  in  many  industrialized  economies  have 
hurt  demand  for  U.  S.  goods  in  Japan  and  Europe.  In- 
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deed,  growth  in  exports  has  come  solely  from  countries 
outside  the  Group  of  Seven  industrialized  nations.  Total 
U.  S.  shipments  to  the  other  G-7  nations — Britain,  Cana- 
da, France,  Germany.  Italy,  and  Japan — have  hardly 
budged  over  the  past  two  years.  But  excluding  these 
developed  countries,  demand  for  U.  S.  goods  has  been 
increasing  at  a  steady  pace  (chart). 

Most  notably,  trade  with  Latin  America  continues  to 
strengthen.  Exports  to  Brazil  have  risen  by  7.5%  so  far 
this  year,  while  shipments  to  Venezuela  are  up  2B.Vy^. 
And  in  Mexico,  where  economic  growth  is  healthy,  de- 
mand for  U.  S.  goods  has  jumped  by  34.9%.  Indeed, 
sometime  this  year  Mexico  could  well  pass  slumping 
Japan  as  our  No.  2  export  buyer,  after  Canada. 

IMPORTS  The  increase  in  demand  from  developing 
ARE  countries  will  continue  to  lift  output  of 

ON  THE         {J  g    manufacturers   who  export.  The 
REBOUND      problem,  however,  is  that  as  the  economy 
recovers,  America's  appetite  for  foreign  goods  is  also 
rebounding.  And  that  cuts  into  production  of  U.  S.  goods 
that  compete  head-to-head  with  imports. 

That  was  evident  in  April,  as 
imports  rose  for  the  second  con- 
secutive month.  They  advanced 
by  1.6%,  to  $43.4  billion,  and 
now  stand  9.17f  above  their  lev- 
el of  a  year  ago.  Increased  im- 
ports of  petroleum  accounted 
for  about  half  of  the  April  gain, 
but  there  was  also  an  influx  of 
manufactured  goods  such  as 
cars  and  apparel.  The  inroads 
made  by  foreign  producers  into 
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U.  S.  markets  are  one  reason  why  the  current  rebound  in 
the  factor}'  sector  remains  lackluster. 

Consumers  have  once  again  become  large  buyers  of 
foreign  goods.  In  the  year  ended  in  April,  imports  of 


consumer  goods,  excluding  cars  and  food,  soared  by  1 
At  the  same  time,  retail  activity — the  sum  of  store  s; 
and  inventory  growth — was  up  only  4.1%.  These  di^ 
gent  trends  indicate  that  consumers  have  acceleru 
their  spending  on  imports  much  faster  than  they  !, 
increased  their  buying  of  goods  overall. 

But  it  isn't  just  consumers.  U.  S.  purchases  of  forei 
made  capital  goods  are  also  picking  up,  even  as  Am 
can  exports  of  similar  goods  are  hurting.  Such  iniin 
rose  by  6.9%  over  the  past  year,  while  capital-^'-n 
exports — once  a  powerhouse  in  the  trade  sector- 
flat.  Some  of  the  increase  in  imports  reflects  the  .til- 
ing presence  of  foreign-owned  transplant  factories,  j 
the  rest  reflects  the  penetration  of  imports.  I 

The  recent  slippage  in  the 
U.  S.  dollar  on  foreign  exchange 
markets  could  help  to  reverse 
both  the  slowdown  in  exports 
and  the  pickup  in  imports.  The 
dollar's  exchange  rate,  as  mea- 
sured against  the  currencies  of 
our  15  major  industrialized  trad- 
ing partners,  has  fallen  about 
4%  from  its  recent  peak  in  mid- 
March  (chart).  The  slow  recov- 
ery of  the  American  economy. 
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plus  our  lower  short-term  interest  rates  relative  to  d 
eign  rates,  will  keep  downward  pressure  on  the  dolli 

The  dollar's  slide,  though,  hasn't  been  steep  or 
enough  to  provide  any  great  lift  for  exports.  In  orcV 
foreign  sales  to  show  more  pep,  other  economies 
have  to  strengthen  by  a  lot  more. 

That's  not  likely  to  happen  anytime  soon.  For  ^,^ 
rapid  growth  in  the  newly  industrializing  countrie 
helping.  But  until  Japan  and  Europe  can  shore  up  '  - 
economies  and  generate  faster  growth  for  U.  S.  exj- 
foreign  trade  will  continue  to  be  yet  another  thorn  in  i 
economy's  side  during  1992. 


NEW  SINGLE-FAMILY  HOME  SALES 

Monday,  June  29,  10  a.m. 
New  houses  probably  sold  at  an  annual 
rate  of  .55U,000  in  May,  forecast  the 
economists  surveyed  by  MMS  Internation- 
al, a  division  of  McGraw-Hill  Inc.  The 
May  projection  is  about  4''  above  the 
530,000  selling  rate  in  April  and  is  sug- 
gested by  the  9.8''  gain  in  single-family 
housing  starts.  Housing  activity  is  being 
buoyed  by  a  drop  it:  mortgage  rates. 

LEADING  INDICATORS  

Tuesday,  .]une  SO,  >>:.J0  a.m. 
The  government's  composite  index  of 
leading  indicators  likely  rose  by  a  strong 
O.&i  in  May,  after  advai  cing  by  0.4%  in 
both  March  and  April.  T;  -  gain  is  sug- 


gested by  lower  unemployment  claims,  a 
longer  factory  workweek,  and  higher 
stock  prices  in  May. 

NAPM  SURVEY  

Wednesday,  July  1,  10  a.m. 
The  National  Association  of  Purchasing 
Management's  index  of  industrial  activi- 
ty probably  changed  very  little  in  June, 
from  its  56.3''''^  reading  in  May,  says  the 
MM.^  report.  However,  the  May  index 
was  five  percentage  points  above  the 
April  reading. 

CONSTRUCTION  SPENDING  

Wednesday,  July  1,  10  a.m. 
Outlays  for  building  projects  likely  in- 
creased by  0.37c  in  May,  reversing  the 
0.3'  '  drop  in  April. 


EMPLOYMENT 


Thursday,  July  2,  8:30  a.m. 
The  .MMS  economists  expect  that 
farm  pavroUs  increased  by  a  he£ 
100,000  jobs  in  June,  after  a  68,000 
in  May.  Because  of  the  increased  hi 
the  .M.MS  consensus  calls  for  the  ui 
ployment  rate  to  edge  down  to  7.4 
June,  from  7.-5''  in  May. 

FACTORY  INVENTORIES  

Thursday,  July  2.  10  a.m. 
Manufacturers  probably  increased 
inventories  by  about  0.2%  in  May. 
would  be  the  first  rise  since  Septen 
1991.  The  increase  is  suggested  by 
large  0.7%  gain  in  factory  output  in 
and  the  weakness  in  shipments. 
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The  Perfect  Vehicle  For  Everyone 

Who  Wants  ANice  Cabin  In  The  Woods. 


There's  Only  One  Jeep?. 
Advantage:  Chrysler^ 


Chrysler's  Owner's  Choice  Protection  Plan  includes:  7-year/70.000-mile  powertrain  protection  or  3-year/36. 000-mile  bumper^ 
to-bumper  warranty.  Your  choice.  And  with  no  deductible.  See  limited  warranties,  restrictions,  and  details  at  dealer  Excludes 
normal  maintenance,  adjustments,  and  wear  items.  For  further  information  about  Jeep  Grand  Cherokee,  call  1-800-JEEP-EAGLE. 
Jeep  is  a  registered  trademark  of  Chrysler  Corporation.  Buckle  up  for  safety. 
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CLINTONOMICS, 
ROUND  TWO 

PACKED  WITH  COMPROMISES,  HIS  PLAN  REVEALS  A  LOT  ABOUT  THE  CANDIDATE 


Trailing  badly  in  the 
Presidential  sweep- 
stakes, Arkansas  Gov- 
ernor Bill  Clinton  had  to  do 
something  to  jump-start  his 
sputtering  campaign.  So  the 
man  with  a  thousand  })lans 
has  put  together  the  big  en- 
chilada: a  comprehensive  domestic-policy 
package  that  lays  out  in  considerable  de- 
tail how  a  President  Clinton  would  gov- 
ern America. 

The  package,  detailed  at  a  June  22 
Houston  meeting  of  mayors,  finally  gets 
Clinton  back  in  the  news — a  critical  first 
step  for  a  candidate  who  is  fast  becom- 


ing the  Third  Man  of  Presi- 
dential politics.  More  impor- 
tant, it  speaks  volumes  about 
Clinton's  economic  philosophy 
and  his  consensus-building 
style  of  governing. 

The  central  theme  of  the 
package  is  investment,  both 
in  human  capital  and  in  equipment.  Clin- 
ton says  he  would  spend  billions  to  im- 
prove the  nation's  infrastructure  and 
would  provide  tax  incentives  for  private 
investment.  He'd  cut  the  deficit  modest- 
ly, mostly  through  defense  reductions, 
management  reforms,  and  tax  hikes  on 
the  wealthy.  And  he  would  guarantee 


basic  health  coverage  to  all  Americ 
(table).  It  is,  Clinton  told  BUSINESS  Wl 
(page  28),  "the  biggest  investment  I'c 
gram  anybody  has  ever  offered  w  ]■ 
running  for  President." 
NO  MAKE-WORK.  Maybe,  maybe 
Part  of  Clinton's  program  is  tradit 
Democratic  writ.  The  candidate  \\ 
spend  billions  on  public  works,  f 
tion,  and  job  training.  Education  ; 
would  get  $60  billion  over  four  y< 
Says  Clinton  adviser  Gene  Sperling: 
deeply  believes  that  you  cannot  ci' 
growth  without  public  and  private 
vestment.  This  is  not  about  make-w 
but  you've  got  to  have  governmeni., 
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CLINTON'S  NEW  PLAN 


INFRASTRUCTURE 


Improve  roads  and  bridges.  Build  high-speed  rail  lines  and  a  nation- 
wide communications  network.  Funding  would  come  from  a  Rebuild 
America  Fund,  financed  with  $20  billion  annually  in  federal  money,  as 
well  as  state  and  local  contributions 


INVESTMENT 


Institute  a  permanent  R&D  credit,  a  $10  billion-a-year  incremental  in- 
vestment tax  credit,  and  a  50%  cut  in  capital-gains  taxes  for  small 
business  investments  held  long-term 


TRADE 


Support  trade  agreement  with  Mexico,  if  it  protects  worker  rights  and 
the  environment.  Crack  down  on  transfer-pricing  abuses— when  for- 
eign companies  artificially  boost  costs  of  U.S.  subsidiaries  to  lower 
their  taxable  profits 


TAXES 


Tax  cuts  for  families  earning  less  than  $100,000,  add  a  new  36% 
bracket  for  those  earning  more  than  $175,000.  Raise  the  alternative 
minimum  tax.  Surtax  on  millionaires 


HEALTH  CARE 


Provide  universal  health  insurance.  Drug  companies  that  don't  slow 
price  increases  would  lose  federal  tax  breaks.  Federal  limits  on  total 
cost  of  health  care 


SOCIAL  POLICY 


Offer  two  years  of  aid  to  families  with  children,  then  require  parents  to 
work.  Require  employers  to  provide  training,  family  leave 
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5tment  in  people  and  infrastructure." 
But  Clinton  also  counts  on  private  in- 
stment  to  boost  productivity  and 
Dwth.  One  of  the  package's  major 
iiponents  is  a  $10  billion-a-year  incre- 
mtal  investment  tax  credit,  targeted 
"productive"  capital  spending.  "We're 
t  going  to  create  prosperity,"  says 
'bert  Shapiro,  a  top  Clinton  economic 
viser.  "We're  going  to  give  people  the 
portunity  to  create  it  for  themselves." 
rhe  Arkansas  governor  has  backed 
ay  from  some  Democratic  icons,  in- 
iding  tax  cuts  for  Middle  America.  In 
;  primaries,  he  used  the  promise  of  a 
;  middle-class  tax  cut  to  bash  rival 
ul  Tsongas.  But  with  the  economy 
iving  from  recession  to  recovery,  Clin- 
1  has  shifted  the  focus  to  long-term 
3Wth,  rather  than  on  ways  to  slice  a 
"inking  j)ie.  He  still  has  a  tax  cut  for 
!  middle  class,  but  it's  half  the  size  of 
original  plan. 

Clinton  knows  that  to  win  the  White 
'Use,  he  must  present  a  bold  contrast 
both  George  Bush  and  independent 
ss  Perot.  But  how?  Propose  balancing 
budget?  That  means  tax  hikes  ancl 
mding  reductions  that  are  sure  to 
Jnate  millions.  Ignore  the  deficit  to 
.  taxes  or  spend  more?  That  invites 


ridicule  in  a  year  when  177'  of  voters  say 
they  favor  a  balanced-budget  constitu- 
tional amendment. 

What  he  has  come  up  with  is  a  split- 
the-difference  policy  that  tells  a  lot 
about  how  Bill  Clinton  would  run  the 
White  House.  Clinton  is  a  compromiser, 
a  guy  always  looking  for  ways  to  satisfy 
warring  constituencies.  So,  with  his  plan, 
Clinton  has  aimed  at  the  middle  ground. 
Deficit-fighting,  for  instance,  has  clearly 
lost  out  to  investment  as  the  key  ele- 
ment of  Clinton's  domestic  policy:  His 
plan  would  reduce  the  deficit  to  $140 
billion  by  1996,  only  slightly  less  than 
the  $180  billion  or  so  that  is  projected 
under  current  law 
(chart). 

To  many,  Clinton's 
compromises  mean 
the  electoral  package 
comes  up  short.  "He's 
pointed  in  the  right 
direction,  but  he's 
not  going  anywhere," 
says  William  A.  Nis- 
kanen  Jr.,  former  top 
economic  adviser  to 
President  Reagan. 
The  plan  "is  consistent 
with  the  perception 


that  Clinton  is  a  status-cjuo  candidate." 

Clinton  hasn't  exactly  set  the  business 
world  on  fire,  either.  Some  executives 
say  they  like  Clinton's  ideas  about  in- 
vestment incentives  and  infrastructure 
spending.  But  others  object  to  his  plans 
for  income  tax  hikes  and  his  willingness 
to  shift  responsibility  to  business  for 
health  care  and  other  social  needs.  Says 
Stanley  C.  Colder,  general  partner  of  the 
Chicago  venture  firm  Colder,  Thoma  & 
Cressey:  "It's  spend  more  and  give  more 
and  raise  more  taxes.  We  need  some- 
thing more  imaginative." 
'IT'S  A  SHIFT.'  And  Clinton  does  plan  to 
spend:  He  wants  to  put  an  additional 
$200  billion  over  four  years  into  boosting 
public  and  private  investment.  About  .$20 
billion  would  finance  new  roads,  commu- 
nications networks,  and  other  infrastruc- 
ture projects.  Washington's  money 
would  be  leveraged  with  state  and  local 
contributions,  as  well  as  private  invest- 
ment. That  sounds  fine  to  Democratic 
liberals,  many  of  whom  were  initially 
skeptical  of  Clinton.  Jeff  Faux,  president 
of  the  labor-backed  Economic  Policy  In- 
stitute, says:  "He  is  putting  investment 
in  the  key  position  of  his  economic  pro- 
gram. It's  a  shift  in  the  way  he  views 
economic  problems." 

Clinton  also  promises  to  cut  capital- 
gains  rates  by  .50'/  for  long-term  invest- 
ment in  small  business.  And  he  would 
make  the  research-and-development  tax 
credit  permanent.  In  addition,  he  would 
create  a  civilian  R&D  agency  to  encour- 
age critical  technologies.  The  plan,  par- 
ticularly the  $10  billion  investment  cred- 
it, gets  high  marks  from  many  econom- 
ists. "It's  not  going  to  create  miracles 
for  you,"  says  William  C.  Melton,  chief 
economist  at  IDS  Financial  Services  Inc. 
"But  it's  your  best  bet  for  improving 
productivity." 

There's  social  policy  in  the  package, 
too.  The  .Arkansas  governor  would  at- 
tempt to  sijur  bank  loans  to  inner  cities 
to  encourage  business  development.  And 
he  would  try  to  wean  families  off  wel- 
fare. Ronald  Homer,  CEO  of  the  Boston 
Bank  of  Commerce,  would  be  willing  to 
pay  higher  taxes  to  fund  such  programs. 

He  .says:  "If  the  social 
issues  of  our  cities  are 
addressed,  I'll  make 
more  money  than  an 
extra  4''^  coming  out 
of  my  [jaycheck." 

One  of  the  main  rea- 
sons Clinton  is  having 
trouble  selling  his 
package  to  business  is 
his  image:  To  many, 
he's  still  "slick  Willie"," 
who  will  say  anything 
to  get  elected.  Robert 
C.  Aul,  who  owns  a 
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medical-services  firm  in  Oai<mont,  Pa., 
calls  the  plan  '"an  act  of  desperation  by  a 
candidate  who  is  doing  what  candidates 
do  all  too  often — making  promises  he 
can't  keep/' 

Clinton  has  won  the  backing  of  some 
executives.  John  H.  Bryan,  chairman  of 
Sara  Lee  Cor]).,  says  it  is  "rather  bal- 
anced. It  seems  a  veiy  supportable 
plan."  And  Ely  R.  Callaway  Jr.,  chair- 


man of  Callaway  Golf  Co.,  says  he's  im- 
pressed with  Clinton's  infrastructure 
proposals.  "Hell,  the  whole  nation  is  fall- 
ing apart,"  he  says.  "Of  course  we 
ought  to  spend  the  money  there.  And 
we've  got  to  have  jobs." 

The  more  timely  question  is  whether 
Clinton's  blueprint  will  appeal  to  voters. 
It  has  attracted  attention,  making  it  a 
political  success  of  sorts.  And  Clinton's 


timing  may  have  given  him  a  tad 
edge  over  his  challenges,  who  i 
issued  progi-ams.  Now,  Clinton  ca 
a  befuddled  Bush  and  an  evasiv. 
for  their  own  specifics.  But  thei 
guarantee  that  this  year's  restive 
will  be  stiiTed  by  detailed  polir 
scriptions,  especially  when  the} 
only  relatively  modest  change.  "1  m 
seem  to  be  searching  for  something 


'THEY'LL  VOTE  FOR  ME  BECAUSE 
THEY  WANT  A  LEADER,  NOT  A  BOSS' 


Give  Bill  Clinton  credit  for 
trying.  Just  weeks  before  the 
Democratic  Convention,  the 
Arkansas  Govertior  has 
slimmed  down  his  chunky 
profile,  revamped  his  eco- 
nomic plan,  and  picked  a 
fight  with  Jesse  Jackson. 
Clinton  has  even  dabbled  with  some 
Perot-style  populism.  So  far,  none  of  it 
has  lifted  the  candidate's  standings  in 
the  polls.  But  in  a  June  23  interview 
with  BUSINESS  week's  Washington  Bu- 
reau Chief  Lee  Walczak  and  Economics 
Correspondent  Howard  Gleckman, 
Clinton  showed  he's  still  an  optimist. 

Q  Why  are  you  revising  your  economic 
strategy  noiv  and  backing  away  from 
the  goal  of  a  balanced  budget  by  1996? 

A  When  I  began  the  campaign,  the  pro- 
jected deficit  was  .$2-50  billion.  Now,  it's 
up  to  ^00  billion.  I've  watched  the  econo- 
my pick  up  ver\-  slowly,  if  at  all.  I  hadn't 
cut  government  as  much  as  I  wanted  to. 
and  I  needed  to  put  teeth  into  that  idea. 

Q  Critics  of  your  middle-class  taj'  cut 
always  felt  it  was  low  on  tax  relief  and 
high  on  symbolism.  With  the  recession 
over,  why  retain  this  measure? 

A  The  main  portion  of  the  middle-class 
tax  cut  for  me  in  its  present  form  is  the 
children's  tax  credit.  The  idea  is  to  pro- 
vide a  family  allowance.  We're  still  get- 
ting a  disproportionate  amount  [of  taxes] 
from  the  middle  class.  This  is  an  attempt 
to  put  some  fairness  back  in  the  system. 

Q  You  call  you  rself  a  probusiness  gov- 
ernor, -but  your  plan  .'seeks  $150  billion 
in  neiv  taxes  from  corporations  and 
upper-income  individuals.  And  it  re- 
quires business  participation  in  a  cost- 
ly health  plan.  What's  probusiyiess? 

A  We're  going  to  spend  a  lot  of  money 
to  give  business  a  better-educated  and 


-trained  work  force.  That  is 
worth  a  lot.  No.  2,  if  the  cost- 
control  program  in  my  plan 
works  as  I  believe  it  will,  we'll 
get  health  care  costs  more  in 
line  with  inflation.  We'll  free 
[that  capital]  up  to  go  back  in 
the  private  sector.  The  invest- 
ment tax  credit  is  verj-  good  for  busi- 
ness. For  all  those  reasons,  this  is  very 
much  a  probusiness  plan. 

€i  Some  economists  feel  that  your  eco- 
nomic plan  consists  mainly  of  well-in- 
tentioned tinkering.  Your  respoTise? 


old-fashioned  name,  "spendin 
will  that  do  to  interest  rates? 

A  There's  spending,  and  therf 
ing.  We're  not  spending  this  i 
consumption,  we're  spending  it 
investment  in  ways  that  will 
jobs  and  economic  growth, 
[the  Fed]  shouldn't  raise  inter 
in  the  face  of  it.  There  is  no 
believe  that  this  will  spark  a 
inflation. 

Q  You  want  to  slash  100,0a 
employees  by  attrition.  Why 
scrap  entire  outmoded  agenci 

A  Federal  agencies  need  the  k 
structuring  that  major  corporat 
undergone,  which  means  coi 
middle  management,  pushing 


A  I  don't  think  you  can  ignore  the  defi- 
cit, and  I  think  cutting  it  by  more  than 
505''  in  four  years  is  a  real  step  in  the 
right  direction.  For  people  who  say  this 
is  tinkering,  I  say  this  is  the  biggest 
investment  program  anybody's  ever  of- 
fered while  running  for  President.  It's 
more  than  Perot  and  Bush  have  of- 
fered— which  is  nothing  so  far. 

Q  You  characterize  as  "investment" 
your  plan  to  spend  SoO  billion  a  year  to 
"put  America  back  to  work. "  The  Fed- 
eral Reserve  is  likely  to  call  it  by  its 


down  to  front-line  workers,  it! 
data  processing  instead  of  p;* 
ing.  The  best  companies  do  it} 
tion,  not  by  layoffs. 

Q  When  you  headed  the  Di 
Leadership  Council,  you  en 
the  need  to  control  the  cost  ( 
ment  programs.  Why  is  there 
on  social  spending  in  your  p, 

A  I  decided  that  the  real  saving 
health  care  cost  control  and  the 
of  poverty. 
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OPINION  RESEARCH 


"We  don  Y  have  any  opinions.  We  're  Just  down  here  for  a  vaca  tion.  " 


HOW  GOOD  ARE  POLLS? 
WE  REFUSE  TO  ANSWER 


Their  usefulness  is  under  attack  as  consumers  and  voters  clam  up 


mentally  new,"  says  Gail  D.  Fosler, 
ief  economist  at  the  Conference 
)ard.  "The  contest  will  be  over  who 
n  really  evoke  that  sentiment." 
Can  Clinton  do  that  with  this  plan? 
obably  not.  But  for  a  major  party  can- 
late  who  has  barely  25?^  of  the  vote, 
5  at  least  a  step  in  the  right  direction. 
By  Howard  Gleckman  in  Washington, 
th  Eric  Sckine  in  Los  Angeles,  Russell 
tchcU  in  San  Francisco,  Lois  Therrien  in 
icago.  and  bureau  reports 


Ross  Perot's  quirky  run  for  the 
White  House  is  turning  into  a 
full-fledged  gallop.  That's  if  you 
believe  the  polls:  The  Texas  billionaire 
leads  George  Bush  36%  to  31%  in  a  re- 
cent survey  taken  by  Times  Mirror  Co. 
Bill  Clinton  is  in  third  place  with  27%. 

But  wait.  A  recent  New  York  Times/ 
CBS  News  poll  had  Bush  leading  Perot 
327'  to  307',  while  an  ABC  News  survey 
says  Perot  is  ahead  of  Bush  by  367'  to 
307.  Maybe,  as  ABC  News  polling  direc- 
tor Jeff  Alderman  puts  it,  "no  one  really 
has  any  idea  who's  ahead." 
KEEPING  MUM.  Why  all  the  confusion? 
Voter  opinions  are  more  fickle  than  usu- 
al, says  Andrew  Kohut,  director  of  sur- 
veys for  Times  Mirror.  In  such  a  climate, 
pollsters  can  get  different  results  mere- 
ly by  shuffling  their  questions.  And  it's 
not  just  political  polls:  Marketers  also 
now  are  doubting  their  research. 

Campaign  '92  has  undercut  many 
cherished  assumptions,  one  of  which  is 
the  reliability  of  public  opinion  research. 
The  polls  have  been  so  muddy  and  con- 
tradictory that  some  handicappers  may 
fee!  more  comfortable  using  the  Daily 
Racing  Form  than  the  Gallup  Poll.  No- 
body has  expected  polls  to  be  infallible 
since  they  predicted  Dewey  would  de- 


feat Truman.  But  several  trends  are  con- 
spiring to  place  voter  surveys  under  a 
fresh  cloud  of  suspicion. 

For  starters,  the  validity  of  polls  is 
being  undermined  by  the  rising  number 
of  voters  who  refuse  to  participate  in 
them.  "The  refusal  rate  is  increasing 
with  every  election  because  people  have 
been  inundated  with  polls,"  says  Frank 
I.  Luntz,  research  director  for  Perot. 
Pollsters  won't  cite  a  figure,  but  many 
agree  that  refusal  rates  are  only  slightly 
less  than  for  consumer-product  surveys. 
Walker  Research  Inc.,  an  Indianapolis 
firm,  estimates  that  367  of  those  asked 
to  respond  declined  to  answer  consumer- 
product  phone  surveys  in  1990 — a  12-per- 
centage-point  increase  over  1986. 
BEAN  COUNT.  Worse,  those  who  duck 
surveys  tend  to  be  "market  makers" — 
industry  jargon  for  the  younger,  more 
affluent  consumers  who  are  most  likely 
to  try  new  products.  Since  companies 
often  decide  whether  to  launch  products 
based  on  their  reactions,  missing  them 
adds  risk  to  an  already  chancy  process. 

One  who  passed  on  political  polls  is 
Janice  Wayne,  an  actress  in  Rye,  N.  H. 
Wayne  says  that  she  received  10  calls 
from  pollsters  in  the  three  weeks  before 
the  New  Hampshire  primary,  and  "it  got 


propose  to  raise  $4-5  billion  by  ta.c- 
S.  .subsidiar-ies  of  foreign  corpora- 
Won't  other  countries  merely  re- 
against  U.  S.  multinationals.'' 

U.  S.,  foreign  corporations'  income 
ne  up  dramatically  in  the  1980s,  and 
ixes  have  gone  down.  All  I  want  to 
•y  to  even  it  up  a  little  bit . . .  I'm  not 
d  about  retaliation.  We're  going 
on  them  than  they  are  on  us. 

s  Perot  has  been  far  less  specific 
lou.  Yet  he  seems  to  have  struck  a 
by  vowing  to  ynount  an  all-out  at- 
1  economic  stagnation,  government 
and  political  corruption.  Can  your 
of  position  papers  compete  with 
lania? 

ive  to  learn  to  describe  what  I've 
1  those  kind  of  terms.  My  plan  is  an 

on  political  corruption  and  on  eco- 
stagnation.  The  difference  is,  if  you 
e  how  I'm  going  to  attack  those 

I've  got  an  answer.  He  is  a  very 

sound-bite  politician.  And  he  is  a 
alesman — that  is  how  he  made  a  lot 

money,  selling  to  the  government. 

0  at  a  disadvantage  because  I'm  an 
official.  That  turned  out  to  be  a 

'e  [with]  people  who  are  fed  up  with 
as  usual.  Perot  says,  "I'm  a  busi- 
m,  1  have  nothing  to  do  with  this," 
isn't  so — he's  been  a  Washington 
player  for  20  years. 

've  tried  radio  talk  shows  and  TV 

1  You've  tried  satellite  toivn  hall 
gs,  infomercials,  and  800  numbers, 
're  still  in  third  place  during  the 
ratic  Convention,  put  yourself  in 
'es  of  a  typica  l  delegate.  Would  you 

Clin  ton  no m ina  t io  n  ? 

. . .  That's  like  saying,  should  [GOP] 
es  have  dumped  George  Bush  in 
hen  polls  showed  he  was  17  points 

He  had  a  sense  of  the  underlying 
3  of  the  election,  and  he  won  by 
loints.  Two-thirds  of  the  American 
know  we  need  a  change  in  leader- 

the  end,  they'll  vote  for  me  because 
ant  a  leader,  not  a  boss — somebody 
plan  and  a  proven  record.  I'm  on  the 

de  of  history. 
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to  the  point  wliere  I  felt  reliellious." 

Even  when  voters  do  cooperate,  poll- 
sters are  taking  their  answers  with  a 
grain  of  salt.  Some  argue  that  fierce 
antipolitical  sentiment  is  prompting 
many  voters  to  say  they  support  Perot 
when  they'll  probably  vote  for  Bush  or 
('linton  in  November.  "People  are  tired 
of  cornflakes,"  says  Charles  Black,  a  se- 
nior adviser  to  the  Bush-Quayle  cam- 


paign. "Naturally,  they  juni])  u|.)  and 
down  and  say  they  want  Perot." 

Some  pollsters  remain  undaunted.  Ma- 
nuel Corella,  who  runs  the  Texas  Frijole 
Poll  out  of  his  Mexican  restaurant  in 
Galveston,  Tex.,  says  he  has  called  every 
Presidential  race  correctly  since  1976. 
Corella  asks  each  patron  to  toss  a  pinto 
bean  into  a  wine  carafe  bearing  the 
name  of  his  or  her  preferred  candidate. 


At  last  count,  Perot  had  607-  of  t 
beans,  with  Bush  at  257  and  Clinton 
147'.  But  the  bean  poll  doesn't  allow  i 
undecided  voters.  "Some  of  the  custo 
ers  want  to  throw  it  into  an  undecid 
carafe,"  Corella  explains,  "but  we  a 
them  to  make  a  choice."  If  only  eve 
pollster  could  be  so  pushy. 

By  Mark  Land  lev  in  New  York,  w 
Douglas  Hurbn'clit  in  Washington 


THE  GLOBAL  ECONOMY  I 


THE  WORLD'S  WOES 
WILL  HAVE  TO  WAIT 


Munich  summit  leaders  will  be  preoccupied  with  domestic  troubles 


For  18  years,  economic  summits 
have  created  a  flurry  of  early-sum- 
mer diplomacy.  Sherpas  jet  arounrl 
the  world  to  hammer  out  agreements  for 
their  presidents  and  prime  ministers  to 
announce  with  great  fanfare.  This  year 
is  no  different,  excejjt  that  a  key  ele- 
ment is  missing:  the  deals.  When  leaders 
of  seven  major  industrial  nations  gather 
in  Munich  on  July  6-8,  they'll  find  no 
significant  pacts  addressing  the  world's 
economic  and  strategic  problems. 

The  problems  are  there,  of  course. 
The  world  economy  is  barely  growing. 
Russia  and  the  other  republics  of  the 
former  Soviet  Union  need  money  fast. 
The  bloody  splintering  of  Yugoslavia 
mocks  Europe's  post-cold-war  security 
arrangements.  And  global  trade  talks 
are  bogged  down.  But  although  the 
Group  of  Seven  nations  dominate  the 
world  as  never  before,  their  leaders  are 
preoccupied  by  political  woes  at  home. 
Perhaj)s  the  best  they  can  hope  for  is  a 
splashy  deal  on  Russian  aid  and  an 
agreement  to  keep  the  feuds  quiet. 

A  do-little  meeting  will  be  especially 
painful  for  George  Bush,  who  wants  to 
remind  voters  that  foreign-policy  savvy 
can  bring  home  domestic  bacon.  Unfor- 
tunately, last  year's  hero  of  Desert 
Storm  has  been  re{)laced  by  the  just-say- 
no  Bush  of  the  Earth  Summit  in  Rio  de 
Janeiro.  "At  this  G-7,  Bush  will  be  less  a 
leader  and  more  a  loner,"  says  Francois 
Heisbourg,  director  of  London's  Interna- 
tional Institute  for  Strategic  Studies. 
BITTER  Pill.  The  fragmentation  is  clear- 
est on  the  central  issue  of  global 
growth.  For  months.  Treasury  Secretary 
Nicholas  F.  Brady  has  hectored  German 
and  Japanese  leaders  to  boost  their  ane- 
mic economies  (chart).  Brady  even  lined 
up  a  novel  summit  of  Latin  American 
finance  ministers  on  June  24-25  to  drive 
home  his  point:  The  G-7  has  to  grow 
faster  to  help  the  world's  poor  nations. 


KOHL  HAS  HIS  HANDS  FULL  TRYING  TO  GET 
EASTERN  GERMANY'S  OUTPUT  UP  TO  SPEED 


But  neither  Germany  nor  Japan  is 
likely  to  swallow  Brady's  prescriptions. 
The  hard-line  Bundesbank  is  keeping 
short-term  rates  high — around  9.67 — to 
offset  the  inflationary  effect  of  subsi- 
dies to  the  former  East  Germany.  Ger- 
man Chancellor  Helmut  Kohl  has 
pledged  cuts  in  government  spending, 
l:)ut  they  seem  a  long  way  off. 

Japanese  Prime  Minister  Kiichi 
Miyazawa  will  be  more  agreeable — at 
least  on  the  surface.  Scheduled  to  arrive 
in  Washington  on  June  30  for  a  pre- 
summit  visit,  Miyazawa  will  promise  to 
spend  some  of  Japan's 
budget  surplus  to  boost 
its  economy  and  trim  its 
growing  trade  surplus. 
But  the  pledge  will 
more  than  likely  be 
vague,  and  the  power- 
ful Finance  Ministry 
will  fight  to  cut  the 
package  to  less  than 
half  the  $62  billion  re- 
quested by  Washington. 

Growth  is  a  matter 
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SLOW  GOIHG 
FOR  THE  BIG  THREE 


■91  '92  ■93-  91  '92  93 
U.S.      GERMANY  JAPAN 


A  PERCENT 


for  mere  bickering,  though,  compai 
with  the  likelihood  of  an  ugly  row  oi 
trade.  Two  years  after  the  G-7  lead( 
pledged  their  personal  attention  to 
ishing  the  Uruguay  Round  of  trade-lib 
alization  talks,  the  world  still  is  far  fr 
an  agreement.  The  key  logjam:  dispu 
between  the  U.  S.  and  tfie  Europe 
Community  over  farm  subsidies. 
Americans  are  hung  up  with  the  idea 
agriculture,  and  it's  absurd,"  compla 
an  adviser  to  French  President  Fran? 
Mitterranfl. 
REACTOR  RIFT.  Only  aid  to  Russia  off 
hope  of  major  progress  in  time  for 
nich.  Led  by  Bush  and  Kohl,  the 
])ledged  $18  billion  in  economic  aid  an^ 
$()  billion   ruble  stabilization  fund 
April.  The  Russians  won't  see  most 
that  until  President  Boris  Yeltsin 
the  International  Monetary  Fund  co 
to  terms  on  an  economic  reform  pi 
But  a  good-faith  effort  by  Russia, 
eluding  unification  of  its  various  ru 
rates  into  a  single  floating  rate  by  J 
1,  could  secure  it  $1  billion  in  time 
the  economic  summit. 

The  best  chance  for  a  deal,  though 
on  a  plan  to  bring  Russia's  danger 
nuclear  power  plants  under  control, 
ropeans  living  in  the  shadow  of  Cher 
byl  want  to  pay  $700  million  to  be 
shutting  the  worst  reactors,  while 
U.  S.  and  Japan  argue  for  cheaper  nr 
sures,  such  as  training  and  stricter  sj 
ty  rules.  While  the  debate  has  b 
stalled  for  weeks,  the  pressure  of 
summit  should  focus  negotiators'  mil 
Prospects  for  success  are  so  slight 
summiteers  might  well  wish  they  cc 
stay  home.  "Their  domestic  econo 
problems  have  reached  the  point  wh 
progress  at  the  summit  would  be  d 
cult,"  says  Ellen  L.  Frost,  senior  fel 
at  the  Institute  for 
ternational  Econom 
a    Washington  th 
tank.   Tending  to 
home  fires  may  lack 
glamour  of  internat 
al   summitry.  But 
mestic  issues  are  wl 
the  G-7  must  focus  n 
By  Mike  McNamei 
Washington,  with 
Ja  ret  ski  in  Paris 
liureau  reports 


■EST 


DMA  CREDIT  SUISSE 


ENVIRONMENT! 


OW  DO  YOU  CLEAN  UP 
2,000-MILE  GARBAGE 


le  U.  S.-Mexico  trade  talks  offer  little  hope  and  meager  funds 


rwo  years  ago,  firefighters  in  Jua- 
rez, Mexico,  rushed  to  deal  with  a 
truck  that  had  spilled  its  contents 
OSS  one  of  the  border  city's  roads, 
efighters  sprayed  the  spill  with  wa- 
— creating  a  hissing  cloud  of  noxious 
)or.  The  truck  had  been  carrying  sul- 
ic  acid.  No  one  was  hurt,  but  Juarez' 
ef  environmental  inspector,  Oscar 
insivais,  still  shudders  when  he  recalls 
'  incident.  "The  fire  department  is 
,dy  for  a  fire  from  1950,"  he  says, 
)t  one  with  the 
imicals  you  have 

N." 

Phe  situation  is 
eh  the  same  in 
ler  newly  industri- 
zed  cities  along 
I  2,000-mile  U.  S.- 
ixico  border, 
ere  U.  S.  industry 
;  built  2,000  plants 
■ing  the  past  20 
irs.  The  factories 
iw  rivers  of  toxic 
imicals  each  year, 
m  benzene  to  xy- 
e,  in  a  region 
re  accustomed  to 
posing  of  cattle 
ig  and  crankcase 
The  result?  Sew- 
!  and  toxic  waste 
m  Tijuana  flows 

0  California, 
jhting  beaches. 
Ks  graze  on  lead- 
;d  dumps  in  Tijua- 

raising  the  specter  of  tainted  milk. 

1  inspectors  are  still  investigating  the 
^ins  of  685  barrels  of  toxic  waste  they 
nd  dumped  near  Juarez  last  April, 
'his  environmental  danger  zone  is 
lut  to  take  center  stage  as  Mexico 
I  the  U.  S.  inch  closer  to  striking  a 
rth  American  Free  Trade  Agreement 
FTA).   With  negotiators  hammering 

the  final  points  of  the  trade  deal, 
sident  Bush  and  Mexican  President 
■los  Salinas  de  Gortari  face  a  growing 
rus  of  complaints  about  the  environ- 
ital  problems  the  pact  could  produce. 
-MAYHEM.  Last  year,  the  two  nations 
d  to  head  off  the  controversy  with  a 
1  to  boost  pollution  enforcement, 
ild  sewage  treatment  plants,  and  ex- 
!  control  over  hazardous  chemicals, 
icials  from  both  countries  hope  to  lay 

the  next  steps  of  the  cleanup,  includ- 


ing dealing  with  the  region's  dirty  air,  at 
a  summit  planned  for  June  25  and  26  in 
Santa  Fe,  N.  M. 

Yet  neither  effort  has  stemmed  the 
acrimonious  debate  over  NAFTA  and  the 
environment.  The  fight  is  waged  mostly 
by  U.  S.  labor  unions  and  environmental- 
ists from  both  countries.  They  insist  that 
eco-mayhem  along  the  border  will  only 
worsen  once  NAPTA  takes  effect.  Both 
governments  insist  that  free  trade  is  the 
only  way  to  give  Mexico  the  wherewith- 


partments  need  new  ecjuipnient.  Hazard- 
ous waste  needs  disposal  sites.  And  both 
sides  need  more  inspectors.  Even  efforts 
already  under  way  come  up  short.  Dirty 
water  along  the  border  kills  thousands 
of  infants  each  year  because  of  the  de- 
hydration that  accompanies  diarrhea 
caused  by  drinking  contaminated  water. 
To  deal  with  the  problem,  the  two  gov- 
ernments have  proposed  a  new  plant  for 
Tijuana  that  could  handle  25  million  gal- 
lons of  sewage  a  day.  But  that's  short  of 
current  demand  and  doesn't  include 
funding  to  link  the  half  of  the  city  that 
isn't  hooked  up  to  sewage  pipes. 
CHASTENED.  A  year  ago,  as  free-trade 
opponents  focused  their  environmental 
arguments,  Mexico  began  a  crackdown 
on  maquiladoras — border  manufactur- 
ing plants.  The  80  temporary  closings 
have  been  Mexico's  best  weapon  against 
pollution,  thanks  to  the  publicity  they 


CLEANING  UP  THE  CROSS-BORDER  MESS 

Mexico  has  put  $460  million  into  cleaning  up  industrial 
pollution  along  the  border.  Congress  and  the  Administration  are 
dickering  over  the  U.S.  contribution — between  $200  million  and 
$500  million.  The  problems  are  substantial: 


HAZARDOUS  WASTE 


Materials  are  transported  across  overburdened  bridges  and 
roads  and  illegally  dumped  into  clandestine  landfills 


AIR  POLLUTION 


The  region  is  subject  to  new  diagnostic  studies,  but  in  the 
meantime  auto  and  industry  emissions  are  rising 


SEWAGE 


Funding  for  new  sewage  treatment  plants  has  increased  on 
both  sides  of  the  border.  But  a  steady  stream  of  untreated 
waste  still  flows  into  the  Rio  Grande  and  Gulf  of  Mexico 


REGULATORY  SHORTFALLS 


Few  plans  have  been  developed  for  coping  with  toxic  accidents. 
And  while  Mexico  recently  doubled  its  ranks  of  environmental 
inspectors,  it  faces  a  shortage  of  qualified  inspectors 


BORDER  CESSPOOL:  MEXICO  IS  CRACKING 
DOWN  ON  PLANTS  THAT  SPEW  TOXIC  WASTE 


al  to  match  strict  U.  S.  pollution  stan- 
dards. "The  best  way  to  ensure  that 
Mexico  has  resources  for  environmental 
investments  is  through  strong  economic 
growth,"  Daniel  C.  Esty,  deputy  assis- 
tant administrator  of  the  Environmental 
Protection  Agency. 

But  even  free-trade  boosters  admit 
that  the  cross-border  cleanup  is  long  on 
press  releases  and  short  on  money.  The 
Border  Trade  Alliance,  a  business  group 
that  supports  NAFTA,  estimates  that 
some  $5.5  billion  is  needed  to  prepare 
the  border's  environment  for  free  trade 
(table).  But  the  f;PA  has  asked  Congress 
for  just  $240  million  in  1998  funding  for 
the  problem.  And  Mexico  says  it  can 
spend  just  $460  million  on  the  effort  dur- 
ing the  next  three  years. 

Given  the  monumental  size  of  the 
task,  that  money  won't  go  far.  Fire  de- 


create.  "Environmental  consciousness 
has  risen  dramatically  over  the  last  18 
months,"  says  Javier  Guerra,  president 
of  Quimica  Omega,  a  hazardous-waste 
treatment  plant  near  Mexico  City.  After 
one  of  its  border  plants  was  temporarily 
shut  down  last  year,  General  Motors 
Corp.  announced  plans  to  spend  $20  mil- 
lion on  waste-water  treatment  facilities 
at  31  of  its  maquiladoras. 

Stopping  the  region's  polluting  out- 
laws will  be  much  harder.  The  minute 
U.  S.  Customs  inspector  Pablo  Contreras 
begins  randomly  checking  southbound 
traffic  for  toxic  waste,  the  trucks  turn 
around.  Once  the  two  countries  are  on 
the  same  trade  team,  those  trucks  may 
not  have  anywhere  to  turn. 

By  Joe  Old  in  Ciudad  Juarez  and 
Stephen  Baker  in  Mexico  City,  with  S. 
Lynne  Walker  in  Tijuana 
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LEGAL  ArFAIRSI 


THE  BENCH  GIVES  BUSINESS 
A  BREAK 


The  high  court  has  mostly  favored  corporations  at  the  states'  expense 


usiness  expected  a  lot  more  in  re 
cent  years  from  the  Supreme 
Court's  conservative  majority. 
Until  the  latest  term,  the  justices  im- 
posed few  curbs  on  state  regulators  try- 
ing to  fill  the  regulatory  vacuum  left  by 
the  Reaganauts  and  Bushniks. 

Now,  and  despite  the  defeat  the  court 
handed  tobacco  interests  on  June  24 
(page  33),  business  in  general  seems  to 
be  scoring.  Throughout  the  term  set  to 
close  June  30,  the  court  has  curbed  the 
states'  reach.  In  disputes  ranging  from 
taxation  to  airline  advertising  to  gar- 
bage disposal,  "business  has  done  pretty 
well,"  says  Kenneth  S.  Geller,  a  Wash- 
ington lawyer. 

Some  court  watcher^  attribute  indus- 
try's success  to  "the  \iwk  of  the  draw, 
not  a  change  in  philosopliy,"  says  U.  S. 
Chamber  of  Commerce  General  Counsel 
Stephen  A.  Bokat.  But  the  justices  also 
seem  to  be  sending  a  message:  States 
can't  regulate  and  tax  business  c  i  will. 

While  the  court  will  engage  in  judicial 
activism  on  social  issues,  restraint  is  in 


vogue  for  business  cases.  The  rationale: 
Sticking  to  stable  ground  rules  "fosters 
investments  by  businesses  and  individ- 
uals," as  Justice  John  Paul  Stevens  not- 
ed in  rejecting  one  corporate  tax. 
READ  OUR  LIPS.  Nowhere  were  states 
more  aggressive — and  the  court  more 
sympathetic  to  business — than  on  taxes. 
The  recession  and  federal-aid  cuts  have 
forced  states  to  search  for  cash.  Often, 
they  grab  for  the  biggest  pot  around — 
corporation  coffers.  "We're  really 
scratching  for  new  money,"  says  Nicho- 
las Spaeth,  Attorney  General  of  North 
Dakota. 

That  state  drew  a  bead  on  Quill  Corp., 
a  $200  million  Lincolnshire  (111.)  mail-or- 
der company.  North  Dakota  wanted  to 
tax  Quill's  in-state  sales,  though  it  had 
no  operations  there.  The  court  said  no, 
pointing  to  a  1967  ruling  barring  states 
from  taxing  companies  that  lacked  a 
"physical  presence"  in  the  state.  Offi- 
cials in  Bismarck  had  argued  that  the 
heady  growth  of  the  mail-order  industry, 
which  now  has  $200  billion  in  annual 


sales,  made  the  prior  ruling  obsolete. 
the  states  could  collect  back  taxes,  ■ 
would  have  killed  a  lot  of  compaiii- 
says  Quill  President  Jack  Miller. 

New  Jersey  fared  no  better.  It  i  . 
tried  to  snag  a  cut  of  the  $211.5  mill  i 
profit  that  Southfield  (Mich.)-based  H  i 
dix  Corp.  made  on  its  1981  sale  of  .-  i' 
in  Asarco  Inc.,  a  metals  company  inc^ 
porated  in  New  Jersey.  No  dice,  said  l 
court.  Prior  cases  had  allowed  states 
tax  the  operating  earnings  of  out- 
state  companies  if  the  companies  I 
ties  to  the  state.  But  the  court  said  N 
Jersey  had  gone  too  far  by  taxing  pr 
its  on  a  passive  investment. 

The  court  kept  the  states  on  a  sh 
regulatory  leash,  too.  It  held  that  1 
federal  Airline  Deregulation  Act  of  \{ 
bars  Texas  from  bringing  deceptive- 
vertising  charges  against  Trans  Wo 
Airlines  Inc.  and  other  carriers.  And 
court  blocked  Illinois  from  licensing  h 
ardous-waste  workers,  saying  the  fed 
al  Occupational  Safety  &  Health  Act 
1970,  not  widely  varying  state  law,  rej 
lates  their  training. 

'LEVEL  PLAYING  FIELD.'  The  COUrt  a 
trashed  two  sUite  laws  aimed  at  keepi 
out  other  states'  garbage.  It  declai 
unconstitutional  Alabama's  sche 
charging  higher  fees  for  the  disposal 
hazardous  waste  from  beyond  its  b 
ders  than  from  within.  Michigan  tried 
bar  out-of-state  garbage  altogeth 
Both  rulings  clear  the  way  for  wa 
haulers  to  choose  the  best  sites  for  ( 
posal  plants.  "It's  easier  for  mana 
ment  to  make  good  capitiil  investmei 
if  they  can  expect  a  level  playing  fiel 
says  John  T.  Van  Gessel,  senior  coun 
for  Oakbrook  (Ill.)-based  Chemi 
Waste  Management  Inc. 

Still,  the  court  gave  business  a  bru 
or  two.  In  a  boost  to  traditional  noti( 
of  antitrust  enforcement,  the  justii 
said  Eastman  Kodak  Co.  had  to  st£ 
trial  on  charges  it  attempted  to  mono 
lize  the  servicing  and  sale  of  parts 
its  copying  and  micrographic  equipme 

And  the  court  said  the  Federal  Tr; 
Commission  could  bring  a  price-fix 
action  against  title  insurers.  The  ins 
ers  had  claimed  they  were  beyond 
FTC's  reach  because  they  had  filed  th 
rates  with  the  states,  and  state  appro 
can  provide  immunity  from  federal  a 
trust  law.  But  the  court  found  the  sta 
weren't  vigilant  enough  regulators 
the  insurers  to  escape  federal  scrutii 

If  the  states  want  to  toss  lariats 
business,  the  court  suggested  a  w 
Get  lawmakers  to  change  the  rules.  1 
Congress  isn't  likely  to  put  the  states 
the  top  of  its  agenda.  And  now.  busin 
can  rest  assured  that  the  high  court  ii 
no  rush  to  change  the  rules. 

By  Catherine  Yang  in  Washing 
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>DUCT  LIABILITY  I 


HIS  DECISION  MAY  BE  HAZARDOUS 
0  TOBACCO'S  HEALTH 


le  high  court  leaves  the  industry  open  to  suits  charging  concealment 


>ERAL  JUDGE  SAROKIN  CALLS  THE  TOBACCO  INDUSTRY  THE  "KING  OF  . . .  DISINFORMATION' 


Hours  after  the  U.  S.  Sujjrenie 
Court  issued  a  complicated  ruling 
on  June  24  in  a  long-awaited  cig- 
^ta'-liability  case,  tobacco  companies 
;re  claiming  a  big  victory.  But  when 
;  smoke  finally  clears,  cigarette  mak- 
i  may  find  that  the  decision  in  the 
pollone  vs.  Liggett  Group  Inc.  case 
,ves  them  far  more  vulnerable  to  anti- 
loking  activists. 

\.t  first  glance,  the  7-2  vote  does  ap- 
ir  to  favor  tobacco  companies.  The 
irt  ruled  that  warning  labels  exempt 
;in  from  liability  in  cases  where  smok- 
;  charge  they  were  not  adequately 
rned  of  the  risks  of  smoking  after 
)9,  four  years  after  labels  were  re- 
ired.  In  addition,  the  court  said  plain- 
's can't  base  their  suits  on  advertising 
promotions  published  after  1969. 
EN  DOOR.  But  the  justices  left  an  im- 
'tant  door  wide  open:  Lawsuits  may 
)ceed  in  cases  that  allege  tobacco  com- 
lies  misrepresented  or 
.udulently  withheld  in- 
■mation  concerning 
oking  and  health, 
here's  ample  informa- 
1  that  tobacco  compa- 
s  misrepresented  them- 
ves,"  says  John  F. 
nzhaf  III,  e.xecutive  di- 
tor  of  Action  on  Smok- 
'  &  Health,  a  Washing- 
i-based  antismoking 
janization. 


Not  surprisingly,  tobacco  companies 
hotly  deny  the  misrepresentation 
charges.  They  point  out  that  they  have 
never  settled  or  lost  a  suit  based  on  such 
claims.  Says  James  V.  Kearney,  outside 
counsel  for  Liggett  Group  Inc.  on  the 
Cipollone  case:  "In  the  past,  juries  have 
consistently  recognized  that  the  public  is 
not  uninformed  about  the  health  risk  of 
smoking." 

Before  the  Cipollone  case  reached  the 
high  court,  a  federal  jury  in  New  Jersey 
had  found  that  Rose  Cipollone,  a  smoker 
for  40  years  who  sued  three  tobacco 
companies  after  a  cancerous  lung  was 
removed,  was  80'/  responsible  for  her 
illness.  But  the  jury  did  award  $400,000 
in  damages  for  the  18  years  she  smoked 
before  warning  labels  were  mandated. 
After  Rose  Cipollone  died  in  1984,  her 
son,  Thomas,  appealed  to  the  Supreme 
Court.  In  the  end,  the  high  court  gave 
the  Cipollone  family  the  option  of  retry- 


TOBACCO'S  OTHER  LEGAL  HEADACHES 

SMOKERS'  SUITS  Some  50  other  liability  suits  may  get  a  boost  from  the 
Cipollone  ruling.  In  one  case,  a  federal  judge  ordered  the  industry  to  re- 
lease 1,500  documents  because  prima  facie  evidence  existed  that  the  in 
dustry  engaged  in  a  pattern  of  fraud.  Defendants  are  appealing 
FEDERAL  PROBE  The  U.S.  Attorney's  office  in  Brooklyn  is  investigating 
the  tobacco  companies  for  mail  and  w^ire  fraud 


CIVIL  FRAUD  USE  A  suit  brought  in  California  claims  the  industry  hid  the 
dangers  of  smoking  from  the  public.  The  suit  wants  defendants  to  air  cor- 
rective ads  and  repay  the  state  all  fraudulently  obtained  money 


iiig  the  suit  by  alleging  fraud  and  mis- 
representation. An  attorney  for  the  fam- 
ily says  it  hasn't  decided  its  next  move. 

Tobacco-company  stock  prices  plunged 
on  the  news  of  the  court  ruling.  But 
after  most  Wall  Street  analysts  rushed 
out  strong  buy  recommendations,  prices 
steadied.  At  the  end  of  trading  on  June 
24,  Philip  Morris  closed  slightly  higher, 
while  R-JK  Nabisco  fell  just  a  hair. 
'CONCEALMENT.'  The  market's  relief  may 
be  short-lived.  Antismoking  groups  and 
plaintiff's  lawyers  continue  to  uncover 
damaging  information  on  tobacco  com- 
panies. In  a  suit  that  may  have  far 
greater  impact  than  Cipollone,  a  federal 
judge  in  New  York  City  ruled  in  Febru- 
ary that  tobacco  companies  must  hand 
over  1,500  pages  of  evidence  concerning 
the  Council  for  Tobacco  Research,  an 
industry  trade  group  formed  in  1954  to 
study  the  health  risks  of  smoking. 

Plaintiff  Susan  Haines,  whose  father 
died  of  lung  cancer,  is  alleging  that  ciga- 
rette makers  and  the  council  withheld 
important  research  that  showed  the  dan- 
gers of  smoking.  Worse,  the  industry's 
claim  that  it  was  sponsoring  independent 
research  was  a  fraud,  the  suit  alleges — 
and  the  judge  agreed.  "The  tobacco  in- 
dustry may  be  the  king  of  concealment 
and  disinformation,"  wrote  federal  Dis- 
trict Judge  H.  Lee  Sarokin  in  his  ruling. 
Defendants  in  the  case  are  appealing. 
The  Haines  case  also  has  caught  the  eye 
of  federal  prosecutors,  who  are  conduct- 
ing a  criminal  probe  of  tobacco  compa- 
nies and  the  research  council. 

On  a  separate  front,  tobacco  compa- 
nies are  feeling  the  heat  as  the  second- 
hand-smoke controversy  intensifies.  In 
late  June,  the  U.  S.  Environmental  Pro- 
tection Agency  issued  a  draft  report  that 
reinforces  earlier  findings  that  environ- 
mental smoke  is  a  known  human  carcin- 
ogen and  is  particularly  dangerous  to 
children.  Antismoking  lawyers  predict 
that  second-hand-smoke  liability  cases 
will  proliferate  if  lawyers  uncover  evi- 
dence that  cigarette  makers  knew  about 
and  concealed  the  dangers. 

Finally,  tobacco  companies  may  face 
more  government  scrutiny.  Committees 
in  both  the  House  and  Senate  are  consid- 
ering legislation  that  would  for  the  first 
time  subject  cigarette  makers  to  Food  & 
Drug  Administration  scrutiny  on  health 
and  safety  issues.  "The  Su- 
preme Court  case  will  start 
knocking  down  some  walls 
in  the  tobacco  industry  for- 
tress," says  Scott  Ballin,  a 
vice-president  of  the  Amer- 
ican Heart  Assn.  If  he's 
right,  tobacco  companies 
will  be  fighting  a  lot  more 
than  the  Cipollone  case. 

By  Walvcia  Konrad  in 
Atlanta,  with  Catherine 
Vang  in  Washington 
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PowerPoint  3.0.  Becaus 
deserves  a  great  pre 


It's  been  said  that  the  most  val- 
uable currency  in  the  '90s  will  be 


With  our  unujiic  Sliape  Idol,  you  >  fu  an  artist  to  easily  create  terrific  diagrams  that 
result  in  eye  catching,  professional  i  r  'i  rheads,  35mm  slides  or  on-screen  presentations. 


ideas.  But  having  an  idea  and  com 
municating  an  idea  are  two  entire 
ly  different  things.  Which  brings  u 
to  our  point.  Or  rather,  PowerPoin 
How  do  you  turn  your  ideas,  the 
points  that  you  want  to  make,  intc 
powerflil,  convincing  presentatiom' 
Consider  Microsoft  PowerPoir 
presentation  graphics  program  fc 
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eat  idea 
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Vmdowsr  It  will,  most  immediate- 
^,  help  you  get  your  ideas  down, 
nd  then  help  you  organize  exactly 
^hat  it  is  you  want  to  say  Secondly, 
:  will  assist  you  in  making  sure  all 
f  your  presentation  materials  not 
•nly  look  great,  but  make  a  very 
trong  business  impression  as  well. 
Let's  begin  with  ideas.  First 


you  want  to  get  them  down.With 
PowerPoint,  you  can  work  out  your 
entire  presentation  in  Outline  View. 
Or  you  can  develop  your  thoughts 
right  on  your  slides.  The  next  step 
is  to  graphically  express  those  ideas. 
With  PowerPoint,  your  choices  are 
astounding.  Over  150  templates 
you  can  easily  apply  at  any  time  to 
give  your  presentation  a  profes- 
sional look.  A  ShapeTbol  that  lets 
you  easily  create  diagrams  from  a 
palette  of  commonly  used  shapes. 
Plus  84  styles  of  graphs,  including 
3-D  graphs  that  rotate.  And  with 
the  Slide  Master  feature,  you  can 
easily  make  last-minute  changes  to 
your  mas- 
ter slide 
(like  add- 
ing a  logo, 
for  exam- 
ple), and  all 

y U Ul   (J LllCl  Imidiu  ty  lor II,,'  W,>i,h,vs  „f„;, 

slides  will  automatically  change.  So 
only  one  change  is  necessary. 

Now  everything  is  in  place.  Ev- 
erything makes  sense.  Everything 
looks  terrific.  So  go  ahead.  Feel  confi- 
dent about  your  presentation.  After 
all,  now  it's  as  great  as  your  ideas. 

If  you'd  like  to  hear  more  about 
the  PowerPoint  program,  including 
our  90-day  money-back  guarantee, 
call  (800)  541-1261,  Dept.  A24.0r 
visit  your  nearest  Microsoft  reseller. 
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Commentary/ by  Judith  H.  Dobrzynski 

A  SWEEPING  PRESCRIPTION 
FOR  CORPORATE  MYOPIA 


As  a  member  of  a  panel  advising  aca- 
demic researchers  on  U.  S.  competitive- 
7iess,  Senior  Editor  Dobi'zynski  had  an 
unusual  vantage  point  for  viewing  the 
issue.  Her  report: 

A couple  of  years  back,  two  dozen 
of  the  country's  best  business 
professors  set  out  to  answer  a 
question  that  has  bedeviled  Corporate 
America  for  years:  Why  are  U.  S.  manag- 
ers so  shortsighted?  Under  the  auspices 
of  Harvard  business  school  and  the 
Council  on  Competitiveness,  a  private 
group  of  chief  executives,  the  experts 
sought  solutions  to  a  problem  that's  so 
often  blamed  for  declining  U.  S.  competi- 
tiveness. 

A  funny  thing  happened  along  the 
way.  Harvard's  Michael  E.  Porter,  the 
project  director,  discovered  that  policy- 
makers, managers,  and  investors  all  have 
been  fixated  on  the  wrong  question. 
Management  myopia  per  se  isn't  the 
cause  of  the  decline.  Nor  is  its  offshoot, 
underinvestment.  U.  S.  corporations  in- 
vest too  much  in  some  areas — acquisi- 
tions, to  name  one.  Porter  says  the  other 
oft-cited  culprits — high  capital  costs,  im- 
patient Wall  Streeters,  cantankerous 
shareholders,  greedy  managers,  wrong- 
headed  compensation  plans,  supine 
boards  of  directors — are  all  just  symp- 
toms, too. 

The  real  blame,  he  now  be- 
lieves, goes  to  the  way  Amer- 
ica's financial  system  allo- 
cates capital.  It  misdirects 
funds  both  among  and  within 
companies.  Externally,  the 
system  shortchanges  compa- 
nies that  can  deploy  capital 
most  productively.  Internally, 
it  steers  funds  to  wasteful 
projects  instead  of  toward  re- 
search, training,  and  other 
initiatives  that  would  boost  a 
company's  long-term  pros- 
pects. In  short,  Porter  found, 
"the  mou'^y  doesn't  go  to  the 
right  comiiiMiies  for  the  right 
investment^■.  ' 

Porter's  K  j  i '-t,  which  syn- 
thesizes the  •  ■  ■arch  of  25 
academics,  she  ■!  reset  the 
agenda  for  retV  i  Deficien- 
cies in  Americ;  financial 
system,  he  shows    -  c  largely 


the  unintended  consequences  of  policy 
decisions  affecting  patterns  of  corporate 
ownership,  suock  valuation,  and  capital 
budgeting.  ^They  can  be  fixed  without 
sacrificing  the  financial  system's  impres- 
sive efficiency  and  dynamism.  What's 
more,  the  report  should  stop  action  on 
the  old  half-solutions  that  betray  a  mis- 
understanding of  the  problem.  Taxing 
stock  transactions  or  abolishing  quarter- 
ly financial  reports,  for  example,  would 
do  more  harm  than  good. 
TRANSIENTS.  To  understand  why  the  na- 
tion's competitiveness  is  sliding,  Porter 
looked  at  investment  patterns.  Sure 
enough,  American  companies  invest  less 
than  foreign  rivals  in  research,  training, 
supplier  relations,  and  other  intangibles, 
thanks  partly  to  Wall  Street  pressures 
and  to  the  vagaries  of  macroeconomic 
policy.  But  there  are  some  telling  para- 
doxes. Some  industries  seem  able  to  in- 
vest for  the  long  term  without  being  pe- 
nalized by  the  market — pharmaceuticals, 
for  instance.  And  the  U.  S.  often  shines 
in  high-risk  startup  industries  that  re- 
quire huge  up-front  investment,  such  as 
biotechnology.  Here's  another  puzzler: 
Why  do  executives  readily  invest  hefty 
sums  in  acquisitions,  even  though  most 
never  pay  off? 

Porter  figured  something  had  to  be 
amiss  in  the  way  capital  is  allocated.  Un- 
like rivals  in  Japan  and  Germany,  which 


PORTER:  MONEY  ISN'T  GETTING  TO  "Tl^  I 
COMPANIES  FOR  THE  RIGHT  INVESTMEir 


PORTER'S  KEY  RECOMMENDATiONS 

GOVERNMENT  SHOULD: 

►  Allow  institutions  to  hold  equity  and  debt,  as  well  as  big  stakes 

►  Modify  rules  so  that  earnings  reports  reflect  true  performance 

►  Expand  public  disclosure,  remove  restrictions  on  board  membership 

►  Provide  stable  macroeconomic  policy 

CORPORATIONS  SHOULD: 


Seek  long-term  investors  and  give  them  a  voice  in  governance 
Avoid  antitakeover  devices  that  insulate  management 
Name  shareholders,  suppliers,  and  other  outsiders  as  directors 
Link  incentive  compensation  to  competitive  position 
Avoid  unrelated  diversification 

Better  evaluate  investment  in  intangibles,  such  as  training 


INVESTORS  SHOULD: 

►  Take  larger  and  longer-term  stakes  in  fewer  companies 

►  Learn  more  about  holdings 

►  Seek  active,  constructive  discussions  with  management 

►  Push  for  changes  in  corporate  policies,  such  as  accounting  rules 


boast  permanent,  well-informed,! 
volved  investors,  U.  S.  companic 
get  equity  capital  from  a  transH: 
of  institutional  owners.  They  hoi 
stakes  in  hundreds  or  thousands! 
panies,  thanks  to  policies  encoui  ; 
versification  of  risk.  Because  of  , 
straints,  their  investment  infoni.i 
filtered  through  Wall  Street.  Tin 
influence   management.   To  a|< 
shareholders,  nianagers  set  ,. 
terms  of  return  on  investment  ;i 
price.  Incentive  compensation  ]m 
pecially  stock  options,  further  ; 
financial  goals. 

NUMBERS  GAME.  Inside  corpor; 
similar  process  takes  place.  A 
nies  grow  larger, 
ment  increasingly  il 
izes  operations.  Lad 
and-bolts  informai 
executives — especiali 
versified  companies- 1 
the  business  via  i 
playing  a  numbers  g; 
line  managers.  An 
they  select  projects! 
vestment,  they  base 
on  projected  returns 
er  financial  criteria. 

These  ways  of 
capital  both  within  (•< 
and  outside  them 
one  another.  The  boi 
Less  overall  invest  n 
spending  on  what 
easily  measured,  les 
for  long-term  proj< 
process  favors  wha! 
valued,  such  as  ac(| 
And  it  encourages  ii 
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meiit  in  mature  businesses  that  face 
shed  prospects,  because  they  too  are 

understood  and  more  easily  valued, 
mies  that  want  to  head  into  new  terri- 
lust  explain  the  venture  in  detail  to 
lolders.  But  normally,  there's  no  good 
or  management  to  communicate  its 
)  investors.  The  exceptions:  emerging 
ries  and,  say,  turnaround  situations, 

investors  know  current  earnings  will 
I  for  some  time  but  are  willing  to  take 
r  on  the  future. 

i  INVESTORS.  How  can  all  this  be 
Refreshingly,  Porter  doesn't  advo- 
nimicking  the  Japanese  or  German 
IS — which  offer  less  flexibility  to 
■aw  capital  when  a  company  is  on  the 
track  and  little  regard  for  small 
lolders,  to  name  two  drawbacks.  In- 
Porter  proposes  a  panoply  of  initia- 
by  government,  corporations,  and 
lolders  that,  taken  together,  would 
•age  management  to  make  the  invest- 
that  maximize  the  long-term  value  of 
ations  (table). 

•lly,  U.  S.  companies  would  operate  in 
lie  macroeconomic  environment  that 
i  access  to  a  larger  pool  of  savings 
restment.  A  better-informed,  broader 
of  shareholders  would  hold  larger 

and  take  a  more  active,  constructive 
n  advising  companies.  Executives 

know  more  about  the  businesses 
nanage  and  would  base  investment 
ns  not  on  numbers  alone,  but  also  on 
itive  measures.  Managers  and  own- 
ould  work  toward  the  same  goals, 
lOth  recognizing  that  parallel  invest- 
in  "softer"  items,  such  as  employee 
ig  and  supplier  relationships,  en- 
I  the  potential  gain  from  spending  on 
ssets. 

)ian?  Probably.  Porter  is  unlikely  to 
i  sweeping  response  he's  demanding, 
arters,  getting  from  here  to  there 
;  leadership  that  the  government 
few  signs  of  providing.  And  it  re- 
both  management  and  institutional 
olders  to  yield  some  independence. 
Porter:  "Institutions  should  not  ex- 
I  gain  greater  influence  over  manage- 
A'ithout  giving  up  some  of  their  cur- 
•ading  flexibility,  for  example,  while 
ement  should  not  expect  informed 
mmitted  owners  without  giving  them 
voice  in  decisions."  The  temptation 
th  will  be  to  seek  sacrifice  by  the 
out  cede  little  themselves, 
report  deserves  better.  By  redefin- 
i  issue  that  will  nag  at  Corporate 
i&  until  something  is  done,  it  merits 
or,  at  bare  minimum,  debate  on  a 
plane.  The  process  begins  on  June 
len  Porter  was  set  to  testify  before 
nate  Banking  Committee.  The  U.  S. 
thing  to  lose,  and  everything  to  gain. 


THE  SEC'S  CEO-PAY  PLAN: 
NO  PANACEA 


Studies  suggest  linking  pay  to  performance  actually  hurts  performance 


I 


C  H  f  executive  pay  is  going  north  while 
performance  is  going  south,"  says 
Richard  Koppes,  a  California  state 
pension-fund  executive,  "something  is 
wrong."  By  that  standard,  something  is 
deeply  wrong  in  many  corners  of  U.  S. 
business:  Executive  pay  keeps  spiraling 
into  the  stratosphere  even  at  poorly  per- 
forming companies. 

The  Securities  &  Exchange  Commis- 
sion thinks  it  has  a  remedy.  On  June  23, 
the  commission  proposed  new  proxy 
rules  that  would 
force  companies  to 
provide  shareholders 
with  clearer  details 
about  how  execu- 
tives are  paid  and 
how  that  pay  relates 
to  the  company's 
stock  performance. 
The  SEC  reforms 
"could  force  a  dra- 
matic change  in  how 
boards  set  executive 
pay,"  says  Ralph  V. 
Whitworth,  president 
of  United  Sharehold- 
ers Assn. 

But  before  share- 
holders celebrate  a 
victory,  they  may 
want  to  think  about 
the  possible  unin- 
tended consequences 
of  linking  executive 
compensation  to 
stock  price.  Some  ex- 
perts who  have  stud- 
ied companies  that  tether  pay  closely  to 
performance  have  isolated  some  worry- 
ing trends  (table). 

BAD  OPTIONS?  Consider  a  study  by 
three  professors  at  schools  in  Nebraska. 
It  looked  at  324  companies  that  adopted 
stock-option  plans  for  executives  in  1978. 
Over  the  following  five  years,  the  man- 
agers trimmed  spending  on  research  and 
development  by  lO'A,  sometimes  in  favor 
of  risky  new  ventures.  Shareholders 
"suffered  more  risk,  but  didn't  get  a 
better  return,"  says  Richard  DeFusco,  a 
University  of  Nebraska  finance  profes- 
sor. He  and  his  colleagues  discovered 
that  the  average  return  on  assets 
dropped  from  12.457(  to  below  97".  And 
profits  fell  from  1027  of  the  average  of 
similar  companies  to  927. 

Research  by  Richard  G.  Sloan,  an  as- 
sistant accounting  professor  at  the  Uni- 


A  ClOSER  LOOK 
AT  EXECUTIVE  PAY 

Academic  studies  suggest  a  higher 
stock  price  doesn 't  always  mean  a 
better  company.  IHere's  why: 
RESEARCH  DECLINES  One  quick 
way  to  boost  a  company's  stock 
price  is  to  cut  R&D  spending.  But  cor- 
porate performance  suffers  from  a 
lack  of  new  products 
ROA  DROPS  When  companies  link 
pay  to  stock  performance,  return  on 
assets  declines,  bothi  in  absolute 
terms  and  whien  compared  with  simi- 
lar companies 

THE  CEO  TINKERS  Since  the  chief's 
retirement  pay  often  is  pegged  to  his 
or  her  earnings  in  the  last  years  on 
the  job,  some  will  go  to  great  lengths 
to  produce  big  profits  just  before 
retiring 


versify  of  Pennsylvania's  Wharton 
School,  makes  a  telling  point.  Sloan  stud- 
ied 58  drug,  chemical,  and  technology 
companies  that  tied  pay  to  performance. 
He  found  that  in  the  five  years  before 
CEOs  retired,  companies  cut  back  on  R&D 
and  advertising.  Sloan's  inference:  The 
CEOs  were  trying  to  boost  their  earn- 
ings, bonuses,  and  retirement  pay. 

It's  hard  to  argue  with  higher  earn- 
ings and  stock  prices,  but  Meredith 
Corp.  Chairman  Robert  A.  Burnett,  who 
was  at  the  center  of 
a  pay  flap  as  head  of 
llT  Corp.'s  compen- 
sation committee,  is 
wary.  Linking  pay 
more  closely  to  stock 
price,  he  warns,  "is 
just  giving  an  invita- 
tion to  management 
to  manipulate  fig- 
ures and  actions." 
DRIFT.  Take  Ralston 
Purina  Co.  In  1986, 
directors  of  the  St. 
Louis-based  consum- 
er-goods maker 
agreed  to  award 
management  nearly 
half  a  million  shares 
if  the  stock  closed 
above  100  for  10 
straight  days.  What 
did  Ralston  execu- 
tives do?  Manage- 
ment used  borrowed 
funds  and  much  of 
the  company's  free 
cash  flow  to  buy  back  nearly  one-third 
of  Ralston's  shares.  Ralston's  stock 
price,  adjusted  for  a  two-for-one  split, 
doubled,  to  II6V2. 

That  was  fine  for  executives — and 
shareholders — in  the  short  run.  But 
since  January,  Ralston's  stock  has  drift- 
ed down  to  a  split-adjusted  91.  Analysts 
fault  the  company  for  excessive  finan- 
cial engineering  and  a  lack  of  attention 
to  core  businesses.  A  Ralston  spokes- 
man says  the  pay  plan  and  manage- 
ment's later  actions  "have  been  benefi- 
cial to  shareholders." 

The  SEC  reforms  are  welcome — they 
could  even  slash  some  megasalaries.  But 
it's  not  at  all  certain  that  corporate  per- 
formance will  grow.  For  shareholders, 
the  price  of  a  well-run  company  will  still 
be  eternal  vigilance. 

By  Dean  Foust  in  Washington 
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THE  GOOD  WORD:  FROM  '95  ON,  THE  $400  MILLION  FACTORY  WILL  MAKE  30,000  CARS  A  YEAR 


THE  BEEMER  SPOTLIGHT 
FALLS  ON  SPARTANBURG,  USA 


BMW  decides  the  math  of  building  its  first  U.S.  plant  finally  adds  up 


Since  their  heyday  in  the  mid-19<S0.s, 
(iermany's  luxury  carmakers  have 
suffered  a  few  crumpled  fenders 
in  the  U.  S.  First,  the  strong  German 
mark  sent  their  sticker  prices  into  or- 
bit— and  their  sales  plunging.  Next,  up- 
start Japanese  models  such  as  Toyota 
Motor  Corp.'s  Lexus  and  Nissan  Motor 
Corp.'s  Infiniti  started  grabbing  sales 
(chart).  Finally,  Uncle  Sam  added  insult 
to  injury  by  hitting  up  the  Germans'  cus- 
tomers for  857'  of  the  $220  million  col- 
lected last  year  from  a  new  luxury  tax. 

With  a  situation  like  that,  it's  no  sur- 
prise that  Eberharfl  von  Kuenheim, 
BMW's  soft-sjjoken,  aristocratic  chief  ex- 
ecutive, is  taking  stiff  measures.  On 
•June  2:5,  BMW  announced  that  it  will 
build  its  first  major  plant  outside  Germa- 
ny— in  Spartanburg,  S.  C.  From  1995  on- 
ward, the  $400  million  factory  will  make 
:iO,000  BMWs  a  year,  rising  to  70,000  by 
the  year  2000 — more  than  B.MW  has  sold 
in  the  U.  S.  in  any  year  since  1988.  More- 
over, it  will  be  the  sole  plant  producing  a 
new  model  based  on  the  company's  hot- 
selling  3-Series  compacts.  Kuenheim 
says  his  aim  is  "to  maintain,  secure,  and 
build  up"  B.MW's  position  in  the  U.  S.  lux- 
ury-car market,  the  world's  biggest. 
WAGE  GAP.  Maybe,  but  even  Bernd  Pis- 
chetsrieder,  BMW's  manufacturing  direc- 
tor, concedes  that  it's  "a  risky  decision." 
For  one  reason,  the  United  Auto  Work- 
ers union  says  it  will  go  all  out  to  orga- 
nize the  plant.  Moreover,  BMW  will  be 
putting  its  reputation  for  sterling  quali- 
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ty  in  the  hands  of  the  2,000  young  Amer- 
ican workers  it  plans  to  hire.  The  last 
time  a  German  auto  maker  tried  state- 
side production,  it  was  a  disaster.  After 
Volkswagen  took  over  a  plant  at  West- 
moreland, Pa.,  the  Rabbits  it  produced 
there  were  plagued  by  quality  screwups. 
VW  closed  the  plant  a  decade  later,  in 
1987,  after  piling  up  $1.5  billion  in  losses 
and  tons  of  ill  will. 

Kuenheim  and  corporate  planning  di- 
rector Helnuit  Panke,  though,  say  that 
this  time  the  arithmetic  of  U.  S.  produc- 
tion is  running  in  the  Germans'  favor. 
Assuming  the  UAW  fails  to  organize 
Spartanburg,  they  figure  that  initial  la- 
bor costs  there  will  be  at  least  one-third 
lower  than  the  $28  an  hour,  including 
fringe  benefits,  that  BMW  pays  at  home. 
All  told,  savings  from  lower  wages  plus 
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A  THOUSANDS 
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production  efficiencies  could  save  B^V 
$2,000  to  $3,000  a  car,  says  James  i. 
Harbour,  a  Troy  (Mich.)  consultaijL 
That's  quite  a  competitive  jump,  consl 
ering  that  the  cars  involved  start  i 
around  $22,000.  f 

There  are  plenty  of  other  savings,  t(it 
Shipping  costs  will  drop  by  up  to  $2,£| 
for  each  car  made  and  sold  in  the  U.  'i, 
the  company  says.  BMW  also  is  reaping! 
cumulative  $135  million  bonanza  in  \o^. 
and  state  tax  breaks  and  subsidies  if' 
investing  in  the  plant.  And  for  gof 
measure.  South  Carolina  will  extend 
Greenville-Spartanburg  airport's  fn 
trade-zone  status  to  the  900-acre  pi: 
site,  meaning  BMW  won't  have  to 
duties  on  parts  imported  from  Germa 
or  elsewhere. 
SNAFU  AVOIDANCE.  BMW  isn't  taking  af- 
chances  on  sacrificing  quality,  either.  % 
deed,  it's  so  confident  that  the  n 
plant's  cars  will  be  top-notch  that 
plans  to  export  at  least  half  of  them 
Japan  and  Europe.  To  avoid  embarra; 
ing  snafus,  the  cars  will  at  first  be 
sembled  mainly  from  German  parts.  Aj 
as  BMW  begins  to  buy  more  stuff  local] 
it  will  rely  heavily  on  the  U.  S.  units 
trusted  German  suppliers  such  as  R(| 
ert  Bosch,  which  makes  brakes  and  o 
er  parts.  Even  when  the  U.  S.  cont( 
builds  up  to  50?;  to  707^  by  the 
1990s,  key  components  such  as  engir 
and  axles  will  still  come  from  Germai 

Kuenheim's  timing  could  turn  out 
be  impeccable.  America's  graying  bal 
boomers  are  reaching  middle  age,  m; 
ing  them  prime  buyers  of  upscale  aut 
Susan  Jacobs,  j)resident  of  Little  Faj 
(N.  J.)  market  researcher  Jacobs  Au 
motive  Inc.,  predicts  that  sales  of  luxu 
autos  will  jump  207,  from  1.25  millij 
this  year  to  1.5  million  in  1995,  wh| 
BMW's  plant  is  up  and  running, 
course,  BMW's  rivals  also  have  notic 
the  demographic  trend.  Mazda  Mol 
Corp.  plans  a  new  luxury  line,  Am: 
for  1994.  And  other  Japanese  riva 
such  as  Honda  Motor  Corp.'s  Aci 
Div.,  may  start  building  luxury  mod 
in  the  U.  S.  if  sales  warrant. 

If  any  foreign  carmaker  can  makei 
success  of  U.  S.  production,  though,  ip 
probably  BMW.  In  just  a  couple  of  yea| 
the  company  has  reoriented  its  line 
toward  lower-priced  models  and  stav 
off  most  of  the  problems  that  loom 
when  Reagan-era  consumption  warn 
Indeed,  BMW's  U.  S.  sales  are  expect 
to  jump  247'  this  year,  to  66,000  uniti 

BMW  won't  know  whether  its  gaml 
has  paid  off  until  well  after  the  fi 
models  roll  off  the  line.  But  given  t 
route  BMW  has  mapped,  the  Caroli 
Beemers  seem  to  be  a  fair  bet. 

Hi/  John  Tern  pieman  in  Munich,  w 
David  Woodrnff  in  Detroit 


For  Every  You, 
There'^s  a  Fujitsu. 


Cellular  technology. 
When  you  feel  like 
showing  off,  it's  the 
perfect  status  symbol. 
When  you're  chasing  a 
new  client,  it's  the 
ultimate  necessity.  And 
no  portable  cellular 
phone  makes  staying  in 
touch  as  convenient  as 
the  Pocket  Commander 
Stylus™  from  Fujitsu. 
With  available 
accessories  such  as 
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Fujfrsu 


a  hands-free  car  kit, 
3-watt  power  booster. 
Pocket  Data  Interface, 
rapid  charger  and 
the  innovative  Power 
Pack  Plus  alkaline 
battery  pack,  you 
can  always  be  on 
call.  For  the  pocket 
cellular  phone  that's 
sure  to  breed  success, 
look  to  Fujitsu. 
For  every  you, 
there's  a  Fujitsu. 
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COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 

Pocket  Commander  S^ylus™  is  a  Irademart  of  Fuplsu  Networt  Transmission  Systems,  Inc 


ENTERTAINMENT  I 


CAROLCO  MAY  BE  HEADED 
FOR  A  QUICK  DISSOLVE 


The  production  compaiiy  is  reeling  from  debt  and  management  feuds 


0  one  has  more  Hollywood  style 
than  Mario  F.  Kassar.  When  the 
4()-year-old  ('arolco  Pictures  Inc. 
chairman  cruised  into  last  year's  Cannes 
Film  Festival  on  a  rented  20;j-foot  yacht, 
he  drew  as  much  attention  as  the  film  he 
came  to  promote — a  little  number  called 
Terminator  2.  But  when  Hollyw(X)d  hit 
the  Riviera  this  year,  the  good  ship  Kas- 
sar had  been  dry-docked.  "I  have  no  rea- 
son to  party,"  he  told  reporters  as  he 
strolled  with  Bank  Instinct  stiirs  Mi- 
chael Douglas  and  Sharon  Stone. 

Give  Kassar  credit  for  knowing  when 
the  music  has  stojjped.  Things  have  been 
tough  all  year  for  the  producer  whose 


big  money:  Instinct's  budget  was  $47 
million.  Terminator  cost  $90  million. 

To  guard  its  investments,  Carolco  fre- 
quently told  investors,  it  collected 
enough  advances  from  video  and  foreign 
rights  to  cover  the  huge  costs  of  making 
the  movies.  But  there  wasn't  always 
enough  left  over  to  cover  overhead,  in- 
terest, cost  overruns,  and  the  percent- 
ages paid  to  stars. 

The  result  of  Carolco's  largess?  "A 
disaster  waiting  to  happen,"  says  S.  G. 
Warburg  &  Co.  Vice-President  Lisbeth 
E.  Barron.  By  last  spring,  Carolco's 
bankers  agreed — and  began  slashing  the 
company's  lines  of  credit.  The  recession 


pany  Canal  Plus,  Japanese  electroni 
company  Pioneer,  and  Dutch  video  d 
tributor  RCS  Video  International.  Th 
forked  over  $130  million  in  exchange  f 
a  407"  stake. 

Kassar,  whose  ownership  fell  fro 
54'X  to  35%,  called  the  three  "strate^ 
partners."  But  he  viewed  the  equity-ra 
ing  as  a  ploy  to  oust  him.  Hoffman,  wl 
isn't  talking,  ended  up  leaving.  He  left 
March  with  a  $1.8  million  settlement 
about  the  same  time,  Carolco's  thr 
partners  agreed  to  provide  an  additior 
$73.8  million  in  equity,  loans,  and  gu; 
antees,  in  return  for  all  of  Carolc( 
stock  in  a  video  unit  and  the  right 
increase  their  Carolco  stake  to  757'. 
SWALLOW  HARD.  Now  in  control  of  st 
en  of  Carolco's  13  board  seats  and 
majority  of  the  company's  five-pers- 
executive  com.mittee,  the  three  comj 
nies  installed  former  Bankers  Trust  C 
Managing  Director  William  A.  Shpall 
Carolco's  top  strategic  planner.  Th 
they  hired  Allen. 

Kassar,  who  won't  comment,  isn't  d 


BIG  HITS,  SMALL  PROFITS 


Carolco  Pictures'  biggest-budget  flicks* 

Movie             Biidgrt  Worldwide 

Carolco's  net 

tickfet  soles 

revenues 

RAMBOm      $55  $189 

$80 

TOTAL  RECALL    60  262 

80 

TIRIIIIIMAT0R  2  90  490 

120 

*Millions  of  dollars 


DATA:  CAROLCO  PICTURES,  BW . 


BETWEEN  ROCKY  AND  A  HARD  PLACE:  \ 
SCHWARZENEGGER,  CAROLCO'S  KASSAR,' 
AND  STALLONE  AT  THE  CANNES  FESTIVAL  ' 


extravagance — he  shelled  out  $16  million 
to  Sylvester  Stallone  for  Rambn  III  and 
gave  Terminator  2  star  Arnold  Schwar- 
zenegger his  own  airplane — could  make 
the  rest  of  Tinseltown  look  like  pikers. 
Burdened  by  a  mountain  of  debt  and 
restive  bankers,  Kassar's  Los  Angeles 
film-production  company,  which  posted 
some  $601  million  in  1991  revenues,  has 
lost  $269  million  over  the  past  15 
months.  Its  management  is  in  flux.  And 
on  June  12,  it  said  it  had  hired  New 
York  investment-banking  firm  Allen  & 
Co.  to  manage  a  massive  restructuring. 
BIG  SPENDER.  How  Carolco  got  in  such 
straits  is  a  story  of  excessive  spending, 
lavish  lifestyles,  and  a  pair  of  executives 
who  couldn't  work  together.  The  compa- 
ny still  knows  how  to  make  hit  films: 
Terminator  2  has  generated  nearly  $500 
million  in  ticket  sales,  and  Basic  In- 
stinct has  pulled  in  some  $107  million. 
But  it  knows  even  better  how  to  spend 


compounded  Carolco's  woes,  causing 
losses  in  its  television  syndication  and 
home-video  businesses. 

The  downturn  in  Carolco's  fortunes 
came  just  as  the  fighting  between  Kas- 
sar and  Carolco  President  Peter  M. 
Hoffman  picked  up.  Hoffman,  a  former 
tax  lawyer,  wanted  to  hold  the  line  on 
costs.  Kassar  wanted  to  spend  big  bucks 
on  revenue-generating  movies.  In  one 
now-infamous  face-off,  Kassar  agreed  in 
early  1991  to  give  director  Oliver  Stone 
$2.5  million  above  the  original  $40  mil- 
lion budget  for  The  Doors,  even  after 
Hoffman  had  rejected  the  request. 
"There  were  armed  camps  on  both 
sides,"  recalls  L.  A.  Story  producer  Dan- 
iel Melnick,  who  resigned  from  the  Car- 
olco board  in  April,  1991. 

The  flow  of  red  ink  sent  Hoffman 
looking  for  fresh  equity  in  early  1991. 
He  lined  up  three  of  Carolco's  major 
foreign  distributors:  French  cable  com- 


of  the  picture.  Hungry  for  hits,  the 
vestors  have  signed  him  to  a  three-y( 
contract.  He'll  average  $1.7  million  an 
ally,  plus  part  of  the  action  on  his  fill 

To  save  Carolco,  Mario  Kassar's  n 
bosses  will  have  to  swallow  a  lot  of  de 
By  November,  $126  million  in  bank  li; 
come  due.  To  raise  cash,  they're  sell 
assets,  but  that  has  proved  difficult: 
deal  to  raise  $64  million  by  selling 
rights  to  Carolco's  film  library  ret  i  i'v 
fell  apart. 

With  so  much  money  already  silk 
into  Carolco,  its  new  owners  will  prot 
bly  ante  up.  Kassar  certainly  doefB 
seem  worried.  The  filmmaker  in  Ap 
began  production  on  his  latest  Stallc* 
adventure  film,  even  though  he  hacft 
raised  half  of  the  $60  million  he  needi 
The  money  came  through  even  as  E 
crew  was  heading  for  Europe.  The  najp: 
of  the  picture?  Cliffhanger. 

By  Ronald  Groper  in  Los  Angef; 
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MkLoveToFlyAndhShows: 


He  Always 
Takes 
His  Caviar 
WithA 
Grain  Of  Salt. 

He's  in  Manhattan 

on  Wednesday.  Paris  on 

Thursday.  Frankfurt,  Rome 

and  Vienna  after  that. 

He's  seen  more  of  the  world 

than  most  of  the  world. 

So  don't  think  he  cares  just 

for  glitz  and  glitter. 

He  doesn't  choose  his  airline 

by  trivialities. 

He  wants  someone  who  can 
get  him  down  to  business. 
Where  he  needs  to  be. 
When  he  needs  to  be  there. 
Which  is  why  we  give  him 
more  flights  across 
the  Atlantic  than  any  other 
airline  in  the  world. 
He  knows  that  4,900  times 
a  day  to  over  300  cities  across 
34  countries,  he  can  count 
on  us  to  get  him  there,  and 
get  him  back.  With  some  nice 
departures  along  the  way. 
Like  beluga  on  ice. 


Based  on  systemwide  flights  and  cities  served  by  Delta  and  the  Delta  Connection®  ©1992  Delta  Air  Lines,  Inc. 
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WHO^S  IN  BUSINESS? 

Since  the  riots  in  Los  Angeles,  minor- 
ities' cries  for  economic  empower- 
ment are  growing  louder.  So  a 
newly  released  federol  study  of 
small  business  Is  especially  timely. 
The  data  on  1 3.7  million  individual 
proprietorships,  partnerships,  and 
Subchapter  S  corporations  are 
from  a  1 987  economic  census 
and  are  the  latest  available 
OWNERSHIP  PROFILE 
WHITE  MEN   
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ALL  WOMEN  _ 
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O&Y  OFFERS  A  DEAL  TO 
ITS  CREDITORS 


►  Hopinjj  to  stay  out  of  Chap- 
ter 11,  Olympia  &  York  Devel- 
opments is  proposing  to  sell 
some  U.  S.  properties.  But  un- 
der a  plan  presented  to  its 
U.S.  lenders,  o&Y  would  re- 
tain most  of  its  nearly  30  mil- 
lion scjuare  feet  of  U.  S.  office 
space.  The  buildings  ear- 
marked for  sale  are  mostly 
outside  New  York  City,  where 
is  the  largest  comiiiercial 
landlord. 

O&Y  also  is  negotiating  with 
creditors  involved  in  its  Cana- 
dian l>ankruptcy  reorganiza- 
tion. On  .June  2-4,  it  offered  to 
sell  various  assets  to  cover  its 
operating  and  restructuring 
costs.  But  some  creditors  ob- 
ject to  having  to  fund  those 
costs  until  the  assets  are  sold. 


ONE  MORE  PREMIUM 
DEVELOPERS  MUST  PAY 


►  Commercial  real  estat^  de- 
velopers now  face  yet  another 
obstiicle  to  borrowing  mo.iey. 


On  June  23,  Fleet  Financial 
Group  made  it  mandatory 
that  developers  buy  environ- 
mental liability  insurance  be- 
fore they  can  obtain  loans  of 
$1  million  or  more. 

While  it's  clearly  an  added 
cost.  Fleet  says  the  price  is 
less  than  developers  would 
pay  if  they  tried  to  obtain  the 
insurance  on  their  own.  Via 
Fleet,  three  years  of  coverage 
for  a  wide  range  of  undetect- 
ed environmental  hazards 
costs  .$10,000  to  $12,000  on  a 
$1  million  loan.  Many  banks, 
worried  about  their  liability 
for  the  growing  costs  of 
cleaning  up  foreclosed  proper- 
ties, likely  will  copy  the  move. 


KAISER  STEEL  RUNS  OUT 
OF  APPEALS 


►  Kaiser  Steel  Resources 
won't  be  able  to  recover  $162 
million  it  paid  out  to  share- 
holders in  a  1984  levei-aged 
buyout.  Kaiser  had  claimed 
that  it's  entitled  to  the  money 
because  the  LBO  was  a  "frauci- 
ulent  conveyance"  of  the  com- 
pany and  the  payout  caused 
its  insolvency.  But  on  June  22, 
the  Supreme  Court  refused  to 
hear  Kaiser's  appeal  of  a  rul- 
ing that  had  rejected  that 
argument. 

Going  privLite  was  Kaiser's 
downfall.  Burdened  by  exces- 
sive debt,  it  filed  for  bank- 
ruptcy protection  in  1987.  The 
company  sued  Wall  Street 
firms  that  sold  their  Kaiser 
stock  in  the  LBO,  arguing  that 


WHAT'S  NEXT?  FREEING  THE  INNER  KITTEN? 


It's  dam  near  impossible  to  be 
trendy  these  days  without  suf- 
fering from  something.  Books 
on  that  ultravague,  ultrafashion- 
able  disorder,  co-dependence, 
sell  millions  of  copies.  Bald  men 
form  support  groups  for  the  fol- 
licle-impaired. 

Naturally,  responsible  cat 
owners  would  hate  to  have  theii- 
furry  loved  ones  miss  out  on  the 
sweet  suffering  of  their  verj- 
own  malaise.  Now  they  need  not.  You  see.  Tabby  may 
lactose-intolerant.  And  all  this  time  you  thought  she  just  did 
like  milk.  To  help  alleviate  this  tragedy,  the  intrepid  resean 
ers  at  Alpo  Petfoods  have  come  up  with  Dairy  Cat  low-lact( 
milk  drink  for  cats.  It  will  hit  store  shelves  this  fall,  retaili 
at  49(t  for  five  ounces.  Says  Alpo  nutritionist  Mark  Fin 
"Cats  and  milk  are  a  natui-al  together."  Of  course,  if  they 
such  a  natural  fit,  one  might  ask  why  cats  have  such  a  h; 
time  digesting  the  stuff.  But  that  would  be  nit-picking. 


the  firms  should  have  known 
the  deal  would  fail.  The  Su- 
preme Court,  though,  agreed 
with  the  lower  court  that 
the  payments  could  not  be 
recovered. 


KALEIDA 

GETS  ANIMATED 


►  Kaleida,  the  multimedia 
joint  venture  announced  by 
Apple  Computer  and  IBM  last 
October,  is  ready  to  roll.  On 
June  23,  the  companies  said 
that  the  venture's  new  CEO 
will  be  Nathaniel  Goldhaber, 
an  entrepreneur  and  venture 
capitalist.  Two  IB.M  and  two 
Apple  executives  will  fill 


Vice  p^venr 

feTHBX&HWrTH 
im'Me  iL  CONTINUE 
HIS 'SPEECH  f^&XT 

fcCVCATloN 


out  the 

The  new 
goal,  says  Goldhaber,  is 
make  it  easier  to  add  vid 
music,  or  animation  to 
computer,  from  a  handh 
device  to  a  desktop  mach 
Japan's  Toshiba  says  it  will 
Kaleida's  first  customer 
ing  its  software  in  a  perso 
organizer  that  it  will  deve 
jointly  with  Apple.  Dubl 
Sweet  Pea,  the  product  is  s 
ed  for  release  in  1993. 


Kaleida  boa 
company's  t 
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A  COURT  MAKES  THIN 
HARDER  IN  SOFTWAR 


►  The   software  industry 
about  to  become  even  m 
competitive.  On  June  23 
federal  appeals  court  judg< 
New  York  City  ruled  tha 
program  made  by  Altai,  a 
Texas  company,  doesn't 
fringe  the  copyright  of  a  s 
lar  program  from  giant  C 
puter  Associates.  Unliki 
1987  ruling  by  another  co 
the  June  23  decision  alli 
software  makers  to  imital 
program's  structure  as  l| 
as  they  don't  copy  the  origj 
computer  code.  CA  says  it 
appeal.  The  ruling  should 
Borland  International's 
fense  against  Lotus  Devek). 
ment,  which  is  suing  Bo 
for  violating  the  copyright| 
Lotus'  1-2-3  spreadsheet. 
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HEARD  ALL  ACROSS  THE  LAND: 

THE  DECLARATIONS  OF  INDEPENDENTS 


Ross  Perot  ^ets  all  the  attention.  But  around  the  country, 
folks  like  Tom  Humbert  are  joining  the  undeclared  in- 
dependent candidate  for  President  in  the  most  serious 
.ssault  on  America's  two-party  politics  in  decades.  The  conser- 
'ative  Humbert  decided  on  an  independent  run  for  Congress 
fter  learning  that  the  south-central  Pennsylvania  district's  Re- 
lublican  inciunbent.  Bill  Goodling,  l)Ounced  439  checks  at  the 
louse  Bank.  "This  district  is  full  of  tightfisted  German  farm- 
rs,  merchants,  and  businesspeople,"  says 
lumbert.  "If  they  did  the  same  thing, 
hey'd  go  to  jail." 

Without  organized  backing  or  access  to 
inds,  independents  are  usually  dismissed  as 
opeless  amateurs.  But  inspired  by  Perot, 
3rioiis  independent  challengers  are  cropping 
p  like  fireworks  stands  before  the  Fourth  of 
uly.  Political  experts  think  some  will  win 
nd  more  will  be  spoilers  in  close  races.  The 
kely  result:  a  further  erosion  of  parties  and 
[  party  discipline  on  Capitol  Hill. 
"lOLLOW  CITADELS.'  Anger  at  lx)th  Demo- 
'ats  and  Republicans  is  aliout  the  only  thing 
niting  the  new  crop  of  political  fi"ee  agents. 
Riey  should  all  be  held  accountable  for  this 
less,"  says  independent  House  candidate 
m  King,  a  Naples  (Fla.)  accountant  and 
ilk-radio  host  who  is  hoping  to  topple  veteran  Repul)lican  Port- 
•  J.  Goss.  Humbert  is  a  former  aide  to  Housing  Secretary 
ick  F.  Kemp.  Linda  Reidelbach,  an  anti-abortion  activist  from 
olumbus,  Ohio,  entered  the  race  after  the  G<)F  nominee  waffled 
1  choice.  Lu  Anne  DiMatteo,  a  niu'se  fi'om  Rochester,  Minn.,  is 
liberal  taking  on  both  a  conseiwative  Democratic  incumbent, 
imothy  J.  Penny,  and  a  moderate  Republican. 
Dismay  with  poHtics  as  usual  creates  an  opening.  "I'm  a 
aunch  Republican,  but  the  two  major  parties  are  spending  too 
uch  time  feuding  with  each  other,"  says  Humbert  backer 
^  je  Morris,  a  Gettysburg  (Pa.)  area  planning  commissioner, 
dds  Democratic  consultant  Ann  F.  Lewis:  "The  political  jiarties 


in  this  country  are  like  hollow  citatiels.  They  are  19th  century 
structures  that  are  clearly  inadequate  for  the  21st  century." 

Can  independents  win?  "The  environment  is  certainly  ripe 
for  independent  candidacies  everywhere,  if  they  are  credible 
and  have  a  message,"  says  G.  Terry  Madonna,  a  political  sci- 
entist at  Millersville  University  in  Pennsylvania.  Governors 
Lowell  P.  Weicker  Jr.  of  Connecticut  and  Walter  J.  Hickel  of 
Alaska  won  in  1990  after  bolting  the  GOP,  and  one  indei)en- 
dent,  Bernard  Sanders  of  Vermont,  is  now 
in  the  House.  Lionel  Kunst,  a  Kansas  City 
businessman  and  co-founder-  of  the  Coalition 
to  End  the  Permanent  Congress,  predicts 
uj)  to  20  independents  in  the  House. 
"There's  a  mini-revolution  going  on,"  says 
Kunst,  who  ran  for  the  House  as  a  Demo- 
cr-at  in  1988.  "People  ar-e  unhappy  with  the 
Republici-at  Establishment ." 
'DONNA  QUIXOTE.'  Kunst  is  iH'obably  too 
optimistic.  I!ut  even  in  losing  efforts,  inde- 
pendents can  reshape  r-aces.  In  New  Hamp- 
shire, the  Senate  candidacy  of  disaffected 
Rej)ublican  I)usinessman  Larr-y  Br-ady  could 
allow  a  Democr'at  to  beat  the  anointed  Re- 
publican, Governor  Judd  Gr-egg.  A  possible 
wi'ite-in  campaign  by  Or-egon  Democr'atic 
prirrrary  loser  Har-ry  Lonsdale  could  dr-aw 
enough  votes  fr'om  nominee  Les  AuCoin  to  save  COP  Senator 
Bol)  Packwood.  Similarly,  in  Pennsylvania,  the  possible  candi- 
dacy of  former  Representative  Eugene  Atkinson,  an  anti- 
abortion  conservative,  could  help  Democrat  Lynn  Yeakel  un- 
seat pro-choice  Republican  Arlen  Specter. 

Even  with  the  parties  at  a  low  ebl),  the  mavericks  face  a 
tough  r-oad.  They're  motivated,  but  unlike  Perot,  all  are 
underfunded  and  will  find  it  tough  just  to  get  their  names  rec- 
ognized by  voters.  "I  refer  to  myself  as  Donna  Quixote," 
jokes  DiMatteo.  But  this  year,  no  one  should  be  suri)r'ised  if 
these  knights  knock  over  a  windmill  or  two. 

B//  Rirlnnd  S.  Durihwn  in  Gctti/shiiiy,  Pa. 
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THE  PRESIDENCY 


.^k  s  bad  as  the  national  polls  are  for 
P%George  Bush  and  Bill  Clinton, 
itate-by-state  surveys  reveal  even 
verse  woes.  In  Michigan,  for  example, 
I  Detroit  News  poll  shows  Clinton  trail- 
ng  independent  Ross  Perot  29%  to 
>9%  among  what  should  be  one  of  the 
)emocrat's  bedrock  constituencies, 
inion  households.  Bush  gets  22%.  And 
n  a  further  sign  that  both  major-parly 
andidates  are  in  trouble  with  their- 
tlectoral  base,  only  47%  of  those  who 
'Oted  for  Bush  in  1988  say  they  favor 
dm  this  year.  Clinton  far-es  little  bet- 
er,  getting  just  over  half  of  the  1988 
upporters  of  Michael  S.  Dukakis. 


Things  are  even  wor-se  elsewhere.  For 
example,  in  solidly  Republican  Ne- 
lir-aska,  an  Omaha  World-Herald  poll 
shows  Bush  and  Perot  tied  at  36%.. 
Clinton,  with  just  11%,  is  in  fourth 
place,  behind  "undecided"  at  17%. 

JAPAN  

Bush's  ill-fated  trip  to  Japan  in  Jan- 
uary lives  in  infamy— in  the 
Japanese  language.  A  Washington 
think-tank  economist  says  that  on  a 
recent  choppy  boat  trip  to  Australia's 
Great  Bar-rier  Reef,  he  was  startled  to 
hear  a  gi'oup  of  Japanese  sightseers 
referring  to  seasick  companions  as 
"Bush-oro"  as  they  leaned  over  the  rail. 
Rough  translation:  to  do  a  Bush. 


HEALTH  CARE 


While  Republicans  and  Democrats 
ar-gue  over  solutions,  all  parties 
agree  that  some  30  million  Americans 
lack  medical  insurance.  But  a  new  Cen- 
sus Bureau  study  indicates  that  the  is- 
sue is  mor'e  complex  than  that.  In  the 
last  quarter  of  1990,  32.7  million  people 
indeed  were  without  benefits.  But  for 
many,  the  problem  may  have  been 
temporary,  perhaps  because  of  short- 
term  unemployment.  A  study  tr-acking 
individuals  over  28  months  beginning 
in  late  1986  found  that  only  9  million 
lacked  insurance  for  the  full  period. 
But  61  million  were  without  coverage 
for  at  least  one  month. 


IHINGTON  OUTLOOK 
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nternational  Business 


EUROPE  I 


PRICE  WAR  I 

IS  RAGING  IN  EUROPE 


The  winners  are  consumers,  as  businesses  offer  unprecedented  discounts  to  survive  in  a  new  marked 


Life  may  imitate  art,  but  sometimes 
art  imitates  economics.  With  four 
opera  companies  vyinj^  for  custom- 
ers in  Paris  tiiese  days,  manaj^ers  of  the 
small  Theatre  des  Champs-Elysees  have 
found  a  simple  way  to  com]jete  with  big- 
ger rivals:  They're  cutting  ticket  prices 
across  the  board.  Music  lovers  will  soon 
be  able  to  save  as  much  as  lO'X  off  the 
going  rate  of  about  $95  a  ticket  to  hear 
the  world's  top  divas. 

That  leitmotif  is  sounding  more  and 
more  often  on  Europe's  business  stage, 
too.  The  mere  hint  of  an  economic  up- 
turn used  to  trigger  price  hikes  of  o'a  or 
even  107'  to  fatten  up  cor{jorate  bottom 
lines.  But  not  this  time.  Today's  Europe- 
an market,  swamped  with  goods  as 
trade  barriers  drop,  is  doing  exactly  the 
opposite:  From  airlines  to  retailers  to 
manufacturers  of  finished  goods,  price 
cuts  are  the  order  of  the  day  (table).  The 
biggest  winners  are  Europe's  consum- 
ers, who  so  far  haven't  benefited  much 
by  the  move  to  a  single  market. 

Nowhere  is  the  new  order  more  evi- 
dent than  at  Philips  Electronics.  Pres- 
sured by  competition,  the  Dutch  giant  on 
June  17  warned  investors  to  expect  a 
poor  showing  in  this  year's  second  quar- 
ter. There's  an  ongoing  fire  sale  of  Phil- 
ips products.  As  shoppers  walk  through 


the  (;b  Maxi  supermarket  on  Boulevard 
Leopold  III  in  Brussels,  for  example, 
they  can  grab  U.  S.-style  coupons  offer- 
ing discounts  worth  107'  to  157  off  irons 
and  deep-fat  fryers. 

CLONE  WARS.  The  economic  ripples  go 
beyond  temporary  price  cuts.  With  mar- 
ket unity  nearly  at  hand,  European  com- 
panies are  facing  a  revolution  in  the  way 
they  do  business.  Many  companies  will 
be  forced  to  overhaul  pricing  strategies 
and  protect  markets  through  mergers. 
"What  you're  now  seeing  is  a  scramble 
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for  limited  volume  through  price  compe 
tition,"  says  Marcus  Grubb,  an  econc 
mist  at  UBS  Phillips  &  Drew  in  Londo 
Take  computers.  Years  ago,  U. 
manufacturers  and  retailers  suffered 
pricing  bloodbath  because  of  the  sprea(j 
of  IBM  PC  clones  and  low-cost  distribi 
tion.  The  trend  has  finally  migrated 
Europe.  Not  long  ago,  European  PI 
prices  averaged  307  to  507  higher  thai 
U.  S.  prices.  Now  the  differential  is  jus 
10%  or  less — barely  enough  to  meet 
costs  of  adapting  U.  S.  products  for  Ei 
ropean  markets.  For  Olivetti,  Europe'! 
leading  PC  maker,  that  spells  bad  news] 
While  the  Italian  company  boosted  uni 
sales  in  the  first  four  months  of  thif 
year,  revenues  fell  47.  Things  arenl 
much  brighter  for  big  U.  S.  manufal 
turers  such  as  UiM  and  Compaq  Cor 
puter  Corp. 

Or  take  transporUition.  In  recer 
weeks,  carriers  have  broken  thei 
vows  to  resist  the  current  round 
transatlantic    airfare    cuts  ar 
jumped  in.  Lufthansa  cut  its  bus 
ness  class  fare  on  its  Washingtoj 
Frankfurt  route  from  $3,016 
$2,000  on  June  9.  And  within  Ei| 
rope,  carriers  are  turning  to 
quent-flier  programs,  a  longtir 
U.  S.  favorite.  The  radical  "op^ 
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ies"  pro^i'aiii  tlial  the  Eiini)jeaii  Coin- 
ission  adopted  on  June  22  will  next 
ar  permit  all  KC  airlines  to  fly  any- 
lere  in  Europe,  which  should  touch  off 
rther  fare  wars.  Tliat  would  be  wel- 
me  relief  for  passengers.  A  Paris  to 
hens  round  trip,  for  example,  now 
sts  a  stratospheric  $1,740. 
The  scramble  is  also  on  in  automo- 
es.  In  Italy,  Fiat  has  watched  local 
irket  share  drop  from  53.8'a  in  1990  to 
7%  now,  as  competitors  such  as  Ford 

Europe  Inc.  have  priced  themselves 
0  the  auto  makers'  Italian  stronghold. 

fight  back,  Fiat  this  spring  began 
'ering  such  incentives  as  a  $1,600  re- 
te  on  certain  models  and  zero-interest 
ancing. 

6AMARKETERS.  Europe's  way  of  doing 
siness  through  quaint  small  shops  is 

0  under  siege.  Shaking  things  up  are 
idreds  of  new,  low-price  superstores. 

Britain,  for  example,  Nevada  Bob 
i.,  an  offshoot  of  the  big  U.  S.  chain, 
ns  to  double  its  six  shops  by  next 
ir  and  open  another  20  in  France,  Ger- 
ny,  and  Sweden  within  two  years.  Its 
ling  power:  discounts  of  up  to  509?  on 
ae  sports  gear.  And  in  France,  two 
rman  food  chains,  Aldi  and  Lidl,  are 
^ning  discount  stores,  forcing  native 
ailers  such  as  Carrefour  to  cut  prices, 
•refour  in  turn  is  trying  to  squeeze 
ipliers.  "We're  hunting  for  cheaper 
tds  all  over  Europe,"  says  Carrefour 
isident  Michel  Pinot. 
i.t  the  same  time,  European  consum- 
,  burned  by  unemployment  and  debt, 

1  keep  the  price  pressure  on.  "Histori- 
y,  you  would  just  pass  along  price 
•eases,  and  inflation  would  take  care 
it,"  says  Ronald  A.  Miller,  chairman 
kottish  textile  manufacturer  Dawson 
irnational  PLC.  "Life,"  he  sighs,  "is 
as  before." 

'hat's  just  what  some  single-market 
mers  predicted  years  ago:  that  a  one- 
t  effect  of  creating  a  borderless  Eu- 
e  would  boost  consumer  real  in- 
les.  For  business,  it  will  "spur 
•ger  activity  as  a  way  to  get  econo- 
s  of  scale,"  says  Michael  Hughes, 
■opean  strategist  for  London  securi- 
house  Barclays  de  Zoete  Wedd  Ltd. 
help  sew  up  its  home  market,  for 
■«mple,  French  supermarket  chain  Ca- 
^  I  in  mid-June  bought  out  competitor 
lye,  which  should  boost  Casino's  rev- 
es  by  50%,  to  $12  billion  annually, 
s  companies  move  to  shore  up  local 
'kets,  the  drumbeat  of  price  competi- 
is  likely  to  get  louder.  Even  if  Eu- 
i's  second  thoughts  about  its  broader 
ire  persist,  the  consumer  benefits 
economic  growth  spurred  by  lower 
es  should  reassure  Brussels  that  it's 
he  right  track. 

y  Bill  Javetski  in  Paris,  with  Richard 
ielcher  in  London,  Jonathan  B.  Levine 
'aris,  and  Patrick  Oster  in  Brussels 


EUROPE  I 


EUROTECH 
BLOWS  A  FUSE 


Global  competition  is  basiling  Bull,  vSiemens.  ;ni(l  Philips 


T 


I  he  past  few 
weeks  have  pro- 
duced a  spate 
of  distressing  news 
for  some  of  the  main- 
stays of  Europe's 
high-tech  industry.  At 
state-owned  French 
computer  maker 
Groupe  Bull,  for  in- 
stance, record  losses 
of  $2  billion  over  the 
past  three  years  final- 
ly did  in  Chairman 
Francis  Lorentz  on 
June  23.  But  the  gov- 
ernment's curious 
choice  of  successor, 
Bernard  Pache,  the 
head  of  the  state  coal 
company,  seems  omi- 
nous. He  is  better 
known  for  mothball- 
ing  businesses  than 
for  rebuilding  them. 

Bull  was  far  from 
alone  in  making  Eu- 
ropean high-technol- 
ogy analysts  uneasy. 
Only  days  earlier, 
Dutch  behemoth  Phil- 
ips Electronics  de- 
stroyed the  optimism 
building  around  its 
return  from  massive 
1990  losses  with  the 
news  that  its  flagship 
consumer-electronics 
business  is  flounder- 
ing. Perhaps  more 
unsettling,  Germa- 
ny's Siemens  has  quietly  decided  against 
dumping  more  cash  into  a  losing  war 
with  Japanese  and  South  Korean  memo- 
ry-chip rivals.  The  decision  will  knock 
Europe  out  of  the  global  race  in  a  criti- 
cal technology  after  1995 — and  leave  Sie- 
mens' partner,  IBM,  searching  for  a 
new  mate. 

HYBRIDS.  All  in  all,  these  developments 
are  "further  indication  that  Europe's 
old-line  players  are  still  struggling  to 
compete,"  says  William  J.  Pade,  head  of 
McKinsey  &  Co.'s  European  electronics 
consultancy  in  London.  Last  year,  the 
Continent's  trade  deficit  in  high-tech 
products — mainly  computers,  chips,  and 
consumer  electronics — hit  a  staggering 
$40  billion.  And,  Pade  warns,  "things 
will  get  worse  rather  than  better." 


SIEMENS  IS  EUROPE'S  LAST  CHIPMAKER 

TROUBLE  SPOTS  IN 
EUROPE'S  HIGH  TECH 

BULL  Chairman  ousted  as  big 
losses  in  mainframes  and  PCs 
continue 

SIEMENS  Retreats  from  ad- 
vanced memory  chips,  ending 
Europe's  role  in  that  market 
PHILIPS  Turnaround  set  back 
by  deep  discounting  in  con- 
sumer electronics 


That  will  put  pres- 
sure on  European 
jjlayers  to  accelerate 
ties  to  U.  S.  and 
Asian  allies  for  new 
technology  and  in- 
vestment. The  result 
may  be  more  global 
hybrids  operating  in  a 
web  of  cross-owner- 
hips  and  alliances. 
The  change  at  Bull 
romes  at  an  awkward 
moment.  After  a  de- 
t-ade  of  constant  re- 
structuring, Lorentz 
i'inallv  had  cut  costs 
by  slashing  13,000 
jobs  and  settled  on  a 
strategy  to  unify 
Bull's  jumble  of  com- 
puter product  lines. 
Despite  government 
opposition,  he  linked 
up  with  IliM  and  NEC 
Corp.  But  the  fact 
that  1992  first-half 
losses  would  ap- 
proach $285  million 
helped  give  vindictive 
bureaucrats  an  open- 
ing to  dump  Lorentz. 
SHOCKER.  Now,  the 
turnaround  is  up  to 
Pache,  57,  head  of 
Charbonnages  de 
France.  There  are  no 
signs  yet  that  he  will 
make  any  changes  in 
Bull's  strategy.  But 
the  company  already 
has  lost  crucial  time  in  bringing  new 
products  to  market  because  of  the  war- 
fare over  IBM  and  NEC,  says  French  com- 
puter analyst  Daniel  LeBourhis. 

The  same  holds  true  for  Philips.  Sav- 
age price-cutting  on  televisions,  video- 
cassette  recorders,  and  other  consumer 
gear  has  stopped  the  company's  turn- 
around cold.  After  a  rebound  last  year 
to  $553  million  in  profits  before  extraor- 
dinary items.  Philips  warned  in  mid-June 
that  1992  profits  could  slide  below  last 
year's.  That  was  a  shock  to  analysts, 
who  had  not  been  tipped  at  a  meeting 
just  days  earlier.  The  resulting  187f 
plunge  in  Philips  stock  immediately  trig- 
gered a  lawsuit  from  U.  S.  investors 
claiming  that  the  company  had  misled 
them.  "We  presented  the  information  as 


■ATIONAL  BUSINESS 


BUSINESS  WEEK/JULY  6,  1992  45 


You  Too  Can  Raise  Your  Level 
Of  Productivity. 


And  it  can  nappen  overnight.  (Provided,  of  course, 
that  you  purchased  a  iviinolta  EP  8602  Pro  Series  Copier 
the  day  before.)  This  is,  after  all,  the  copier  that  was 
rated  "the  most  productive  in  its  class"  Dy  Thomas  A. 
MInnella,  a  leading  independent  analyst.* 

With  good  reason.  It  produces  60  copies  per  minute, 
comes  with  a  20-bin  stapler/sorter,  gets  50,000  copies 
between  toner  refills  and  has  a  61%-164%  zoom. 

What's  more,  Minolta's  remarkable  S.M.A.R.T.  system 
automatically  contacts  your  service  rep  at  the  mere  hint 
of  trouble. 

Clearly,  the  EP  8602  will  do  wonders  for  your  pro- 
ductivity. (And  remember,  those  who  increase  their  pro- 
ductivity stand  the  best  chance  of  ruling  the  roost.) 

For  more  information,  and  a  copy  of  Minnellas  32- 
point  productivity  analysis,  call  1-800-9-MlNOLTA. 


PRO  SERIES  COPIERS 


ONLY  FROM  THE  MIND  OF  MINOLTA 


MINOLTA 


Autnor  of  Trie  Copier  Proauctivity  Primer 


timely  as  possible,"  says  Henk  Bodt, 
chairman  of  the  consumer-electronics 
unit.  Now,  the  company's  fate  hangs 
more  than  ever  on  its  ability  to  stimulate 
consumer  demand  with  new  products, 
such  as  a  digital  audio-cassette  player 
set  for  launch  next  fall. 
RATHOLE.  Such  jams  are  increasingly 
forcing  Europe's  technology  giants  to 
face  up  to  the  realities  of  global  competi- 
tion. When  the  market  for  new  l(i-mega- 
bit  I)1;a.vis,  or  dynamic  random-access 
memory  chips,  winds  down  in  the  mid- 
199()s,  Siemens  will  retreat  as  Europe's 


sole  domestic  producer.  That  leaves  Eu- 
rope without  a  maker  of  the  product 
considered  crucial  to  developing  ad- 
vanced production  techniques  for  other 
chips.  The  reason  for  the  retreat:  Japa- 
nese and  Korean  price  pressures  mean 
"our  losses  grow  with  every  DRAM  we 
sell,"  says  Klaus  H.  Knapp,  a  senior  di- 
rector in  Siemens'  chip  unit,  which  has 
recently  suffered  annual  losses  of 
roughly  $300  million.  An  investment  of 
$1  billion  in  a  plant  for  next-generation 
(i4-megabit  chips,  which  Siemens  was 
widely  expected  to  build  with  IBM,  would 


be  money  down  a  rathole,  he  say.-l 
While  cutting  losses  is  welcomed  bl 
Siemens  investors,  the  retreat  is  a  bloi 
to  those  who  fear  it  could  expose  Eur(j 
pean  chip  buyers  to  hardball  tactics  b| 
Asian  suppliers,  especially  in  a  marke 
shortage.  "Relying  entirely  on  the  oul 
side  is  dangerous,"  warns  a  Europeal 
Commission  official.  About  the  onll 
thing  more  dangerous  would  be  a  fuj 
ther  crippling  of  Europe's  technoloj 
leaders  in  a  year  that's  shaping  up 
make-or-break  for  many. 

By  Jonathan  B.  Levinc  in  Par\ 


JAPAN  I 


TOKYO  FIDDLES 

WHILE  THE  NIKKEI  BURNS 


Everyone  is  plenty  jittery,  but  regulators  are  reluctant  to  act 


If  you  thought  the  Nikkei  roller  coast- 
er was  over,  watch  out.  Real  estate 
fiascos,  new  cracks  in  the  insurance 
giants,  and  more  bad  economic  news  are 
all  bearing  down  on  Jajjan's  deflated 
stock  market.  Once,  the  betting  was  that 
a  Nikkei  falling  to  16,000  would  spell 
disaster.  Now,  with  the  market  closing 
on  June  24  at  just  15,854,  gurus  say  it 
could  sink  a  further  20''.  And  some 
bears  argue  that  the 
fair  value  for  Tokyo 
stocks  is  an  incrediblv 
low  (i,000  to  8,000. 

The  stock  market 
sell-off  is  starting  to 
rattle  Japan's  finan- 
cial Establishment. 
Three  of  the  top  eight 
insurance  companies 
are  busy  adding  up 
losses  on  their  mas- 
sive stock  portfolios. 
Cash  cushions  ma- 
jor city  banks,  once 
fat,  are  now  uncom- 
fortably thin.  And  analysts  warn  that  if 
the  economy  does  not  improve  soon, 
banks  struggling  to  prop  up  troubled 
borrowers  may  soon  get  hit  harder.  "If 
the  government  steps  in  too  late  [to  sup- 
port the  economy],"  says  Tetsuo  Tsuki- 
mura,  an  economist  at  Smith  Barney, 
Harris  Upham  &  ('o.,  "the  financial  sys- 
tem will  collapse  entirely." 
HANDS  OFF.  Yet  the  government  is  curi- 
ou.sly  .silent.  Japan'.s  regulators  couh 
prop  up  the  market  by  diverting  a  great- 
er portion  of  the  %2.'.i  trillion  in  funds  for 
public  pensions,  insurance,  and  postal 
savings  into  stocks  or  by  cutting  capital- 
gains  taxes.  But  officials  say  no  such 
measures  are  imminent.  Banks  aren't 
collapsing,  they  insist,  and  real  estate 
prices  are  still  too  high.  Nor  are  central 


bankers  inclined  to  cut  intere.st  rates, 
saying  Japan's  "bubble"  economy  still 
needs  deflating.  True,  "there  has  been  a 
loss  of  confidence,"  admits  one  senior 
official.  "But  supporting  the  stock  mar- 
ket is  not  a  policy  objective." 

The  laissez-faire  strategy  could  be 
risky.  Some  fear  that  as  the  Nikkei 
stock  average  moves  to  new  lows,  losses 
could  unravel  the  interwoven  financial 
system.  Take  the  real  es- 
tate bust,  involving  prop- 
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erty  and  finance  companies  and  th 
banks  that  back  them.  Mitsui  Trust,  fd 
instance,  helped  bankroll  Azabu  Tat| 
mono  and  Dai-Ichi  Real  Estate  Group 
binges  in  the  late  1980s.  The  two  compJ 
nies  are  now  struggling  to  pay  intere| 
on  huge  debt,  one-third  of  which  is  owe 
to  Mitsui.  The  trust  bank's  shar? 
plunged  25'/^  in  June  and  are  just  \'&7" 
their  peak  value  in  1987. 
'LONG  WAY  TO  GO.'  How  bad  coul 
things  get?  Kathy  Matsui,  market  stra 
egist  at  Barclays  de  Zoete  Wedd  Ltl 
(HZVV),  thinks  one  big  bankruptcy  coul 
trigger  a  run  on  the  market,  pushing  [ 
down  to  13,000,  as  financial  companif 
fully  one-fourth  of  the  Nikkei's  vali 
are  sold.  But  Tsukinuu'a  at  Smith  Ba 
ney  believes  gradual  loosening  of  cros 
shareholdings  and  slower  long-ter| 
growth  will  push  the  market  as  low 
6,000.  "We're  still  in  a  decline,"  saj 
Tsukimura.  "There's 
long  way  to  go  down.j 
Banks  may  lead  t| 
way.  One  estimate  pi 
bad  loans  at  $424  billic 
That  figure  is  sure 
rise  as  the  lifeless  ecc 
omy  topples  ordinal 
manufacturers  in  adJ 
tion  to  speculators.  T^ 
kimura  thinks  a  f€ 
banks  could  go  und| 
To  cope  with  the  sprel 
of  red  ink,  sources  s| 
Tokyo  may  even  set 
a  U.  S.-style  Resoluti| 
Trust  Corp. 

A  few  see  some  rel| 
down  the  road,  perha 
by  yearend.  BZW's  ]V| 
tsui  expects  the  Tok 
bourse,  like  the  N(] 
York  market,  to  rally  ; 
months  before  industrj 
production  and  indiJ 
tors  pick  up.  That  woip 
send    the  market 
around  22,000,  says  ]\| 
tsui.   "It  won't  bel 
1980s-style  bull  marker 
she  says.  Those  dfl 
seem  long  ago  indeed| 
By  Ted  Ho  I  den  in  Tok 


TOKYO'S  EXCHANGE:  SOME  SEE  IT  FAIRLY  VALUED  AT  6,000 
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lEIJING  IS  ON  AN  ARMS  BINGE, 
iND  THE  NEIGHBORS  ARE  NERVOUS 


itli  the  Soviet  Union  consif^ned  to  the  dustbin  of  his- 
tory and  the  U.  S.  scalint?  back  its  forces  in  the  Pacif- 
ic, China  is  extending  its  reach.  In  what  is  shaping  up 
a  major  weapons-shopping  binge,  Chinese  arms  buyers  are 
wling  the  fonner  Soviet  Union  for  advanced  weapons  that  will 
imatically  boost  the  militai-y's  ability  to  intervene  far  away 
m  the  mainland.  U.  S.  intelligence  officials  say  China  is  also 
ning  up  scores  of  out-of-work  Russian 
fineers  and  scientists. 
China's  leaders  see  in  the  Soviet  de- 
ie  and  the  U.  S  pullout  from  Sul)ic 
/  and  Clark  air  base  in  the  Philippines 
hance  to  play  what  they  view  as  their 
htful  role  in  the  world's  fastest-grow- 
region.  While  it  is  bitterly  divided 
r  economic  policy,  the  Beijing  elite 
lerally  subscrilies  to  the  centuries-old 
viction  that  China,  not  the  U.  S.  or 
one  else,  should  call  the  shots  in  Asia. 
;  despite  Beijing's  nuclear  arsenal, 
are  has  always  been  a  gap  between 
na's  militai'y  capability  and  its  self-im- 
as  a  superpower,"  says  Ng  Ka  Po,  a 
itary  specialist  at  China  Neivs  Analy- 
a  Hong  Kong  journal. 
iDE  TIES.  But  that  may  l)e  changing, 
ping  into  its  $40  billion  hard-curi'ency 
5rves,  China  bought  24  Russian-made 
'-range  Su-27  fighter  planes  last  year, 
ersing  a  mutual,  30-year  freeze  on 
IS  sales.  There  have  also  been  wide- 
3ad  reports  that  Beijing  is  negotiating 
)uy  Soviet  T-72  tanks,  IL-76  transport  planes,  an  aircraft 
•ier,  and  refueling  knowhow  that  would  give  its  bomber's  a 
?e  of  more  than  1,000  miles. 

lina  is  also  using  diplomacy  in  its  bid  to  take  over  regional 
lership.  It  won  much  goodwill  by  brokering  the  Cambo- 
1  settlement  last  vear  and  has  normalized  troubled  relations 


POWERFUL  VISION:  CHINESE  SUBMARINE 


with  India  and  Indonesia.  It's  also  trying  to  boost  its  trade  ties 
in  the  area  to  cut  its  reliance  on  the  U.  S.  market,  which  Con- 
gress might  someday  close  to  punish  human-rights  violations. 

But  the  Chinese  aren't  being  shy  about  displaying  muscle. 
In  a  move  that  shocked  other  Asian  countries,  China  recently 
signed  an  oil-exploration  deal  with  Denver-based  Crestone 
Energy  Corp.  in  an  area  in  the  Spratly  Islands  in  the  South 
China  Sea,  1,000  miles  from  the  Chinese 
mainland.  Although  the  area  is  also 
claimed  by  Vietnam,  Crestone's  owner, 
Randall  C.  Thompson,  says  that  the  Chi- 
nese i^romised  to  use  "full  naval  force"  to 
back  up  Crestone. 

Beijing's  strategy  appears  to  lie  to  in- 
timidate its  neighbors  so  as  to  win  favor- 
able settlements  in  its  many  territorial 
disputes  with  them.  Already,  says  Aus- 
trahan  analyst  Gary  Klintworth,  coun- 
tries such  as  Thailand  and  Vietnam  "have 
come  to  terms  with  the  fact  that  China 
will  become  the  dominant  great  power" 
in  Asia. 

A  senior  U.  S.  official  calls  China's  new 
pushiness  "ominoius"  and  says  it  is  a  good 
reason  to  keep  up  a  U.  S.  military  pres- 
ence in  the  Pacific.  China's  neighbors  ap- 
parently agree.  The  U.  S.  is  already  talk- 
ing to  newly  elected  Philippine  President 
Fidel  V.  Ramos  al)out  using  Subic  to  ser- 
vice ships.  Singapore  has  granted  U.  S. 
forces  expanded  access  to  bases.  And 
nonaligned  rhetoric  aside,  both  Malay- 


sia and  Indonesia  this  year  have  cjuietly  negotiated  agi-eements 
making  their  Ijases  availalile  to  U.  S.  forces  and  may  hold 
exercises  with  U.S.  units.  It  may  take  more  than  that  to 
keep  China's  dangerous  moves  in  check. 

By  Pete  Engardio  in  Hong  Kong  and  Amy  Bonus  and  Joyce 
Baniatlian  in  Woshi ngt<nt 
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I  s  exit  polls  began  to  indicate  an 
^astonishing  landslide  for  Israel's 
bor  Party  in  general  elections  June 
,  supporters  at  the  party's  victory 
iebration  in  Tel  Aviv's  Dan  Hotel 
!pt  for  joy.  But  some  of  the  loudest 
3ers  are  coming  fi-om  Israel's  busi- 
ss  community.  The  day  after  the 
lis  closed,  a  tidal  wave  of  buy  or- 
rs  caused  the  Tel  Aviv  Stock  Ex- 
mge  to  surge  by  close  to  8%.  "There 
a  good  chance  now  to  have  real 
ace,  real  defense,  and  real  economic 
)wth,"  says  Benjamin  D.  Gaon,  chief 
eeutive  officer  of  Koor  Industries 
i.,  Israel's  largest  company. 


Businessmen  such  as  Gaon  are  opti- 
mistic that  a  government  led  by  Yit- 
zhak Rabin  would  l)e  much  less  be- 
holden to  the  special-intere.st  groups 
that  have  typically  paralyzed  Israeli 
politics.  For  the  first  time  in  years,  an 
Israeli  government  does  not  have  to 
depend  for  its  survival  on  the  suppoit 
of  fringe  religious  or  extremist  par- 
ties. Rabin,  the  doui',  70-year-old  gener- 
al who  oversaw  Israel's  victory  in  the 
1967  Six-Day  War,  has  indicated  that 
he  will  appoint  ministers  based  on 
ciualifications  rather  than  political  ties 
when  he  presents  a  government  to  the 
Knesset  in  mid-July. 

The  dollars-and-cents  payoff  could 
follow  quickly.  Rabin's  promise  to 


freeze  the  controversial  and  costly 
building  of  Jewish  settlements  in  the 
West  Bank  is  likely  to  result  in  the 
Bush  Administration  swiftly  unlilocking 
some  of  the  $10  billion  in  long-term 
loan  guarantees  that  Israel  has  re- 
tjuested  to  resettle  former  Soviet  Jews. 
A  green  light  from  the  U.  S.  would 
also  improve  Israel's  international  cred- 
it rating  and  trigger  similar  loan  deals 
from  Germany. 

But  some  economists  wori'y  that  the 
money  will  just  delay  economic  refoi'm. 
Israel  is  way  behind  other  countries 
in  privatizing  state  enterprises.  Unless 
it  speeds  up  its  privatization  progi-am, 
the  new  funds  will  be  squandered  on  a 
wasteful  public  sector. 
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THE 
AIRLME  MESS 

IS  AMERICAN'S  BOB  CRANDALL  PART  OF  THE  PROBLEM— OR  THE  SOLUTION? 


June  10  was  sluiping  up  to  be  Bob 
Crandall's  kind  of  day.  The  CEo  of 
American  Airlines  had  learned  that 
Continental  and  shareholders  of  America 
West  had  sued  his  company  for  preda- 
tory pricing.  And  he  was  about  to  face  a 
Senate  committee  looking  into  accusa- 
tions that  American  was  out  to  drive 
weaker  competitors  into  the  ground. 
While  other  chief  executives  might  have 
adopted  a  conciliatory  stance,  Crandall 
faced  down  the  lawmakers  and  his  ac- 
cusers with  guns  blazing. 

"America  West's  management  has 
failed,"  he  snapped.  And  Northwest's 
owners  are  "wheeler-dealers  who  loaded 
the  balance  sheet  with  debt."  Crandall 
told  them  the  market  must  be  allowed  to 
"finish  the  painful  process  of  eliminating 
surplus  capacity."  Then  he  offered  his 
own  stark  vision  of  the  airline  industry: 


"This  business  is  intensely,  vigorously, 
bitterly,  savagely  competitive." 

It's  the  kind  of  business  where  Robert 
Lloyd  Crandall  feels  right  at  home.  Af- 
ter serving  seven  years  as  chairman  and 
CEO  of  AMR  Corp.,  parent  of  the  world's 
largest  airline,  the  man  some  call 
"Fang"  or  "Darth  Vader"  is  still  the 
industry's  fiercest  competitor.  His  dog- 
fighter  tactics — such  as  more  frequent 
flights  on  selected  routes  than  other  air- 
lines can  muster  and  bursts  of  lower 
prices — have  driven  some  weaker  rivals 
to  despair. 

WREAKING  HAVOC.  But  Crandall  is  also 
indisputiibly  an  airline  visionary.  Fre- 
quent-flier programs,  Super  Saver  fares, 
a  two-tier  wage  structure,  and  creative 
use  of  computer  reservation  systems 
were  all  Crandall  innovations  that  rede- 
fined the  way  airlines  do  business. 


fo 


Crandall,  56,  is  still  out  to  remake 
industry,  and  this  time  his  competil 
are  more  fearful  than  ever.  Americs 
recent  simplified  fare  structure  an 
dramatic  half-price  promotion  in 
have  suddenly  thrown  almost  all  airl 
into  a  tailspin. 

Other  carriers  that  had  hoped 
relatively  decent  second  quarter  are 
but  certain  to  sustain  losses  because 
the  price  war.  Fort  Worth-based  An 
can  Airlines  Inc.  itself  expects  to  po 
second-quarter  loss — at  a  time 
some  analysts  say  it  should  be  mal 
money.  And  foreign  rivals,  even  as 
push  to  deregulate  their  own  mark 
are  worried  that  Crandall's  aggres 
expansion  overseas  will  wreak  havoc 
them  (page  54). 

The  world  according  to  Bob  Cran( 


TWEHTY 
YEARS  AT 
AMERICAN 


1973  Bob  Crandall  joins 
American  as  senior  vice- 
president  for  finance 

mid-1970s  Crandall  de- 
velops SABRE  reserva- 
tions system  into  o  travel- 
agency  booking  tool, 
after  attempts  at  develop- 
ing an  industrywide  sys- 
tem fail 

1976  American  pioneers 
sopfiisticoted  yield-man- 
agement techniques  by 
using  data  from  SABRE 
system  to  predict  booking 
trends  on  specific  flights 


1981  American  unveils 
AAdvantage,  industry's 
first  frequent-flier  pro- 
gram, a  pov/erful  tool  in 
developing  brand  loyalty. 
Other  carriers  follow 


1977  Super  Saver  fare 
program  introduced,  of- 
fering deep  discounts  to 
leisure  travelers  and  revo- 
lutionizing fare  structures. 
TWA  and  United  file  com- 
plaints, blasting  fares  as 
money-losing  proposi- 
tions, but  Civil  Aeronau- 
tics Board  permits  them. 
Competitors  later  follow 

1980  Crandall  becomes 
president;  promptly  shuts 
down  some  routes  and 
grounds  18%  of  carrier's 
fleet  as  he  begins  over- 
haul of  airline 


1984  American  places  then-single  big- 
gest aircraft  order  in  U.S.  aviation 
history-  $1.3  billion- for  67  MD-80s 


1983  Cranda 
introduces  novel 
two-tier  wage 
structure  that 
lowers  costs,  and 
allows  American 
to  grow  rapidly 
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lany  of  his  U.S.  aiul  overseas 
)m|)i'tit()rs  believe,  is  a  world  in 
hicli  they  no  longer  e.xist.  "Cran- 
ill's  strategy  i^^  cannibalistic," 
lys  Air  France  Chairman  Ber- 
ird  Attah.  "His  goal  is  to  kill  the 
eak.  He  plans  to  do  that  in  the 
.  S.  first.  Later,  he'll  try  the 
ime  thing  overseas." 
To  hear  Crandall  tell  it,  he  is  the 
ost  misunderstood  man  in  Corpo- 
ite  America.  "We  are  more  vic- 
Tis  than  villains,"  he  says.  Vic- 
-ns  of  carriers  in  Chapter  11, 
ich  as  Continental  Airlines  Inc. 
id  Trans  World  Airlines  Inc., 
at  have  used  their  bankruptcy 
atus  to  lower  costs  unfairly.  Vic- 
ns  of  increasing  labor  and  other 
lerating  costs.  Victims  of  protec- 
)nist  governments  and  their  flag 
Triers  abroad.  Victims,  says 
•andall,  of  "our  dumbest  compet- 
)rs" — those  that  charge  low 
res,  which  American  and  others 
e  forced  to  match  but  that  often 
ake  it  impossible  for  any  carrier 
make  money. 

I  THE  DEATH.  All  those  factors, 
ys  Crandall,  rob  American  of  its 
■ility  to  control  its  destiny.  "The 
isiness  is  driven  entirely  by  the 
havior  of  our  competitors,"  he  says, 
lach  airline  decides  what's  best  for  it 
thout  regard  for  what  is  best  for  the 
iustry." 

Dumb  or  not,  weaker  airlines'  behav- 
•  is  certainly  understandable:  With 
sver  planes  and  flights,  often  poorer 
rvice,  and  some  with  reputations  tar- 
ihed  from  bankruptcy,  they  believe 
3y  must  undercut  the  majors  to  win 


'THIS  BUSINESS 
IS  INTENSELY, 
VIGOROUSLY, 
BITTERLY, 
SAVAGELY 


passengers.  Yet  Crandall  is  emphatic: 
"We  cannot  give  them  a  price  advan- 
tage." And  so  the  endless  price  wars  go 
on — until  one  or  more  carriers  destroy 
themselves. 

That  leads  many  to  fear  the  creation 
of  a  cozy  oligopoly.  Critics  point  to  the 
recent  settlement  of  a  price-fixing  case 
in  which  American,  United,  Delta,  and 
USAir  recently  agreed  to  pay  more  than 


$400  million  to  former  passengers. 
The  four  all  deny  the  charges, 
however. 

The  latest  fare  battles  have  di- 
minished the  prospects  of  survival 
for  such  weakened  airlines  as 
America  West  Airlines  Inc.  and 
TWA.  American  itself  may  be  at 
risk,  Crandall  warns — and  not  only 
because  of  low  fares.  Soaring 
costs  may  force  the  major  carriers 
to  take  drastic  steps.  "Let's  sup- 
pose the  next  two  or  three  years 
go  by — and  American  goes  bank- 
rupt. Delta  goes  bankrui)t,  and 
United  goes  bankrupt,"  he  says. 
"Now,  we're  all  bankrupt." 
'PREDATORY.'  That  Scenario  may 
sound  farfetched.  But  in  the  past 
two  years,  the  industry  has  bled 
an  astounding  $6  billion  in  red  ink. 
AMR  itself — with  revenues  of  $13 
billion  in  1991— has  lost  $280  mil- 
lion in  the  jiast  two  years.  And  the 
short-term  prospects  are  little  bet- 
ter. Thanks  in  part  to  the  recent 
fare  war,  for  which  some  hold 
American  responsible,  Crandall's 
airline  will  likely  suffer  a  loss  in 
1992.  Except  for  Southwest  Air- 
lines Co.,  none  of  the  major  carri- 
ers is  expected  to  turn  a  profit. 
Critics  say  Crandall  is  partly  to  blame. 
On  Apr.  9,  American  portrayed  its  new 
fare  structure  as  one  that  would  benefit 
the  entire  industry.  "Value  Pricing"  of- 
fered just  four  fares  for  any  route — 
instead  of  the  plethora  of  convoluted 
fares  that  had  become  so  frustrating  to 
travelers.  Corporate  discounts  were 
dropped.  And  American  lowered  coach 
fares  38'a — to  roughly  the  level  that 


1985  Crandall  becomes  chairman 
and  CEO.  Crandall  and  American 
sign  a  consent  decree  with  the  Jus- 
tice Dept.  to  settle  charges  of 
price-fixing  in  1982.  United  snaps 
up  Pan  Am's  Asian  routes.  Crandall 
later  regrets  failure  to  buy  those 
routes,  as  American  is  virtually  shut 


1989  Crandall  buys  East- 
ern's Latin  American 
routes  for  $470  million 


1991  Having 
lost  out  on  Pan 
Am's  London 
routes,  Ameri- 
can buys  three 
London  routes 
from  TWA  for 
$445  million 


AmericanAirlines' 

BRINGINGNMJJE  BACK  It)  AIR  TRAVEL' 
APRIl,  1992  American's  Value  Pric- 
ing plan  simplifies  fares  and  lowers 
coach  fares  as  much  as  38  %  .  Rival 
carriers  follow,  but  TWA  and  others 
grumble  the  plan  is  designed  to  kill 
weaker  carriers 

MAY,  1992  Responding 
to  Northwest's  2-for-l 
summer  promotion,  Cran- 
dall slashes  summer  ad- 
vance-purchase fares 
50%,  creating  a  blood- 
bath among  U.S.  carriers. 
Crandall  says  he  is  de- 
fending his  price  structure 

JUNE,  1992  Continental, 
America  West  sharehold- 
ers, and  Northwest  file 
suits,  accusing  American 
of  predatory  pricing 
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tlioso  on  corpDrate  discouiit-s  had  en- 
joyed. Simpler,  cheaper,  more  ecjuitable 
fares,  said  C'randall,  would  eventually 
stimulate  demand  and  increase  traffic 
on  all  carriers  that  adopted  the  new 
approach. 

But  many  saw  it  as  an  attack.  .Ameri- 
can was  tryintj  to  destroy  TWa's  niche 
tariretintr  fliers  who  could  not  5^et  dis- 
counts, said  T\v.\  Chairman  Carl  Icahn — 
who  promptly  undercut  .American.  "The 
whole  proijram  is  larjiely  })redatory," 
says  America  West's  CKO  Michael  J.  Con- 
way. Others  cite  as  evidence  Ameri- 
can's admission  that  it  would  take  a 
short-term  hit  from  the  new  fares. 

The  '■>{)'•  fare  cut  in  May 
blew  tlu>  controversy  sky- 
hi<rh.  The  debacle  be!;an 
when  Northwest  Airlines 
Inc.  announced  a  2-for-l  pro- 
motion. -American  saw  that 
as  a  challenije  to  its  new 
pricinir  scheme.  So  it  shot 
back  with  a  move  that 
matched  the  promotion 
while  preservintj  its  fare 
structure:  It  halved  iLs  sum- 
mer advance  fares.  The  re- 
sult: Carriei-s  countintr  on 
stronji  sunniier  sales  to  sus- 
tain them  throutrh  slower 
months  saw  their  revenues 
irointr  up  in  smoke.  Says  Ed- 
ward R.  Reauvais,  founder 
and  Chairman  of  .America 
West:  "What  we  have  here 
is  de  facto  regulation — with 
American  as  the  retrulator. 
They  set  the  price  and  pun- 
ish anyone  who  deviates."  In 
the  latest  twist.  .American  is 
seekiuii  to  raise  prices,  but 
not  as  much  as  some  weaker 
carriei-s  would  like. 
'CRAZY  WAY.'  To  othei-s.  the 
slunk  waves  are  merely  the 
natural  consequence  of  de- 
reiTidation.  "What's  happen- 
insr  now  is  a  U)-year  sweep." 
says  Elizabeth  Bailey,  a  for- 
mer member  of  the  Civil 
.Aeronautics  Board  and  now  professor  of 
public  policy  and  manaiiement  at  tJie 
Wharton  School.  "Those  in  trouble  are  in 
trouble  by  anil  large  because  they  lever- 
aged themselves  in  the  "SOs.  American 
didn't  leverage  itself  in  that  crazy  way." 

Even  so.  the  view  from  Crandall's 
cockpit  is  bleak.  Costs  are  rising  faster 
than  revenues,  and  he's  hard-pressed  to 
do  much  about  it.  Demand  is  soft.  Bank- 
rupt earriei-s  often  make  it  impossible  to 
raise  prices.  And  American  and  such  ma- 
jor rivals  as  United  Airlines  Inc.  and 
Delta  Air  Lines  Inc.  face  an  increasing 
threat  from  their  no-frills  competitor 
Southwest. 


While  a  dearth  of  venture  capitiil  or 
accommodating  bankers  lessens  the 
prospects  of  a  new  rash  of  low-cost  car- 
riei-s  talking  to  the  skies,  the  traveling 
public  is  imposing  its  own  marketplace 
discipline.  Leisure  travelers  and  a  grow- 
ing mmiber  of  business  travelers  won't 
pay  high  ticket  prices.  They're  opting 
instead  to  drive — or  stay  home. 

Crandall  has  no  choice  but  to  preach  a 
message  of  urgent  reform.  He  says 
American  and  the  industry  must  com- 
pletely rethink  the  way  they  do  business 
to  survive  in  the  ne.xt  century.  "We  will 
do  whatever  is  needed — however  dra- 
matic the  changes  mav  be."  American's 


■WHAT  WE  HAVE  HERE 

IS  DE  FACTO  REGULATION 

—WITH  AMERICAN  AS 

THE  REGULATOR. 

THEY  SET  THE  PRICE 

AND  PUNISH  ANYONE 

WHO  DEVIATES' 

Edward  Beauvais 
America  West 


■CRANDALL'S 

STRATEGY  IS 

CANNIBALISTIC. 

HIS  GOAL  IS 

TO  KILL 

THE  WEAK' 

Bernard  Attali 
Air  France 


\'alue  Pricing  is  just  the  fii-st  of  many 
things  to  put  what  Crandall  calls  value 
back  into  air  travel. 

A'et  other  than  a  simplified  fare  struc- 
ture and  a  stubborn  refusal  to  allow 
anyone  to  underprice  him.  Crandall  is 
uncharacteristically  vague  on  the  details. 
That  raises  the  question:  Has  Crandall's 
strategy  all  along  been  aimed  at  elimi- 
nating rivals  and  then  boosting  prices 
once  they  are  gone'.'  Crandall  argues 
that  the  bloodbath  never  would  have 
happened  if  other  airlines  hadn't  chal- 
lenged his  pricing  structure.  But  given 
the  pressures  his  rivals  faced,  how  could 
he  have  expected  them  to  stay  in  line'? 


"He  sees  himself  as  the  enforcer." 
plains  Northwest  CEO  John  H.  Das 
Northwest,  like  Continental,  has 
American  over  its  pricing  moves. 

Bob  Crandall  doesn't  cave  in  to  or 
just  because  they  make  a  lot  of  nc 
Take  the  recent  case  of  Cayman 
ways  Inc.  The  tiny  flag  carrier  of 
Cayman  Islands  recently  took  out  an 
vertisement  in  The  Wall  Street  Jour 
pleading  with  Crandall  to  discontinv 
second  flight  American  had  added  to 
island.  "How  are  we  to  explain  to 
children  that  an  airline  bearing  the  n 
of  the  only  country  which  the  aver 
Caymanian  admires  even  more  than 
own  Great  Britain  has  ta 
bread  out  of  their  mouti 
read  the  ad.  Robert  W.  1 
er.  American's  execu 
vice-president  for  op( 
tions,  says  the  flights  w 
authorized  by  the  islai 
government.  But  the  air 
has  no  intention  of  redu< 
its  service,  at  least  for  r 
■CRANDO.'  That  may  be  s 
dard  operating  procedur 
an  admittedly  cutthroat 
dustry.  Yet  CEOs  of  ol 
airlines  don't  get  open 
tei-s  pleading  for  mercy, 
just  that  Crandall's  leg( 
ary  tough-guy  image  inv 
such  tactics,  which  are 
tended  to  sway  public  o 
ion  against  him.  That  im 
IS  reinforced  by  tales 
company  video  in  wl 
Crandall,  wearing  can 
flage  and  face  paint, 
peared  as  '"Crando."  An 
is  that  relentlessness 
helped  turn  American  f 
an  also-ran  about  a  dec 
ago — when  he  was  f 
tapped  to  run  the  con 
ny — into  the  most  powe 
player  today. 

.A  graduate  of  Whai 
and  a  financial  man  be: 
climbing  to  the  top  rai 
Crandall  remains  a  voracious  consu 
of  statistical  data.  He  grills  lieutem 
every  Monday  on  details — from  on-t 
records  and  baggage  deliveries  to 
factoi-s  and  payroll  labor  houi-?; — "as! 
every  time:  "Are  we  doing  better  t 
our  competitoi'^'?" ""  says  one  former 
ecutive.  "If  you  haven't  done  your  ho 
work,  you  do  not  want  to  meet  with 
Crandall."  says  E.  Arnold  Menn.  a  1( 
time  acquaintance  of  Crandall's 
runs  an  executive  outplacement  fim 
Austin.  Tex. 

The  chain-smoking  Crandall's  inte 
driven  style  meshed  well  with  his  sti- 
g\-  for  American  throughout  the 
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gorous  expansion, 
•om  1983  to  19S« 
one,  Crandall 
Dwed  nearly  $7  bil- 
n  into  new  planes, 
ubling  the  size  of 
nerican's  fleet,  to 
8  aircraft,  and  beef- 
y  up  the  work  force 

817',  to  78,000  ern- 
)yees.  What  made 
at  possible  was  a 
vei  two-tier  wage 
ale  that  Crandall 
gineered  in  1988. 
>w  hires  were  paid 
rnificantly  less  than 
i  employees,  mak- 
j  growth  not  only 
sirable  but  also 
cessary:  The  larger 
nerican  grew,  the 
eaper  it  became  to  operate. 
•American  was  still  growing  at  full 
-ottle  when  the  economy  began  slow- 
f  in  1990.  And  as  troubled  carriers 
ch  as  TWA  and  Eastern  Air  Lines  Inc. 
•re  forced  to  sell  key  assets  in  their 
'orts  to  stay  aloft,  American  jumped 
to  grab  rich  foreign  routes.  Defenders 
y  American  had  no  way  to  see  the  gulf 
ir  and  recession  coming  and  that  it 
d  no  choice  but  to  snatch  growth  op- 
rtunities.  The  same  was  true  for  Unit- 

and  Delta,  which  were  buying  air- 
ift  and  foreign  routes  as  fast  as 
nerican  was.  "It's  fairly  remarkable 
It  it  took  several  years  of  huge 
;ses"  before  American  and  the  other 
!gacarriers  slowed  down,  says  analyst 

ilip  Baggaley  at  Standard  &  Poor's. 
(N  AND  HUNGRY?  Now,  Crandall  is  in 
unfamiliar  position  of  slamming  on 
i  brakes.  Last  November,  he  an- 
unced  an  $8  billion,  or  507",  cut  in 
nerican's  capital-spending  plan  over 
jr  years.  United  and  Delta  later  fol- 
ved  suit.  But  Crandall  is  talking  loud- 

than  anyone  else  about  slowing  down 
d  cutting  costs.  "What  the  public 
ints  is  affordable  transportation,"  he 
ys,  "and  that's  very  difficult  to  do  for 

raditional  airline." 

Crandall's  role  model  for  an  untradi- 
nal  airline:  Southwest.  The  si)unky 
■rier,  with  $1.3  billion  in  revenues  last 
ar,  has  been  the  most  consistently 
)fitable  over  the  past  decade.  Its  oper- 
ons  are  unlike  any  other  in  the  indus- 
Instead  of  a  hub-and-spoke  system, 
lies  point-to-point  short  trips — at  rock- 
ttom  fares.  If  you  fly  Southwest,  you 
t  a  cheap  ticket,  but  no  advance  board- 
i;  passes,  no  meals,  and  you  can't 
msfer  your  baggage  automatically  to 
other  carrier's  flight.  The  absence  of 
)se  services,  plus  an  extremely  pro- 
ctive  work  force,  give  Southwest  a 

i  irsome  437  cost  advantage  over  giant 

i  nerican. 


BLEAK  VIEW: 
AIRLINES  LOST 
$6  BILLION 
IN  '90  AND  '91 


:R  STORY 


Sniitiiw I'si  >l(]\v  but  steady  expan- 
sion from  its  home  base  in  Dallas  to 
Phoenix,  California  cities,  and  now  Chi- 
cago's Midway  Airport  worries  Crandall. 
Southwest  doesn't  target  the  long-dis- 
tance traveler  and  generally  uses  sec- 
ondary airports.  But  it  now  operates 
many  flights  as  long  as  two  hours,  and 
plenty  of  passengers  are  riding  succes- 
sive trips  on  Southwest  to  travel  great 
distances.  If  the  airline  continues  to  turn 
profits  while  megacarriers  lose  money, 
Crandall  worries  that  "Southwest  will  be 
as  big  as  we  are." 

Crandall  says  he  wants  to  imitate 
Southwest  in  many  j)arts  of  the  country. 


AMERICAN'S  COSTS  ARE 
OVERTAKING  REVENUES. 


REVENUES  COLLECTED 


OPERATING  COSTS 


i. 


FOUR-QUARTER  MOVING  AVERAGE 


'88  '89  '90  '91  '92* 

A  CENTS  PER  AVAILABLE  SEAT  MILE 

...FUELING  LOSSES  AND 
THREATENING  MORE 

200 


NET  INCOME 

100^ — ^  

0  '^^^"^^^'''^^^'^^^ 

W  fl 

■200  J* 

-300  i  I   .   I   I  I  I 

'88  '89  '90  '91  '92' 


■200 


-300 


A  MILLIONS  OF  DOLURS 

DATA:  AVMARK  INC,  COMPANY  REPORTS 


•SECOND  QUARTER  ESTIMATES 


possibly  with  a  whole 
new  operation.  But 
even  he  admits  that 
that's  easier  said 
than  done.  Eliminat- 
ing advance  boarding 
passes,  for  example, 
doesn't  erase  such 
overhead  as  the  com- 
puter systems  and 
the  programmers 
needed  to  support  the 
rest  of  American's 
operations. 

American's  manag- 
ers fear  that  a  no- 
frills  product,  even 
under  a  separate 
brand  name,  could 
tarnish  the  image  of 
its  regular  service. 
So  concerned  is  Bak- 
er, the  operations  head,  that  he  spent  a 
recent  Saturday  afternoon  at  the  Rich- 
ardson (Tex.)  library  studying  Coca-Cola 
Co.'s  disastrous  launch  of  New  Coke  in 
1985.  "They  disenfranchised  their  most 
loyal  customers,"  says  Baker,  who  wor- 
ries that  American,  which  built  a  reputa- 
tion for  excellent  full-line  service,  could 
do  the  same  if  it's  not  careful. 

So  far,  Crandall's  moves  in  that  direc- 
tion have  been  experimental.  American 
has  eliminated  meals  on  many  short 
flights,  as  has  rival  TWA,  to  try  to  dent 
its  $700  million-a-year  food  budget.  On 
longer  flights  that  aren't  at  mealtimes, 
American  discovered  passengers  merely 
want  a  diversion,  and  not  necessarily  a 
meal.  The  solution:  food  as  a  toy,  or 
"FAAT,"  which  means  handing  out  such 
goodies  as  granola  bars  or  crackers.  And 
American  is  replacing  beef  with  chicken 
entrees  on  many  flights,  for  a  saving  of 
$470,000  annual'ly. 

JURY  IS  OUT.  Yet  even  if  Crandall  makes 
headway  in  emulating  Southwest,  it 
won't  be  enough.  Crandall  warns  he  may 
surrender  in  some  markets  and  close 
some  of  American's  seven  hubs.  High  on 
the  hit  list:  Nashville,  Raleigh-Durham, 
N.  C,  and  San  Jose,  Calif.  Travel  pat- 
terns on  the  East  Coast  have  changed, 
American  executives  say,  since  the  air- 
line first  planned  the  operations  in  Nash-^ 
ville  and  Raleigh. 

They're  also  experimenting  with  new 
ways  of  organizing  flights  at  those 
hubs,  but  the  jury  is  still  out.  San  Jo.se, 
which  mostly  handles  intra-California 
traffic,  has  been  particularly  hard-hit  by 
Southwest's  successful  expansion.  "Pric- 
ing in  California  is  now  being  set  by 
Southwest,"  says  Donald  J.  Carty, 
American's  executive  vice-president 
for  finance  and  planning.  "Tlie  ques- 
tion is,  can  we  ever  make  money  in  that 
business?" 

The  question  is,  can  American  make 
money  anywhere  if  it  doesn't  get  its 


BUSINESS  WEEK/JULY  6,  1992  S3 


fares  more  in  line  witii  its  growing 
costs?  Chief  among  Crandall's  problems: 
labor.  Payroll  and  benefits  now  account 
for  one-third  of  American's  expenses — 
and  are  likely  to  go  higher.  Restive 
union  leaders,  who  note  that  American 
still  enjoys  a  labor  cost  advantage  over 
major  competitors,  will  undoubtedly  de- 
mand a  bigger  share  of  the  pie. 

After  especially  bitter  negotiations  in 
1990,  American  agreed  to  a  labor  con- 
tract that  will  give  the  average  pilot  a 
pay  increase  of  14'/  in  each  of  the  com- 
ing two  years.  And  benefits  are  rising 
even  faster  than  wages.  American  ar- 
gues that  it  is  being  held  hostage:  No 
airline  can  afford  a  strike.  Analysts 
warn  that  as  the  industry  consolidates, 
the  balance  of  power  will  continue  to 
shift  in  labor's  favor. 
EXTINCTION?  Meanwhile,  weaker  carriers 
aren't  going  anywhere  very  fast.  Ameri- 
ca West  may  not  survive,  some  observ- 
ers say.  But  TWA  could  hang  on  a  few 
more  years.  Continental,  with  solid 
routes  and  strong  hubs,  may  well 
emerge  from  bankruptcy  with  lower 


costs  and  leaner  operations.  If  it  does,  it 
can  use  its  advantage  to  challenge 
American  with  lower  fares.  "The  Big 
Three  [American,  United,  and  Delta] 
may  turn  out  to  be  dinosaurs,"  says 
TW.4's  Icahn. 

Extinction  may  not  be  imminent,  but 
pressures  are  mounting.  American's  cost 
of  renting  airport  space  rose  20%  last 
year.  With  85'/  of  all  tickets  booked  by 
travel  agents,  up  from  50'a  a  decade 
ago,  commissions  have  mushroomed. 
Fuel  prices,  always  unpredictable,  have 
been  ticking  up.  Add  to  that  the  cost  of 
new  government  regulations — covering 
everything  from  noise  control  to  mainte- 
nance to  drug  testing — and  there  seems 
to  be  no  relief  in  sight.  "United,  Ameri- 
can, and  Delta  are  going  to  have  to  fig- 
ure out  ways  of  lowering  their  seat-mile 
costs  or  get  out  of  town,"  says  Michael 
J.  Boyd  of  Aviation  Systems  Research 
Corp.  in  Golden,  Colo. 

Crandall  had  banked  on  growth  over- 
seas, but  that  arena  holds  decidedly 
mixed  prospects.  Latin  America  does 
show  great  promise.  Two  years  ago, 


American  nearly  tripled  the  size  oft 
operations  there  with  the  $470  milw 
purchase  of  Eastern's  Latin  routes!' 
has  since  plowed  nearly  $100  million  t( 
developing  the  market,  with  good  e 
suits.  American  has  become  the  N 
carrier  in  the  region,  with  a  507^'  sli  t 
and  is  aggressively  gaining  share  IH 
local  carriers.  United,  which  bought 
American  World  Airways'  Latin  mi 
last  year,  has  not  made  nearly  as  sigi 
cant  inroads. 

CHINA-SHOP  BULL.  But  Strong  protect 
ist  sentiments  in  Europe  have  c1<hi 
prospects  in  that  important  market. 
Crandall  has  been  virtually  locked  oi. 
the  Pacific,  too.  It's  partly  his  ■ 
fault — for  failing  to  go  after  Pan  .\ 
Pacific  routes  when  they  were  on 
block  in  1985.  While  Crandall  called  1 1 
too  expensive,  United  snatched 
routes  for  $750  million.  But  CraiH 
who  has  since  conceded  that  the  deci 
was  a  mistake,  blames  the  Japanese 
part  for  keeping  their  markets  so  ti.i^ ' 
controlled. 

Crandall  saves  most  of  his  ii-e  for 


THE  YANKEE  INVASION  HAS 
FOREIGN  CARRIERS  RUNNING  FOR  COVER 


Tensions  are  mounting  in  the  inter- 
national skies.  With  the  gulf  war 
safely  past  and  the  U.  S.  economy 
perking  up,  hordes  of  Americans  are 
heading  across  the  Atlantic  this  summer. 
Airlines  are  boosting  flights  to  London 
by  12%  and  to  Paris  by  30%.  That's  good 
news  for  the  tourist  industry — but  a 
nightmare  for  Old  World  airlines.  Out  to 
win  bigger  shares  of  transatlantic  travel, 
feisty  U.  S.  carriers  are  slashing  prices 
and  fighting  for  market  share,  causing 
most  European  airlines  to  lose  money  in 
this  once-lucrative  market. 

European  carriers  worry  that  this  sum- 
mer's dogfight  is  just  a  foretaste  of 
what's  in  store.  Because  deregulation  led 
them  to  slash  costs,  U.  S.  airlines  are  in 
better  fighting  trim  than  the  protected 
foreign  carriers.  The  European  Commu- 
nity itself  has  just  taken  a  major  step 
toward  opening  its  skies — at  least  among 
member  airlines.  But  for  now,  big,  savvy 
American  Airlines  Inc. — whose  fleet  has 
as  many 'jets  as  British  Airways,  Luft- 
hansa, and  Air  France  put  together — es- 
pecially frightens  the  Europeans.  Chief 
Executive  Robert  L.  Crandall  "must  be 
thinking:  'We've  done  it  in  the  U.  S.  Now, 
we'll  export  our  knowhow,'  "  says  Robert 
Esperoux.  head  of  air  transport  at 
France's  aviation  agency. 


Esperoux  and  other  Europeans  are  de- 
termined to  block  the  U.  S.  onslaught.  So 
they're  taking  the  air  war  behind  diplo- 
matic closed  doors.  France  has  re- 
nounced decades-old  air  treaties  with  the 
U.  S.  that  it  considers  too  liberal.  And 
Germany  may  soon  do  the  same.  They 
aim  to  negotiate  tougher  deals.  Italy,  too, 
seeks  to  limit  U.  S.  flights.  Talks  that 
broke  off  recently  are  to  resume  in  the 
fall — and  Alitalia  Chairman  Giovanni  Bi- 
signani  promises  Italy  will  get  just  as 
tough  as  France  and  Germany. 
'WACKO.'  Such  sentiments  are  terrible 
news  for  U.  S.  airlines.  With  markets 
growing  slowly  at  home,  they've  been 
looking  abroad  for  growth.  New  treaties 
could  be  more  restrictive  and  could  set 


FREQUENT 
FLIERS 

U.S.  airlines  have 
the  lion's  share  of 
passenger  capacity 
on  most  routes 
between  the  U.S. 
and  overseas 

ESTIMATES  AS  OF  JUNE,  1992 
DATA:  AVMARK  INC 


worrisome  precedents  for  othei- 
tied  countries.  Canada,  in  curren 
ations  to  expand  air  traffic  \' 
U.  S.,  is  pushing  to  give  its  can 
advantage  in  opening  new  roiii 
Japan  resents  the  "fifth-freedom 
enjoyed  by  United  Airlines,  Ni 
Airlines,  and  F'ederal  Express,  \\ 
them  haul  passengers  and  can 
Japan  to  other  Asian  destination 
American's  Crandall  says  hi. 
anticipated  such  protectioni- 
beefed  up  its  European  presem 
late  1980s.  Roughly  267"  of  its  r 
will  come  from  overseas  in  111! 
pared  with  just  12%  in  1988.  i;. 
American  is  being  forced  to  sea 
U.S.  negotiators,  trying  to  ten 
heat  in  recent  months,  have  d 
airlines  to  limit  capacity  to  Fra 
Germany  this  summer.  And 
now  says  earlier  plans  to  boost  s' 
France  next  summer  will  proba 
to  be  scotched.  "It's  a  wacko  thii 
when  the  French  sacrifice  their 


FRANCE 
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ite  Dept.  and  Transpor- 
;ion  Dept.,  which  he 
ims  are  too  timid  to  de- 
id  U.  S.  carriers.  He  is 
gered  by  Washiiifiton's 
lure  to  insist  that  for- 
•n  governments  uphold 
;ir  treaties.  "Now,  if  I 
.s  running  the  State 
pt.,  I'd  say:  'Have  at 
n,  boys.  Fly!'  "  says 
andall.  Such  bluster 
3S  not  always  help  his 
je  in  Washington.  "I 
nk  it  diminishes  his  ef- 
•tiveness,"  says  a  Wash- 
;ton  representative  for 
competing  airline.  "A 
11  in  the  china  shop 
isn't  sell  well  here." 
}lobal  alliances  might  smooth  the  way 
jrseas.  American  is  now  in  talks  with 
nadian  Airlines  International,  Cana- 
s  second-largest  carrier,  about  an  alli- 
;e  in  which  American  would  pay 
ighly  $170  million  for  a  257"  stake  in 
The  deal  would  include  a  potentially 
rative  arrangement  for  American  to 
)vide  computer  services,  and  a  mar- 


'THE  BIG  THREE 
[AMERICAN, 
UNITED,  AND 
DELTA]  MAY  T 


keting  plan  that  would  further  enhance 
American's  role  as  North  America's 
largest  carrier.  Another  lure:  Crandall 
would  get  access  to  Canadian's  Pacific 
routes.  If  the  deal  goes  through,  it 
would  be  the  largest  alliance  American 
has  ever  reached  with  a  foreign  airline. 

Yet  strength  abroad  won't  mean  much 
unless  Crandall  can  find  a  way  to  fix  his 


prot)lems  at  home.  He 
must  boost  revenues  and 
lower  costs  to  earn  re- 
spectable returns  for 
shareholders.  The  last 
time  American  delivered 
what  Crandall  calls  ade- 
((uate  return  on  equity 
was  1988— with  167  .  He  is 
trying  mightily  to  achieve 
it  again,  but  he  is  taking 
American  and  the  rest  of 
the  industry  into  unchart- 
ed territory  to  get  there. 
Yet  whether  Crandall  is  to 
blame  for  the  havoc  in  the 
skies — or  whether  what 
has  happened  is  the  result 
of  deregulation — may  no 
longer  matter.  The  com- 
petitive forces  unleashed  by  deregula- 
tion and  Crandall's  own  tactics  are  re- 
shaping the  industry.  Now,  he  and  his 
rivals  must  deal  with  a  whole  new  set  of 
problems,  the  solutions  for  which  they 
have  not  yet  found. 

By  Wendy  Zclliicr  ni  D<tU<is  and  Ai/drca 
Rothutan  in  New  York,  with  Eric  Sr/iii/c  in 
Los  Angeles  and  bureau  reports 


ies  for  the  sake  of  their  airlines," 
5  Crandall.  "European  airlines 
do  not  want  competition." 
jeans  deny  that.  They  claim  to 
■otection  only  until  they,  too,  have 
ughened  by  deregulation.  The  EC 
leregulating  gradually  in  the  late 
)n  June  22,  EC  countries  agreed  to 
t  steps,  starting  in  January,  1993: 
.  will  get  greater  fare-setting 
n  and  rights  to  fly  domestic 
inside  EC  countries  other  than 
vn.  Growing  competition  will  un- 
lly  mean  a  U.  S.-style  consolida- 
Europe's  80  airlines — and  perhaps 
liances  with  U.  S.  carriers,  as  the 
ins  do  everything  they  can  to 
advantage. 

ig  as  shaky  Pan  American  World 
s  Inc.  and  Trans  World  Airlines 
re  the  main  U.  S.  rivals,  Europe- 
n't  worry.  But  stronger  contend- 
e  moved  in — and  there  are  more 
I.  In  1986,  only  two  American  car- 
3w  to  France;  now,  eight  do.  Air 


France's  share  of  the  U.  S.-to-France 
market  has  fallen  from  50%'  a  decade  ago 
to  less  than  307"  today. 

The  Americans  have  unfair  advan- 
tages, in  the  European  view.  Strong  U.  S. 
hub-and-spoke  systems  feed  Atlantic 
routes.  With  smaller  domestic  demo- 
graphic bases,  building  hubs  has  not 
been  a  viable  strategy  for  European  car- 
riers. Now,  United  Airlines  Inc.  and  Del- 
ta Air  Lines  Inc.  are  building  hubs  in 
Europe.  But  the  Europeans  can't  do  that 
in  the  sprawling  U.  S.  market,  where 
they  are  barred  from  hauling  passengers 
domestically. 

JOINT  TREATY?  "We're  only  asking  for 
equal  opportunity,"  says  Lufthansa  CEO 
Jiirgen  Weber.  Germany  wants  a  guar- 
anteed 407  market  share  for  German 
carriers  across  the  Atlantic  and  a  reduc- 
tion in  U.  S.  "beyond"  rights  from  Ger- 
many to  other  countries.  The  latter 
would  hurt  Delta,  which  bought  Pan 
Am's  North  Atlantic  system  last  year — 
largely  to  gain  unlimited  rights  through 


Frankfurt.  It  now  operates  a  major  hub 
there.  Germany  also  wants  limits  on  air- 
lines operating  under  Chapter  11.  France 
wants  similar  measures,  plus  a  cap  on 
the  number  of  U.  S.  airlines — something- 
Britain  won  15  years  ago.  The  French 
claim  that  has  helped  British  Airways 
PLC  stay  in  the  l)lack  in  recent  years. 
Most  other  EC  carriers  are  losing  money. 

Instead  of  pressing  such  demands  sep- 
arately, Europe's  governments  should 
negotiate  a  joint  treaty  with  the  U.  S., 
say  EC  officials.  Although  that  may  hap- 
pen one  day,  European  nations  are  still 
too  far  apart.  The  free-market  British 
and  Dutch  want  totally  open  skies,  while 
most  other  countries  cling  to  protection. 

Over  the  long  haul,  glolwilization  is  "an 
economic  trend  that  can't  be  reversed," 
says  Cyril  Murphy,  vice-president  for  in- 
ternational affairs  at  United.  But  for  the 
next  few  years,  U.  S.  carriers  may  have 
to  scale  back  their  ambitions. 

By  Stewart  Toy  in  Paris,  with  Seth  Payne 
in  Washington  and  bureau  reports 
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'IT'S  LIKE  BEING  ON 
THE  EDGE  OF  A  PRECIPICE' 

Home-equity  loans  ai'e  making  many  borrowers,  regulators — and  even  some  banks — nervous 


When  Carol  and  Daniel  Tha- 
limer  found  bankers  unwilling 
to  provide  them  with  a  small- 
business  loan  to  expand  their  travel 
agency  several  years  ago,  the  couple 
turned  to  the  next  biggest  source  of 
cash  they  could  think  of — their  home. 
The  four-bedroom  house  in  Roswell,  Ga., 
an  upscale  suburb  north  of  Atlanta,  had 
appreciated  36''  o\  er  the  years  and  was 
worth  $136,000.  Bankers  didn't  hesitate 
to  advance  the  Thalimers  a  home-equitv 
loan  of  §45,000. 

Nowadays,  the  Thalimers,  and  many 
other  families,  have  come  to  regard  their 
home-equity  loan  with  very  mi.xed  feel- 
ings. After  selling  the  travel  agency  in 
198'«;.  the  Thalimers  didn't  have  enough 


money  to  pay  off  the  loan.  And  with 
their  income  reduced  now  that  Carol  is  a 
free-lance  writer  while  Daniel  writes 
user  manuals  for  a  computer  software 
company,  it's  a  struggle  to  come  up  with 
the  monthly  8525  for  the  first  mortgage 
and  the  additional  S725  for  the  home- 
equity  loan.  Recently,  they  turned  to  a 
debt  counselor  for  help.  "It's  like  being 
on  the  edge  of  a  precipice."  says  Carol. 
"If  anything  goes  wrong,  or  any  unex- 
pected expenses  pop  up.  it's  all  over. 
We'll  lose  the  hou.se." 

Spurred  by  the  1986  Tax  Reform  Act, 
home-equity  loans  are  widely  regarded 
as  a  great  deal  for  banks  and  borrowers. 
Although  Congress  phased  out  interest 
deductions  on  most  consumer  credit,  in- 


terest on  home-equity  loans  remains 
ductible.  For  popular  home-equity 
of  credit,  or  HELs,  interest  on  bon 
ings  of  up  to  $100,000  is  deductible, 
the  cash  can  be  used  for  any  purp 
from  auto  purchases  to  vacations.  G: 
ing  at  an  average  annual  pace  of 
balances  on  revolving  HELs  stood  a 
estimated  S132  billion  at  the  end  of  1 
In  all,  second  mortgage  debt  tot 
.S3.57  billion. 
NO  NEST  EGG.  Yet  it's  becoming  incr 
ingly  clear  that  the  home-equity  pher 
enon  has  an  ominously  dark  side- 
both  lenders  and  borrowers.  Altho 
delinquency  rates  remain  low,  thousj 
of  families  like  the  Thalimers  maj 
barely  keeping  up  their  loan  paym( 
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»bt  counseling  services  in  various  re- 
ons  say  consumers  with  home-equity 
ins  have  begun  showing  up  in  greater 
iml)ers. 

Tliis  could  prove  troublesome  to  the 
ready  sputtering  recovery.  It  was 
dely  believed  that  consumers  were  re- 
icing  debt  levels.  And  once  they  were 
better  financial  strength,  households 
)uld  spend  more,  giving  a  badly  need- 
boost  to  the  economy.  But  Robert  W. 
hnson,  senior  research  associate  at 
irdue  University's  Credit  Research 
nter,  believes  the  improvement  in  con- 
mer  balance  sheets  may  be  exaggerat- 
,  in  part  because  of  the  use  of  home- 
uity  loans.  "I  think  consumers  are 
;rely  changing  the  form  of  the  credit 
iy  use,"  he  .says. 

Critics,  further,  have  begun  question- 
r  the  long-term  wisdom  of  loading 
)re  and  more  debt  on  the  U.  S.  fam- 
's  biggest  asset.  Homeowners  con- 
)lled  nearly  107'  of  the  equity  in  their 
uses  in  1983.  But  owing  to  a  combina- 
n  of  falling  real  estate  values  and  in- 
;ased  mortgage  borrowing,  that  own- 
;hip  was  down  to  55%'  by  1991  (table), 
hose  houses  won't  be  there  as  a  nest 
g  for  retirement,"  says  economist  A. 
.ry  Shilling. 

Lenders  also  have  good  reason  to  wor- 
"It's  conceivable  that  banks  are  hold- 
l  loans  for  more  than  what  the  house 
worth,"  says  Federal  Reserve  Gover- 
r  John  P.  La  Ware.  Banks  and  regula- 
•s,  who  used  to  regard  home-equity 
ins  as  impeccably  safe,  are  starting  to 
ce  a  much  closer  look  at  collateral  val- 
s.  Lenders  may  eventually  have  to  re- 
^otiate  terms  on  many  existing  loans. 
Despite  these  concerns,  home-equity 
.ns,  chiefly  HELs,  remain  wildly  popu- 


lar. Michael  Roy,  who  oversees  home- 
ecjuity  lending  for  San  Francisco-based 
First  Nationwide  Bank,  a  subsidiary  of 
Ford  Motor  Co.,  says  these  loans  are 
running  80%  above  last  year's  volume. 
"The  home-equity  line  is  the  product  of 
choice,"  he  says. 

Lenders  are  hawking  HELs  at  variable 
rates  of  just  1.5  to  2  percentage  points 
over  prime,  and  promot- 
ing new  uses.  Nations- 
Bank Corp.  in  Char- 
lotte, N.  C,  is  planning 
to  expand  a  "Tax 
Smart"  auto  loan  se- 
cured by  a  lien  on  the 
borrowers'  home.  Only 
28%  of  borrowers  used 
their  HELs  for  home  im- 
provement in  1991,  ac- 
cording to  the  Consum- 
er Bankers  Assn. 

The  anemic  economy 
has  set  many  experts  to 
thinking  whether  home- 
equity  loans  are  far  less 
secure  than  popularly 


HOME-EQUITY  LINES 
OF  CREDIT  TOTAL 
$132  BILLION— AND 
MUCH  OF  THAT  HAS 
BEEN  USED  NOT  FOR 
HOME  IMPROVEMENT 
OR  EDUCATION  BUT 
FOR  CARS,  BOATS, 
AND  VACATIONS 


believed.  "I've  heard  of  isolated  inci- 
dents where  people  use  their  home-equi- 
ty line  as  a  form  of  unemployment  insur- 
ance," says  the  Fed's  LaWare. 

Fueling  the  suspicion  that  trouble  is 
brewing  is  the  lack  of  hard  facts  on 
HELS.  The  Federal  Deposit  Insurance 
Corp.  began  tracking  HEL  delinquencies 
only  last  year.  At  the  Fed,  most  data  on 
HELS  are  lumped  into  overall  mortgage 
figures.  "It's  hard  to  get  good  num- 
bers," says  economist  David  Wyss  of 
DRi/McGraw-Hill.  "Even  the  banks  don't 
track  them  as  closely  as  we  would  like." 

As  a  result,  the  official  figures  show- 
ing low  delinquency  rates  on  home-equi- 


ty loans  are  being  questioned.  Many 
HELs  have  easy  payment  terms.  Some 
require  minimum  monthly  payments  as 
low  as  $100.  "What  worries  me,"  Wyss 
says,  "is  that  people  may  be  using  their 
lines  just  to  pay  their  interest." 

Problems  have  already  begun  to  crop 
up  in  certain  regions,  such  as  the  hard- 
pressed  Northeast,  which  accounts  for 
38%  of  HEI,  balances  at 
banks.  First-quarter  de- 
linquencies at  Provi- 
dence-based Fleet/Nor- 
star  Financial  Group 
Inc.  were  running  at  5% 
on  fixed-rate  second 
mortgages  and  2.5%  on 
HELs — more  than  twice 
the  national  norm.  Fleet 
believes  its  problems 
have  peaked.  In  Califor- 
nia, Citicorp  says  delin- 
quencies stand  at  2.6%. 
Citi  says  its  portfolio  is 
still  performing  well, 
but  the  bank  has  begun 
drive-by  appraisals  to 


check  on  home  values  and  annual  loan 
reviews  on  some  accounts.  And  David  A. 
Brooks,  head  of  Citi's  West  Coast  con- 
sumer lending  operation,  confesses  to 
some  trepidation.  "The  big  unknowns 
are  how  long  the  recession  will  last  and 
what  will  happen  to  real  estate  values," 
he  says. 

STUBBORN.  Even  if  the  recovery  gains 
steam,  home-equity  loan  problems  could 
fester.  Unemployment,  especially  among 
white-collar  workers,  the  biggest  HEL  us- 
ers, will  likely  remain  stubbornly  high. 
Moreover,  it  takes  time  for  the  benefits 
of  any  economic  expansion  to  filter  down 
to  households.  After  the  1982  recession. 


TROUBLE  AHEAD  fOR  BANKS  AND  BORROWERS? 


HOME  EQUITY  LIKES 
SEEM  SAFE  SO  FAR... 


...BUT  LOAN  VOLUME 
IS  SOARING... 


...WHILE  HOMEOWNER 
EQUITY  IS  PLUMMETING 
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sec()nd-m(jri^'a<j,'e  delinquencies  didn't 
peai<  until  1985.  Because  home-equity 
lines  are  a  relatively  new  product,  econo- 
mists aren't  sure  how  delintiuency  rates 
will  run.  Says  Susan  Sterne  of  Economic 
Analysis  Associates  in  Stowe,  Vt., 
"What  will  happen'? 
It's  a  big  question." 

Especially  vulnera- 
ble are  consumers 
who  use  HEI.s  for 
debt  consolidation,  to 
pay  off  expensive 
credit  card  and  auto 
loans.  True,  that  re- 
duces their  interest 
tab.  Unfortunately, 
many  homeowners 
don't  have  enough 
discipline  to  restrain 
their  buying  habits. 
Before  long,  debt 
counselors  say,  they 
are  out  using  their 
credit  cards  again.  "Based  on  our  experi- 
ence, fully  75''  of  all  people  who  use 
their  home  value  for  debt-consolidation 
loans  find  themselves  twice  as  indebted 
within  two  years,"  says  Katie  M.  Shern, 
education  director  for  the  Consumer 
Credit  Counseling  Service  of  North 
Georgia. 

Perhaps  a  more  pressing  concern  to 
regulators  is  the  value  of  the  collateral 
securing  home-equity  loans.  Over  the 
past  couple  of  years,  lenders  have  tight- 
ened stiindards.  But  in  the  competitive 
frenzy  of  the  late  1980s,  when  a  collapse 
of  real  estate  prices  seemed  inconceiv- 
able, bankers  relaxed  limits  on  the 
amount  of  money  they  were  willing  to 
advance.  Loan  amounts,  including  the 
first  mortgage,  often  equaled  85''  of  the 
value  of  a  borrower's  home,  leaving  a 
thin  15'J  equity  cushion.  But  that  mar- 
gin has  vanished  for  many  homes,  espe- 
cially expensive  ones. 
A  CRACKDOWN?  To  forest^ill  the  possibili- 
ty that  home-equity  loans  may  become 
yet  another  in  a  long  string  of  lending 
disasters,  regulators  have  stepped  up 
pressure  on  bankers  to  review  their 
portfolios.  Attorney  Charles  F.  Byrd,  a 
specialist  in  regulatory  law.  predicts  a 
more  vigorous  crackdown.  Ultimately, 
he  believes  bankers  may  be  forced  to 
restructure  terms  with  many  homeown- 
ers whose  houses  have  significantly 
dropped  in  value  or  whose  income  has 
dwindled.  Some  lines  could  be  curtailed. 

While  that  may  put  bank  balance 
sheets  in  order,  household  balance 
sheets  may  continue  to  weaken.  For  sev- 
eral generations,  home  ownership  has 
been  a  form  of  forced  saving.  Retirees 
could  support  themselves  by  cashing  in 
on  the  steady  appreciation  of  the  value 
of  their  homes.  But  the  continued 


AGAINST  THE  GRAIN:  TEXAS'  DANBURG 
FIGHTS  A  BAN  ON  HOME-EQUITY  LOANS 


growth  of  home-equity  borrowing — cou- 
pled with,  at  best,  moderate  gains  in 
home  prices  for  the  rest  of  the  decade — 
could  mean  continued  shrinkage  in  Baby 
Boomers'  equity  stake  in  their  homes. 
Signs  of  that  loss  of  wealth  are  already 
visible.  Many  home-, 
owners  can't  afford 
to  trade  up  to  larger 
homes  because  they 
lack  sufficient  equity 
for  a  downpayment. 
In  some  regions, 
home-equity  loans 
■'have  tended  to 
freeze  people  in 
place,"  says  John  A. 
Tuccillo,  the  chief 
economist  for  the 
National  Association 
of  Realtors. 

Growing  signs  of 
the  worrisome  draw- 
backs of  home-equity 
loans  have  provoked  debate  over  curbs. 
Some  consumer  advocates  say  using  tax- 
deductible  HELs  to  buy  cars  or  take  va- 
cations defeats  the  1986  Tax  Reform 
Act's  goal  of  eliminating  interest  deduc- 
tions on  consumer  loans  except  for  home 
mortgages.  Congress,  too,  is  concerned. 


And  it  discriminates  against  people  w 
don't  own  homes.  By  September,  i 
General  Accounting  Office  is  due  b  1 1 
lease  an  extensive  study  on  how  hi  >  t 
equity  loans  are  used  and  how  mucli 
revenue  they  cost. 

Still,  don't  expect  any  reform  dur 
the  current  election  year,  and  poss 
beyond.  Limiting  deductibiliy  for  taxj 
ers  is  fraught  with  political  peril.  S( 
advocates  of  home-equity  loans  also 
the  government  has  no  right  to  tell  ( 
sumers  how  to  use  the  value  locked 
in  their  homes.  "They  should  be  abk 
access  that  equity  based  on  their  nee( 
says  Debra  Danburg,  a  member  of 
Texas  legislature.  Danburg  is  leadin 
campaign  to  change  provisions  in 
Texas  constitution  that  limit  the  us( 
home-equity   loans   to   home  impn 
ments  and  tax  payments. 

Still,  the  final  solution  doesn't  lie  v 
lawmakers,  or  for  that  matter,  bank 
In  the  end,  the  question  is  whet 
homeowners  will  be  able  to  discip 
themselves  and  do  a  better  job  of  ] 
tecting  their  most  valuable  asset. 

By  John  Meehan  in  New  York,  trith  A 
McXamee  in  Washington,  Chuck  Hawi 
in  Atlanta.  Alice  Cujieo  in  San  Franci 
and  bureau  reports 


MARKETS  I 


WALL  STREET'S 
GREAT  PR  WAR 


NASDAQ  and  the  N\'SE  take  the  battle  for  investors  to  the  ain\^a\ 


o 


n  Wall  Street,  appearances  can 
lie  misleading.  Take  the  New 
York  Stock  Exchange.  That  89- 
year-old,  faux-Roman  temple  at  Broad 
and  Wall  seems  to  be,  well,  a  place  to 
trade  stocks.  But  "it's  not  just  a  place," 
the  NYSE  is  pointing  out  in  its  new  T\' 
commercials,  it's  "a  way  of  doing  busi- 
ness." XASDAQ,  meanwhile,  is  fighting 
a  persistent  rumor  that  it  is  the  comput- 
erized trading  system  for  over-the- 
counter  stocks.  OTC  stocks?  Heaven  for- 
bid: x.^SD.AQ  is  "The  Stock  Market  for 
the  Next  100  Years." 

Silly?  No — it  only  seems  that  way.  In 
fact,  such  semantic  posturing  is  serious 
business  to  the  Big  Board  and  archrival 
NASDAQ,  the  stock-trading  system  oper- 
ated by  the  National  Association  of  Se- 
curities Dealers  (XASD)  in  Washington. 
XASDAQ  and  the  Big  Board  are  in  a 
war — and  not  only  a  competition — for 
listings  that  has  seen  the  NYSE  make 
significant  strides  in  recent  years.  The 


two  rivals  are  also  intensifying 
struggle  against  a  less  tangible  eiv 
what  they  contend  to  be  unfair  p 
perceptions. 

MISUNDERSTOOD.  It's  a  battle  that  - 
ing  fought  in  the  trenches  of  the  ii; 
ment  world — newspaper  stock  tab  - 
as  well  as  over  the  airwaves.  T  • 
recently  began  broadcast  au . . 
ments  for  the  first  time  in  its  his 
aimed  at  showing,  among  other  tlr 
that  the  NYSE  is  as  high-tech  as  NAS 
Meanwhile,  N.^SDAQ  is  striving  to  S]> 
the  word  that,  among  other  things, 
as  respectable  as  the  NYSE — and  it 
gone  so  far  as  to  jawbone  brokerage 
abandon  the  term  "over-the-couii' 
which  NASDAQ  abhors. 

Both  NASDAQ  and  the  NYSE  agn  - 
one  thing:  They  are  terribly  misui 
stood.  "I  think  there's  a  real  lac' 
knowledge  out  there  about  auction  : 
kets  and  dealer  markets  and  the  di 
ences  between  the  two,"  complains 
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'I  THINK  THERE'S  A 
REAL  LACK  OF 
KNOWLEDGE  OUT 
THERE  ABOUT 
AUCTION  MARKETS 
AND  DEALER  MARKETS 
AND  THE  DIFFERENCES 
BETWEEN  THE  TWO' 

WILLIAM  DONALDSON 

CHAIRMAN,  NYSE 


mi  Chairman  William  H.  Donaldson. 
3ry  few  people  know  what  [the  NYSI-;] 
other  than  a  building  in  New  York." 
d  if  NASDAQ  has  its  way,  that's  about 
anyone  would  ever  want  to  know, 
jerts  NASDAQ  President  Joseph  R. 
rdiman:  "We  are  clearly  positioning 
NASDAQ  National  Market  System  to 
a  viable  competitive  alternative  to  the 
w  York  Stock  Exchange." 
'he  NYSE's  radio  and  TV  ads  are,  the- 
tically  at  least,  similar  to  the  NASDAQ 
imercials  that  introduced  the  slogan 
le  Stock  Market  for  the  Next  100 
irs."  But  the  NYSE  ads  note  that  it 

a  human  interlocutor  missing  at 
5DAQ — the  specialist  on  the  exchange 
)r.  "Our  computer  system  is  one  of 
most  advanced  in  the  world,"  intones 

narrator,  actor  Leonard  Nimoy 
.yet  even  all  our  technology  still 
't  do  what  people  do  l)etter  than 
■  computer — negotiate  the  best  price 
you." 

'he  "you"  in  this  ad  is  the  small  inves- 
— who  is  responsible  for  only  a  small 
;tion  of  Wall  Street  trading  volume 
/adays.  But  Donaldson  and  NYSE 
sident  Richard  A.  Grasso  maintain 
t  the  ads  are  on  target.  Even  though 
lE  trading  has  long  been  dominated 
institutions,  they  note  that  individuals 
I  provide  the  NYSE  with  much-needed 
iidity.  "My  very  strong  view  is  that 
more  participants  you  have,  the  bet- 
markets  you  have,"  notes  Donaldson. 
iHother  rationale  for  the  NYSE  ad 
ipaign  would  be  that  it  counteracts 
;daq's  two-year-old  broadcast  effort. 
:  Grasso  and  Donaldson  say  that  any 
ilarity  between  the  two  is  purely  co- 
dental.  In  any  event,  the  NYSE's  pub- 
relations  challenge  pales  beside  the 
facing  NASDAQ,  which  is  still  distanc- 
itself  from  the  notion  that  it  harbors 


sleazy  penny  stocks.  NASDAQ  officials 
note  that  the  worst  penny  stocks  haven't 
traded  on  NASDAQ  at  all  but  have  ap- 
peared in  the  "pink  sheets"  or  their  suc- 
cessor, the  OTC  Bulletin  Board. 

On  June  15,  NASDAQ  took  one  signifi- 
cant, but  little  heralded,  move  to  exor- 
cise the  penny-stock  demons  that  haunt 
its  public  image.  The  NASD  expanded 
considerably  the  requirement  that  NAS- 
DAQ market  makers  report  all  trades 
within  90  seconds,  bringing  it  into  line 
with  the  NYSE.  That  has  long  been  a 
requirement  for  the  2,700  securities  in 
NASDAQ's  National  Market  System, 
which  include  a  number  of  large-  and 
medium-capitalization  stocks.  Such  real- 
time trade  reporting  has  now  been  ex- 
tended to  the  1,400  NASDAQ  companies 
that  are  too  small  to  qualify  for  the  NMS. 


Until  June  15,  market  makers  were  re- 
quired to  report  only  the  final  bid  and 
ask  [jrice  quotations  for  the  non-NMS 
stocks.  This  move  means  that  only  ore, 
Bulletin  Board  stocks  are  not  subject  to 
real-time  trade  reporting. 
CHANGING  NAMES.  The  real-time  report- 
ing rule  has  resulted  in  a  change  in 
newspaper  stock  tables  that  is  right  in 
line  with  NASDAQ's  agenda.  Since  clos- 
ing-price and  volume  information  is  now 
available,  newspapers  are  opting  to  re- 
port that  in  lieu  of  bid  and  ask  quota- 
tions. Those  quotes  didn't  always  reflect 
real  prices,  and  they  also  made  nasdaq 
listings  look  different  from  the  ex- 
change and  NMS  listings.  But  this  is  not 
necessarily  a  change  for  the  better.  The 
spreads  of  the  most  thinly  traded  stocks 
tend  to  be  very  wide — and  spread  infor- 
mation is  often  more  useful  than  last- 
sale  prices,  notes  John  Markese,  re- 
search director  of  the  American 
Association  of  Individual  Investors. 

Of  course,  bid  and  ask  (juotes  are  still 
available  to  anyone  who  wants  to  call  his 
broker — and  the  broker  can  always  call 
the  OTC  trading  desk  to  be  sure.  Oops! 
"The  sign  over  my  desk  says  'NASDAQ 
trading,'  "  notes  Joseph  Loftus,  a  Leh- 
man Brothers  Inc.  senior  vice-president 
who  heads  what  was  known,  until  re- 
cently, as  the  NMS/OTC  trading  desk. 
NASDAQ  officials  are  pleased — and  would 
very  much  like  other  industry  execs  to 
follow  suit.  "I  think  it's  going  to  be  a 
very  long  sale,"  sniffs  Binkley  Shorts, 
manager  of  the  Over-the-Counter  Securi- 
ties Fund.  "It's  still  a  bid-ask,  dealer 
market.  So  as  far  as  I'm  concerned,  the 
term  OTC  is  accurate."  Perhaps.  But 
"Stock  Market  for  the  Next  100  Years" 
sounds  a  whole  lot  prettier. 

Bi/  Gary  Weiss  ni  Neir  York;  with  Dean 
Foust  lit  Washinqtuii 


'WE  ARE  POSITIONING 
THE  NASDAQ 
NATIONAL  MARKET 
SYSTEM  TO  BE  A 
VIABLE  COMPETITIVE 
ALTERNATIVE  TO  THE 
NEW  YORK  STOCK 
EXCHANGE' 

JOSEPH  HARDIMAN 

PRESIDENT,  NASDAQ 
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BY  GENE  G.  MARCIAL 


WHY  MAC  FRUGAL'S 
MAY  BE  HEADED 
FOR  RICHER  TIMES 


To  some  smart-money  pros,  Mac 
Frugal's  Bargains  Close-outs  is 
one  of  the  biggest,  well,  bar- 
gains, on  the  Big  Board,  where  the 
stock  is  now  changing  hands  at  $12  a 
share.  No,  Mac  Frugal's  isn't  a  retailer 
of  down-and-out  stuff.  It's  the  new 
name  of  Pic  'N'  Save,  which  owns  and 
operates  193  retail  outlets  selling  mer- 
chandise from  well-known  manufactur- 
ers at  407"  to  707  below  regular  prices. 

The  stock  was  a  liighflier  in  1991, 
jumping  from  6  to  23,  when  an  investor 
group  called  Girard  Partners  success- 
fully waged  a  proxy  fight  to  oust  man- 
agement. "It  could  climb  back  up  to 
the  mid-20s,"  says  one  investor,  who  is 
now  buying  heavily.  He  had  accumulat- 
ed shares  during  the  proxy  battle  and 
then  sold  them,  he  says,  when  the 
stock  hit  20. 

The  heavy  cost  of  the  proxy  battle, 
the  restructuring  that  followed,  and  a. 
weak  economy  hurt  first-quarter  earn- 
ings, sending  the  stock  price  into  a 
spin.  This  investor  notes,  however,  that 
with  the  restructuring  now  complete 
and  a  strategy  of  new-store  openings, 
Mac  Frugal's  "will  beat  the  Street's 
currently  [joor  earnings  expectations." 
WESTWARD  HO!  Analysts  Allan  Roness 
and  Stuart  Linde  of  Fahnestock,  a  New 
York  securities  firm,  agree.  They  note 
that  in  the  first  half  of  1992,  Mac  Fru- 
gal's completed  the  last  phase  of  its 
reorganization  by  hiring  100  store  man- 
agers with  extensive  retailing  experi- 
ence. They  add  that  Mac  Frugal's  will 
be  able  to  purchase  new  sites  at  mod- 
est prices  because  of  depressed  real 
estate  in  the  company's  core  Arizona, 
California,  and  Texas  markets.  The 
"timing  appears  right"  for  a  more  rap- 
id expansion,  say  the  analysts. 

They  point  out  that  while  the  riots  in 
Los  Angeles  damaged  six  of  the  com- 
pany's 64  stores  in  Southern  California 
and  cut  May  revenues  for  the  entire 
company  by  4.97,  the  disturbances 
caused  other  retailers  in  the  area  to 
close  down.  "This  gives  Mac  Frugal's 
an  opportunity  to  buy  property  and  ex- 
pand in  the  area,"  says  Linde.  The  plan 
now,  he  says,  is  to  add  37  new  outlets, 
most  of  them  in  Southern  California, 
thereby  increasing  the  number  of 
stores  io  230  by  1993. 
Roness  and  Linde  say  that  based  on 
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earnings,  book  value,  cash  flow,  and 
revenue  growth,  Mac  Frugal's  stock  is 
selling  way  below  the  shares  of  such 
comparable  discount  retailers  as  Con- 
solidated Stores  and  Dollar  General. 
They  estimate  that  Mac  Frugal's  will 
earn  $1.55  a  share  in  1993,  up  from 
1992's  estimated  $1.25  and  1991's  $1.12. 
Eileen  Hupp,  Mac  Frugal's  spokes- 
woman, says  that  those  numbers  are 
conservative. 


DIGGING  INTO  A 
LATIN  OIL  PLAY 


The  hottest  oil-exploration  area 
these  days  is  in  Colombia,  where 
huge  discoveries  have  been  made 
by  the  likes  of  British  Petroleum  and 
Triton  Energy.  To  participate  in  this 
new  oil  play,  the  shares  of  the  oil  ma- 
jors aren't  the  way  to  go,  says  Alan 
Gaines,  president  of  Gaines,  Berland,  a 
New  York  securities  firm  that  invests 
in  energy  companies. 

Gaines  has  been  snapping  up  shares 
of  American  International  Petroleum,  a 
small  company  engaged  in  oil  and  gas 
exploration  mainly  in  Colombia.  Its  ma- 
jor assets  include  four  exploration  and 
production  contracts  in  Colombia  cover- 
ing 1.4  million  acres  and  a  30,000  bar- 
rels-per-day  refinery  in  Lake  Charles, 
La.  It  also  explores  and  produces  oil 
and  gas  in  Kentucky  and  Louisiana. 

AlP  stock  hasn't  been  flying,  howev- 
er. It's  trading  over  the  counter  at  2% 
a  share,  off  from  3%  in  April.  Part  of 
the  reason:  AIP  recently  sold  3.5  million 
shares  in  Europe  and  Asia  at  $3  a 
share,  raising  $10.5  million.  AIP  will  use 
the  funds  for  seismic  exploration  and 
drilling  in  Colombia. 


AIP  plans  to  dig  17  wells  by  the  er 
of  this  year,  mainly  in  the  Toqui-Toq 
Field  and  the  Puli  Anticline  are 
Gaines  says  the  company  is  the  fourt 
largest  holder  of  exploration  acrea^ 
in  Colombia,  after  Royal  Dutch/She 
Texaco,  and  Occidental  Petroleur 
"The  downside  risk  in  owning  Al?  a 
pears  minimal,  and  the  upside  is  pote 
tially  exponential,"  he  says. 

Rik  Parkhill,  research  director 
Deacon  Barclays  de  Zoete  Wedd,  a 
ronto  affiliate  of  Barclays  PLC,  is  al 
high  on  American  International 
figures  the  company's  existing  oil  ai 
gas  reserves  in  Colombia  alone 
worth  $3.40  a  share.  "Over  the  ne 
year,  its  Colombia  exploration  cou 
double  AlP's  oil  and  gas  reserves," 
says.  "The  stock  is  worth  twice  its  ci 
rent  price. 


INTEREST  PILES  UP 
FOR  A  CARPETMAKE 


There's  nothing  that  sends  a  sto 
tumbling  faster  than  the  ne^ 
that  a  big  stakeholder  is  bailii 
out.  That's  what  happened  to  Horiz 
Industries,  a  maker  of  residential  a: 
commercial  carpets. 

In  May,  Ed  Ralston,  who  held  a 
stake,  said  he  would  sell  his  holding 
when  the  stock  was  trading  at  12 
share.  The  company  was  once  bei: 
eyed  as  a  buyout  target  of  carp' 
maker  Beaulieu  of  America,  whi 
holds  107  of  the  stock.  By  June 
Ralston,  who  was  buying  along  w 
Beaulieu,  had  cut  his  stake  to  A.l 
The  stock  is  down  to  7%,  and  Ralst 
isn't  through  selling  yet. 

It  isn't  known  whether  Beaulieu, 
subsidiary  of  a  Belgian  carpetmak 
will  follow  suit.  But  that  added  r 
hasn't  discouraged  investment  man; 
er  Jim  Awad,  who  is  buying  up  shar 
Awad  is  convinced  Horizon  is  a  bargi 
at  its  current  price,  based  on  the  ea 
ings  turnaround  he  sees  and  the  intr 
sic  value  he  puts  on  the  company.  "T. 
stock  is  worth  at  least  13  a  share," 
says.  Awad  figures  that  Horizc 
which  was  in  the  red  in  1990  and  19 
will  post  revenues  of  $350  million  n( 
year,  vs.  this  year's  estimated  $318  r 
lion,  and  earnings  of  90$  to  95(t  a  shs 
next  year,  up  from  70$  this  year. 

Awad  is  betting  that  with  the  drof 
the  stock's  price,  management  will 
to  repurchase  shares.  He  also  suspe 
that  the  takeover  interest  in  Horizor 
by  no  means  over.  Horizon  Vice-Pn 
dent  Barbara  Lance  declined  comm< 
on  the  speculation. 
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^alk  alxjut  an  All  Star 
1  performance  for  a  minor 
league  i^rice.  The  ALR 
Rovvei  Flex  FLYER  4SX/2C)*  Is 
the  first  system  to  deliver  486 
power  for  under  $  i  ,000.  That's 
rwo  to  three  limes  the  power  of 
competitively  priced  systems. 
And  it  has  all  the  integrated 
features  yon  need  for  today's 
demanding  business 
applications. 

Here's  tlie  Grand  Slam. 
ALR  has  bundled  the  ALR 
PowerFlex  FLYER  to  provide 
you  with  a  system  that's  ready 
to  Rin.  For  only  $  l  ,776,  this 
com[plete  system  includes 
ever\  thing  you  need  to  enter 
the  big  leagues  of  comi^uting 
today...  saMB  of  storage. 
2-MB  of  memory,  ALR 
MS®-  DOS™5.0,'Micro.soft® 
Windows^^'  3. 1 ,  and  a  mouse. 

We've  even  included  a  Su|)er 
VGA  monitor  with  brilliant,  easy- 
on-tlie-eyes  designer  quality 
gra[Dhics.  You  won't  find  an- 
other system  in  this  price  reuige 
with  a  monitor  this  good. 

And  talk  atout  a  great  future. 
With  ALR's  modular  "Just 
Upgrade  the  CPU!"  architecture, 
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level  of  processing 
|30wer  when  you 
need  to  is  tx)th  easy 
and  affordable.  So 
this  system  will  keep 
going  strong  after  other 
PCs  have  teen  retired. 
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nternational  Bank  Scoreboar 


A  NIGHTMARE  YEAR 
FOR  JAPAN'S  BANKERS 


They're  reeling  from  the  real  estate  bust  and  losing  ground  fast 


Poor  Mitsui  Trust  &  Banking  Co. 
It's  one  of  Japan's  most  respected 
lenders  and  a  cornerstone  of  the 
giant  Mitsui  industrial  keiretsii.  Yet  the 
$1()9  billion  lender  has  seen  the  price  of 
its  shares  plunge  25'>i  in  Tokyo's  latest 
stock  market  rout.  At  $6  apiece,  Mitsui 
shares  are  now  down  an  astonishing  807' 
since  1987.  The  problem?  Collapsing 
property  prices.  As  speculator  after 
speculator  has  gone  bust,  Japan's  big 
lenders  are  taking  a  pasting.  "Real  es- 
tate?" asks  Robin  Monro-Davies,  manag- 
ing director  of  the  credit-rating  agency 
IBC.A  Ltd.  "It's  spectacularly  bad." 

From  Nagoya  to  New  York  and  Stock- 
holm to  Sydney,  many  hard-pressed 


pire,  with  its  $12  billion  in  bank  debt, 
while  also  struggling  to  overcome  the 
crippling  effects  of  massive  domestic 
property  losses  and  a  crumbling  stock 
market.  As  many  as  107'  of  the  loans  at 
some  Japanese  banks  may  now  be  in 
trouble.  Some  analysts  believe  the  indus- 
try's bad  credits  could  tot<il  $230  bil- 
lion— or  even  twice  that. 

One  acute  problem  for  banks  is  the 
spiral  of  failures  among  finance  compa- 
nies, which  turned  copious  bank  credit 
into  an  astonishing  $800  billion  in  loans 
during  the  1980s.  Many  of  the  loans 
went  to  buy  real  estate,  which  then  was 
used  as  collateral  for  even  more  credit 
from  banks  or  other  finance  groups. 


THE  JAPANESE  BANKS  TRAIL 
IN  PROFITABILITY... 


...AND  THE  TOKYO  CRASH  IS 
ERODING  THEIR  CAPITAL 


Real  profitobility 
index* 

Nikkei  stock  overage  level  where  capital  is  under  8%  of 
assets**                        Nikkei  =  1 5,853  (June  24) 

BANCO  POPUUR  ESPANOL  Spain 

1.398 

SAKURA  BANK 

18,246 

BANC  ONE  U.S. 

1.300 

TOKAI  BANK 

17,145 

BANCO  SANTANDER  Spain 

1.254 

NIPPON  CREDIT  BANK 

17,403 

BANCO  BILBAO  VIZCAYA  Spain 

1.224 

BANK  OF  TOKYO 

16,972 

BANKERS  TRUST  N.Y.  U.S. 

1.223 

HOKKAIDO  TAKUSHOKU  BANK 

16,874 

NORWEST  U.S. 

1.218 

FUJI  BANK 

16,542 

BANK  OF  CHINA  China 

1.217 

MITSUBISHI  BANK 

15,781 

J.P.MORGAN  U.S. 

1.216 

INDUSTRIAL  BANK  OF  JAPAN 

15,693 

SUNTRUST  BANKS  U.S. 

1.215 

DAI-ICHI  KAN6Y0  BANK 

15,140 

BANK  OF  TAIWAN  Taiwan 

1.196 

DAIWA  BANK 

15,142 

*Based  on  return  on  equity,  adjusted  for  differing  capital  ratios,  inflation,  and  tox  rates.  Industry  average  = 
**New  international  capital  standard  scheduled  for  1993 

DATA:  IBCA  LTD 

1.029 

bankers  are  singing  the  same  blue  tune. 
Nowhere,  however,  is  this  apprehensive 
mood  more  apparent  than  in  Japan.  As 
BUSINESS  week's  International  Bank 
Scoreboard  indicates,  billions  of  dollars 
in  bad  property  loans — the  hangover  of 
the  go-go  1980s — are  taking  their  toll  on 
the  country's  mammoth  lenders.  "1991 
was  unquestionably  the  worst  year  for 
many  banks  since  World  War  II,"  says 
Monro-Davies.  And  for  many  banks, 
1992  M  on't  be  much  better. 

As  their  lending  problems  mount,  Jap- 
anese banks  are  now  trailing  the  world 
in  about  every  measure  but  assets.  Ja- 
pan's largest  banks  are  lenders  to  the 
Reichmanns'  collapsed  real  estate  em- 


To  stave  off  big  write-downs,  many 
lenders  are  now  scrambling  to  rescue  a 
number  of  these  finance  firms.  Mitsui 
Trust,  for  instance,  was  the  main  lender 
to  Dai-Ichi  Corp.  and  a  related  property 
developer,  which  together  ran  up  $8  bil- 
lion in  loans.  To  keep  them  afloat,  Mitsui 
and  other  banks  this  spring  agreed  to 
slash  some  debt  payments  in  half  and 
cancel  others  altogether.  The  deal  will 
cost  Mitsui  an  estimated  $55  million  this 
year  alone. 

Also  debilitating  has  been  the  hit  on 
the  banks'  unrealized  stock  market 
gains,  which  they're  allowed  to  count  as 
capital.  With  the  Nikkei  stock  average 
down  607'  since  1989,  most  of  these  "hid- 


den reserves"  have  disappeared.  If  t 
Nikkei  falls  below  12,000,  ibca  e: 
mates,  the  world's  biggest  lender,  E 
Ichi  Kangyo,  as  well  as  No.  2  Sumitoi 
and  No.  3  Sakura,  will  have  no  hide 
reserves  left  at  all. 

Even  with  the  Nikkei  around  16, 
many  Japanese  banks  already  fall  sh 
of  new  international  capital  standai 
taking  effect  in  1993.  While  a  Bank 
Japan  official  insists  that  "the  probi 
is  not  an  acute  one,"  worried  U.  S.  le 
ers  have  already  pulled  some  $26  bill 
in  deposits  out  of  Japanese  banks 
REAL  TEST.  All  of  these  factors  h; 
made  Japanese  banks  more  vulnera 
than  they  have  been  in  years  to  comp 
tive  inroads  worldwide.  Last  year, 
pan's  overseas  bank  assets  actus 
plummeted  97",  to  $1.9  trillion.  If 
thing,  the  pullback  is  picking  up  spee( 
1992.  "There's  a  shortage  of  internati 
al  banks  these  days,"  explains  Un 
Bank  of  Switzerland  Vice-President 
liam  J.  Gasser.  "We  can  pick  and  cho 
our  business." 

One  measure  of  how  long  the  Ja 
nese  banks  can  endure  such  stressei 
their  basic  ability  to  generate  earnir 
BUSINESS  week's  index  of  "real  bank 
profitability"  indicates  just  how  far 
hind  the  Japanese  actually  are.  Coun 
to-country  differences  in  inflation, 
rates,  and  capitiil  standards  may  m 
some  banks'  returns  on  equity — a 
measure  of  earnings  power — appear 
ger  than  they  really  are.  So  the  So 
board  adjusts  ROE  for  these  factori 
show  how  well  the  banks  would  stack 
if  they  all  operated  under  similar  co 
tions.  The  Japanese  lag  badly  be! 
other  members  of  the  top  50.  And, 
cording  to  supplemental  data  prep; 
by  IBCA,  they  also  trail  many  lender 
the  fast-growing  markets  of  soutl" 
Asia  and  Spain,  as  well  as  quite  a  fe 
the  U.  S. 

Indeed,  the  U.  S.  is  turning  out  t( 
one  of  the  few  areas  where  banking 
a  disaster.  With  the  Federal  Res 
keeping  short-term  interest  rates  so 
that  lenders  can  make  money  by  di 
nothing  riskier  than  buying  governn 
debt,  many  banks  are  cleaning  up. 
American  banks  remain  the  except 
In  Finland,  Sweden,  and  Norway, 
example,  government  bailouts  are 
coming  common,  as  recession  and 
lapsing  property  values  eat  away  at 
bank  after  another.  For  the  Japai 
and  many  others,  sighs  Deutsche  E 
Managing  Board  Member  Jiirgen  Ki 
now,  "there  are  a  lot  of  nightma: 
The  nightmares  that  are  yet  to  c 
could  be  even  worse. 

By  William  Glasgall  in  New  York, 
Ted  Holden  in  Tokyo 
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DAI-ICHI  KANGYO  BANK 

Japan 

446,881.4 

-1.36 

15,459.5 

3.46 

689.5 

-757 

4  52 

1.014 

34,677 

2  3 

53.0 

SUMITOMO  BANK 

Japan 

428,226.6 

-1.09 

17,203.6 

4.02 

909.3 

-19.31 

5  39 

1  025 

371  19 

2.2 

32  8 

SAXURA  BANK 

Japan 

421,455.0 

-2.55 

13,4272 

3.19 

609.7 

-5.92 

4  75 

1.015 

29,047 

2  3 

45.9 

FUJI  BANK 

Japan 

420,059.5 

-0.64 

14,679.7 

3.49 

715.1 

-9  61 

4.92 

1.018 

33,991 

2.3 

470 

SANWA  BANK 

Japan 

412,788.9 

-3.12 

14,470.5 

3.51 

805.4 

-5.39 

5.69 

1.024 

30,408 

2.1 

36  3 

MITSUBISHI  BANK 

Japan 

401,327.8 

-3.13 

13,216.4 

3.29 

467.4 

-31.23 

3.58 

1.006 

39,839 

3.0 

54.5 

NORINCHUKIN  BANK 

Japan 

307,741.8 

16.49 

1,905.2 

0.62 

304  9 

-1 1.96 

16.70 

1  023 

NT 

CREDIT  AGRICOLE 

France 

307,203.5 

2.40 

15,042.1 

4.90 

986.5 

6  64 

702 

1  042 

NT 

CREDIT  LYONNAIS 

France 

306,334.9 

8.46 

9,651.5 

3.15 

7873 

-10.61 

8.57 

1.044 

4,109 

0.6 

6  5 

INDUSTRIAL  BANK  OF  JAPAN 

Japan 

303,214.9 

-1.21 

10,420.0 

3.44 

448.6 

-10.38 

4.36 

1.013 

34,045 

3  2 

74  1 

DEUTSCHE  BANK 

Germany 

288,879.4 

12.86 

1 1,4977 

3.98 

930.3 

32.11 

8.42 

1.041 

20,158 

1,9 

NA 

BANQUE  NATIONALS  DE  PARIS 

France 

275,876.3 

-3.84 

9,366.6 

3.40 

660.6 

58  65 

756 

1  036 

5,193 

0.7 

9  6 

TOKAI  BANK 

Japan 

252,877.7 

-4.31 

8,170.1 

3.23 

384.6 

16.40 

4.79 

1.015 

14,590 

1.8 

36.5 

BARCUYS 

Britain 

251,052.7 

2.39 

11,461.2 

4.57 

538  1 

-30  84 

4  50 

1.000 

10,979 

1.1 

24  7 

ABN  AMRO  HOLDIHG 

Netherlands 

242,685.9 

5.55 

9,344.0 

3.85 

912.1 

12.07 

10.02 

1.047 

6,466 

0  8 

8.6 

LONG-TERM  CREDIT  BANK  OF  JAPAN  Japan 

241,007.9 

6.00 

8,1874 

3.40 

475.7 

69.44 

5.94 

1  026 

14,607 

1.8 

29  6 

SOCIETE  GENERALE 

France 

234,748.3 

8.56 

6,860.4 

2  92 

71 1.6 

25  63 

11.16 

1  059 

7,544 

1.3 

12.1 

NATIONAL  WESTMINSTER  BANK 

Britain 

222,805.9 

1.21 

10,328.7 

4.64 

94.5 

-75.47 

0.88 

0.959 

10,498 

1.0 

NM 

BANK  OF  TOKYO 

Japan 

219,105.8 

-7.22 

7,733.5 

3.53 

332.0 

-19.67 

4.35 

1  013 

17,322 

2  3 

54.8 

CITICORP 

U.  S. 

216,922.0 

-0.03 

9,489.0 

4.37 

-4570 

NM 

-4.50 

0.915 

6,449 

0.7 

NM 

KYOWA  SAITAMA  BANK 

Japan 

212,940.9 

-8.24 

7,820.9 

3.67 

285.3 

-25.10 

3.69 

1.008 

13,147 

3.2 

44.4 

PARIBAS 

France 

199,973.9 

9.62 

11,279.0 

5.64 

211.8 

-73.16 

2.06 

0.982 

NT 

MITSUBISHI  TRUST  &  BANKING 

Japan 

194,243.9 

-3.09 

6,417.8 

3.30 

264.2 

-14.81 

4.18 

1.01 1 

9,896 

1.5 

36  1 

DRESDNER  BANK 

Germany 

189,444.5 

3.92 

6,500.6 

3.43 

430.0 

-29.23 

6  67 

1  021 

7,717 

1.3 

NA 

UNION  BANK  OF  SWITZERUND 

Switzerland 

181,905.6 

6.59 

13,266.0 

729 

91 1.8 

35.08 

6.99 

1.048 

12,257 

10 

14  5 

SUMITOMO  TRUST  &  BANKING 

Japan 

178,325.9 

-0.44 

6,304.9 

3.54 

243.1 

-29.48 

3  91 

1.010 

9,050 

1,4 

35.9 

1ST.  BANCARIO  SAN  PAOLO  Dl  TORINO  Italy 

178,078.7 

38.38 

6,890.4 

3.87 

773.7 

8.11 

12.88 

1.062 

5,857 

16 

13.1 

CAISSES  D'EPARGNE 

France 

172,973.0 

1.13 

7,072.2 

4.09 

482.6 

-10.87 

717 

1  039 

NT 

MITSUI  TRUST  &  BANKING 

Japan 

168,975.5 

-0.86 

5,238.2 

3.10 

186.7 

-26  84 

3.61 

1  006 

8,102 

1.5 

41,7 

BANK  OF  CHINA 

China 

162,9874 

33.85 

9,8371 

6.04 

1,533.4 

35  25 

1732 

1.217 

NT 

HSBC  HOLDINGS 

Hong  Kong 

160,354.9 

7.82 

10,405.8 

6.49 

1,321.1 

85.74 

13.27 

1  074 

10,052 

1.4 

13  7 

SWISS  BANK  CORP. 

Switzerland 

152,484.8 

8.50 

9,579.3 

6.28 

796.0 

29.83 

8.65 

1.062 

6,391 

0  8 

9.3 

BAYERISCHE  VEREINSBANK 

Germany 

147,306.3 

9.80 

3,848.5 

2.61 

242.5 

2.08 

6.85 

1.016 

4,925 

1  6 

NA 

WESTDEUTSCHE  UNDESBANK 

Germany 

146,741.1 

1 1.29 

3,360.0 

2.29 

148.2 

298.93 

4  45 

1  002 

NT 

COMMERZBANK 

Germany 

146,661.1 

5.01 

4,493.5 

3.06 

360.9 

-1.81 

8  21 

1.030 

4,161 

1.0 

NA 

DAIWA  BANK 

Japan 

142,289.0 

1.96 

4,564.5 

3.21 

2379 

-14.82 

5.31 

1.020 

10,631 

2.3 

36.6 

CHEMICAL  BANKING 

U.  S. 

138,930.0 

1.97 

7,281.0 

5.24 

154.0 

-65.00 

2.02 

0.984 

8,761 

1.5 

NM 

DG  BANK 

Germany 

135,670.2 

3.30 

3,470.3 

2.56 

195.3 

000 

5.81 

1.010 

NT 

NIPPON  CREDIT  BANK 

Japan 

134,098.6 

-1  24 

4,1377 

3.09 

313.1 

84.89 

779 

1.037 

9,236 

2  3 

53.6 

YASUDA  TRUST  &  BANKING 

Japan 

130,472.0 

-5.03 

4,158.8 

3.19 

174.6 

-12.78 

4.26 

1.01  1 

7,399 

1.7 

35.6 

RABOBANK 

Netherlands 

126,900.7 

750 

7,612.8 

6  00 

594.0 

4.31 

8.12 

1.048 

NT 

HYPO-BANK 

Germany 

125,539.8 

10.29 

3,155.7 

2.51 

238.1 

15.19 

761 

1  022 

4,732 

1.7 

NA 

BANCA  NAZIONALE  DEL  lAVORO 

Italy 

122,929.4 

-4.45 

5,580.7 

4.54 

73.8 

-24.78 

1.55 

0.959 

NT 

SHOKO  CHUKIN  BANK 

Japan 

1 15,999.2 

6.78 

3,026.7 

2.61 

208.5 

1.47 

725 

1  028 

NT 

BANKAMERICA 

U.  S. 

115,509.0 

4  32 

8,063.0 

6.98 

1,123.7 

0  78 

15  78 

1  190 

15,578 

2.3 

9.6 

CREDIT  SUiSSEt 

Switzerland 

1 14,116.6 

4.07 

6,689.0 

5.86 

689.8 

70.31 

10.68 

1.084 

5,855 

1.1 

8.8 

BAYERISCHE  UNDESBANK 

Germany 

111,635.3 

10.24 

2,830.9 

2.54 

192  5 

66  04 

777 

1  020 

NT 

ROYAL  BANK  OF  CANADA  (10) 

Canada 

1 1 1,445.4 

8.28 

6,9774 

6.26 

889  9 

2  62 

14.28 

1.136 

5,984 

1.2 

8.2 

NATIONSBANK 

U.  S. 

1 10,319.0 

-2.19 

6,518.0 

5.91 

201.9 

-66  06 

3  06 

0.998 

1  1,034 

1.8 

61.2 

TOYO  TRUST  &  BANKING 

Japan 

110,236.4 

-1.45 

3,534.1 

3.21 

136  2 

-16.59 

3.91 

1.009 

5,555 

1.5 

32.7 

;  «se  doto  are  for  fiscal  year  ended  Mar.  31,1 992.  Data  for  all  otiier  banks  are  for  fiscal  year  ended  Dec.  31,  1 991 ,  unless  otherwise  designated.  tSlock  market  data  are  for  CS  Holding  NA  =  not  available. 
■  not  meaningful  NT  =  not  traded.  DATA.  IBCA  LTD. 
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Global  Communications-Close  at  Hand 


BT  gives  you  global  communication  tools  as  convenient  as  your 
briefcase.  In  any  time  zone,  in  any  office.  Well  help  you  take  your 
business  further,  but  keep  you  closer  to  your  customers,  your 
goals,  your  target. 

BT  has  a  global  presence  our  competition  can't  match.  We  speak 
tlie  language,  kjiow  the  culture.  Our  TYMNET!"  Global  Network 
reaches  90%  of  the  world's  business  centers  in  more  than  100  coun- 
tries. We  monitor  our  own  technology,  and  bill  in  one  currency, 
part  of  a  single-vendor  solution  that  makes  your  life  easier 


We  help  you  plan  your  network,  manage  it,  make  sure  everything 
plugs  in  where  it  should  and  meets  the  regulations  it  should,  at 
locations  worldwide.  Our  Olobal  Network  Services  (GNS)  brini 
your  fai'-flung  divisions  closer,  with  international  messaging, 
trame  relay,  transaction  services,  and  EDI. 

Grab  the  BT  briefcase.  Call  1-800-872-7654  a^S)  or 
1-800-874-7654  (Canada).  BT  Nortli  America,  2560  Nortl: 
First  Street.  PO  Box  49019,  San  Jose,  CA  95161. 


Global  Network  Services  •  ExpressLANE"  Frame  Relay/LAN  Interconnectivity 
Videoconferencing  •  EDI*NET   •  BT  Messaging  Services  •  Electronic  Transaction  Services 


2025-2  B 


)evelopments  to  Watc 


TED  BY  FLEUR  TEMPLETON 


DLDLY  GOING  WHERE 

0  OIL  DRILLER  HAS  GONE  BEFORE 


4. 


) 
\ 


offshore  drilling, 
companies  typically 
seek  oil  and  gas  in  reser- 
voirs under  specific  rock 
layers.  But  this  summer, 
in  the  Gulf  of  Mexico,  a 
team  led  by  geologists 
at  Columbia  University 
will  test  a  new  approach 
to  obtain  currently  unex- 
ploitable  oil. 

The  project,  funded 
with  $32  million  from  the 
Energy  Dept.  and  Penn- 
zoil  Co.,  involves  drilling 
)  "growth  faults" — or  rock  fractures — in  oil  reservoirs  in 
ta  regions.  Under  the  huge  weight  of  sediments  brought 
vnstream  and  deposited  on  the  ocean  floor,  the  hydrocar- 
is  become  so  highly  pressurized  they  fracture  the  rock. 
;h  faults — not  normally  a  target  for  drilling — may  act  as 
innels  for  continually  migrating  oil,  says  Roger  N.  Ander- 
i,  a  Columbia  geophysicist.  If  the  experiment  proves  suc- 
sful,  he  says,  the  approach  could  be  applicable  to  dozens  of 
Gulf  Coast  oil  and  gas  fields  and  set  off  a  "whole  cascade 
fault-zone  drilling." 


I 


MFOLD  AN  LCD  AND  GIVE 

TINY  COMPUTER  A  BIG  SCREEN 


'here  are  various  ways  to  shrink  a  computer.  You  can  pack 
chips  closer  together,  substitute  integrated  circuit  cards 
disk  drives,  and  even  replace  the  keyboard  with  a  writing 
let.  The  problem  is,  what  to  do  about  the  display?  Nobody 
oys  staring  at  tiny  letters  on  a  miniature  screen, 
apan's  Casio  Computer  Co.  may  have  a  solution:  liquid 
stal  displays  on  ultrathin,  flexible  film.  Fashioned  from  a 
V  engineering  plastic  just  one-fourth  the  thickness  of  to- 
''s  thinnest  LCDs,  the  new  screens  are  also  10  times  lighter 
1  more  resistant  to  bumps  and  jolts.  With  further  reflue- 
nt, Casio  believes,  the  plastic  could  yield  screens  that  can  be 
led  in  half  to  fit  the  tiniest  palmtops, 
'asio's  first  black-and-white  film  LCDs  should  go  into  mass 
duction  next  March.  They'll  be  monochrome,  3  by  5  inches, 
I  the  image  quality  will  be  only  slightly  worse  than  existing 
)s.  Initial  prices  will  also  be  high — about  507^  more  than 
er  types  of  screens.  But  over  time,  Casio  expects  to  intro- 
:e  color  versions,  in  larger  sizes,  and  at  competitive  prices. 


IN  A  NUTRIENT  IN  MILK  HELP  SAVE 
IE  BRAIN  FROM  STROKE  DAMAGE? 


labies  might  not  be  alone  in  benefiting  from  the  nutrients 
Pin  milk.  A  research  team  says  that  a  compound  found  in 
f  quantities  in  dairy  products  and  some  bacteria  may  help 
vent  brain  damage  for  stroke  victims.  Stroke  is  the  conn- 
's third  leading  cause  of  death,  affecting  400,000  victims 
1  racking  up  $25  billion  in  treatment  costs  each  year, 
'hemicals  in  the  brain  called  neurotransmitters  normally 
)w  nerve  cells  to  communicate.  But  when  blood  flow  to  a 
■t  of  the  brain  is  interrupted,  as  happens  in  a  stroke,  the 


levels  of  these  chemicals  increase  dramatically.  This  causes 
toxic  levels  of  calcium  to  flood  into  the  cells,  ultimately  killing 
them.  Elias  Aizenman,  a  physiologist  at  the  University  of 
Pittsburgh  and  a  member  of  the  team,  says  the  substance — 
known  as  pyrroloquinoline  quinone,  or  PQQ — protects  neurons 
from  lethal  injury  in  test  tubes  by  keeping  out  excess  calcium. 
It's  hoped  that  PQQ  could  have  the  same  effect  in  humans. 

Although  PQQ  is  still  years  away  from  human  trials,  Aizen- 
man says  preliminary  results  in  tests  on  animals  given  large 
quantities  of  the  substance  are  "very  encouraging." 


A  DIAL-TWISTING  ROBOT 

THAT  KEEPS  TESTING  GEAR  HONEST 


To  measure  and  test  the  performance  of  electronic  devices, 
engineers  rely  on  instruments  called  oscilloscopes.  These 
take  precise  readings  on  electrical  signals  coming  froni  •  ti'le- 
vision,  a  motor,  or  telephone  switch,  and  display  thi-  res:iits  m 
visible  wave  form.  But  the  measuring  machines  ih'  ;i;'-!';v't 
need  frequent  calibrating — a  process  that  requires  skilled  U  'h- 
nicians  to  verify  up  to  50  different  checkpoints. 

Now,  using  robotics  and  machine  vision,  Toshiba  Corp.  is 
developing  a  system  that  could  automate  calibration,  letting 
human  engineers  concentrate  on  less  tedious  work.  In  the 
system,  a  robotic  hand  manipulates  the  numerous  controls  on 
the  oscilloscope  as  a  special  signal  generator  feeds  in  electric 
signals  at  a  guaranteed  amplitude  and  frequency.  Separately, 
a  video  camera  monitors  the  read-outs  on  the  display.  A  laptop 
computer,  which  stores  specifications  for  most  of  the  portable 
oscilloscopes  on  the  market,  runs  the  programs  that  control 
the  process. 

Toshiba  says  its  system  spins  through  an  entire  calibration 
in  about  20  minutes — as  fast  as  any  skilled  engineer.  Though 
developed  for  use  at  Toshiba's  own  manufacturing  plants,  the 
robo-calibrator  may  eventually  appear  on  the  open  market. 


SHOW  ME  A  BULLETPROOF 
LEISURE  SUIT,  IN  PINK 


Cheap  polyester 
transformed 


has 
the 

fashion  industry,  making 
possible  such  wonders 
as  permanent-press 
shirts  and  lime-green 
golf  pants.  Other  than 
its  ersatz  quality,  the 
material's  only  short- 
coming is  that  it's  not 
bulletproof.  But  now, 
scientists  at  North  Caro- 
lina State  University  are 
fashioning  polyester  as 
strong  as  steel.  As  they 
improve  the  process,  says  textile  researcher  John  A.  Cuculo, 
they  expect  to  produce  a  polyester  nearly  as  strong  as  Kevlar, 
the  expensive  superfiber  of  bulletproof  vests.  Polyester  con- 
sists of  lots  of  long  molecules — normally  all  jumbled  up,  like 
tangled  ropes.  Cuculo  and  his  colleagues  have  found  a  way  to 
make  more  of  the  molecules  line  up.  As  a  result,  more  mole- 
cules share  the  loads  put  on  the  fiber,  vastly  increasing  the 
material's  strength. 

The  new  material  will  be  used  for  bulletproof  vests  ai:(l 
composite  materials  in  autos  and  airplanes,  predicts  Cuculo. 
The  NCSU  team  is  working  with  Hoechst  Celanese  Corp.  .itifl 
Allied-Signal  Inc.  to  perfect  the  fiber. 
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TECHNOLOGY  POLICY  I 


BIG  WORRIES 
FOR  BIG  SCIENCE 


In  a  campaign  year,  Congress  finds  research  budgets  easy  prey 


In  a  field  near  the  picturesque  Texas 
town  of  Waxahacliie,  engineers  are 
digging  for  secrets  of  the  universe. 
So  far,  they've  bored  a  hole  200  feet 
deep.  Just  a  few  dozen  feet  more,  and 
they  can  begin  burrowing  the  54-mile 
oval  tunnel  needed  for  the  biggest  and 
most  expensive  scientific  machine  ever 
conceived,  the  $8.2  billion  Super- 
conducting Supercollider.  By 
1999,  according  to  the  plan,  sci- 
entists will  be  able  to  start 
smashing  protons  together  in 
the  mammoth  particle  accelera- 
tor, unlocking  the  deepest  mys- 
teries of  matter — from  the 
workings  of  gravity  to  the  shap- 
ing of  the  cosmos. 

But  this  grandiose  scheme  is 
colliding  with  a  force  even  more 
enigmatic  than  gravity — Con- 
gress. Late  in  the  evening  of 
June  17,  the  House  stunned  ssr 
supporters  and  science  boosters 
by  voting  282  to  181  to  kill  the 
huge  jjroject.  It  isn't  completely  dead 
yet,  since  powerful  Senators  Lloyd  Bent- 
sen  (D-Tex.)  and  J.  Bennett  Johnston  (D- 
La.)  are  battling  to  restore  the  $650  mil- 
lion needed  to  keep  the  project  on  track. 
If  Congress  settles  on  a  compromise, 
"the  thing  could  still  survive,  badly 
wounded,"  says  the  American  Physical 
Society's  Robert  L.  F'ark.  But  the  fight 
appears  so  tough  that  White  House  sci- 


ence officials  privately  are  discussing 
whether  they  should  just  write  the 
whole  project  off  now. 

The  mugging  of  the  SSC  has  sent  a 
sobering  message  far  beyond  Waxaha- 
chie.  For  the  first  time  in  years,  a  broad 
array  of  science  projects — from  the 
space  station  to  efforts  to  boost  commer- 


OTIS  OUR  BUSINESS  AND  VOURS 

THE  SUPERCOLLIDER  "COULD  STILL  SURVIVE,  BADLY  WOUNDED 


cial  technology — could  be  vulnerable  to 
budget-cutters  on  Caiiitol  Hill.  The  ssc 
vote  "is  a  wake-up  call  to  all  of  us  in  the 
scientific  community  that  this  year  will 
be  very  tough,"  says  John  D.  Holmfeld, 
executive  director  of  the  Council  of  Sci- 
entific Society  Presidents. 

The  problem:  Washington  has  little  ap- 
petite for  halting  the  explosion  in  man- 
datory   sijending    for   Social  Security, 


medicare,  and  other  entitlements,  cii 
cially  in  an  election  year.  And  the  i 
rent  budget  rules  put  Congress  i 
straitjacket:  It  can't  use  cuts  in  defi  ■ 
spending  to  hike  funds  for  domestic  ' 
grams.  "It  isn't  appreciated  ouU 
Washington  how  bad  the  situation 
says  a  top  Senate  science  staffer. 

As  a  result,  all  domestic  programs , 
imperiled,  but  science  is  a  temptinr: 
get  at  a  time  when  the  Los  Angeles 
and  other  problems  have  put  social 
grams  at  the  top  of  the  agenda.  "1 
can  they  vote  for  the  supercollider  or 
space  station,  and  then  justify  un 
funding  for  education  and  job  trainii 
asks  Representative  Howard  Wolpi 
Mich.),  a  leader  of  the  anti-ssc  camp 
The  list  of  potential  science  casual 
is  long.  Leon  M.  Lederman,  chairm.n 
the  American  Association 
the   Advancement  of  Sen 
worries  that  big  projects, 
as  new  space  observatories, 
even  "small"  science — grant; 
individual  researchers — are 
nerable.  "I  think  the  hit  wil 
across  the  board." 

QUARK  BARREL.  Bush  Adni' 

tration  science  officials  feai- 
proposed  $803  million  higli 
formance  computing  and 
billion  advanced-materials 
grams  won't  get  the  bi- 
creases  they  requested.  Ain 
j)onents  of  the  space  st;i , 
smell  blood.  Senator  Dali 
Bumpers  (D-Ark.),  who  failed  to  kill 
$80  billion  project  last  July,  says  th> 
vote  "measurably  increases  our  ch;ii 
of  success  this  year." 

In  the  scientific  community,  the  s| ; 
station  is  widely  viewed  as  an  aeros; 
industry  pork-barrel  project.  But  tht 
er  anticipated  cutbacks  couldn't  coii 
a  worse  time,  scientists  say.  Rece 
has  hit  university  budgets  and  sli 


^  tOllWOM  COURSE  OVER  Bf6  jf,^^ 

Tfie  Wfi/fe  House  wanls  hefty  increases  for  science  and  technology 
But  the  soaring  budget  deficit  and  ever-rising  cosfs  of  entitlement  programs 
may  force  Congress  to  kill  or  scale  back  ambitious  projects,  including: 


SUPERCONDUCTING  SUPERCOLLIDER 


$8,2  billion  atom  smasher  designed  to  unlock  basic 
secrets  of  the  universe 

$650  MILLION   J4  /o  increase 

SPACE  STATION  FREEDOM 

NASA's  $30  billion  station  due  to  house  astronauts 
in  orbit  by  the  year  2000 

$2.25  BILLION    I  1  %  increase* 


ADVANCED  TECHNOLOGY  PROGRAM 


Commerce  Dept.  effort  to  fund  such  commercially 
important  technologies  as  robotics  and  materials 
$68  MILLION   36%  increase* 

HIGH-PERFORMANCE  COMPUTING  INITIATIVE 

Multi-agency  project  to  improve  computing  and 
create  an  "information  superhighway" 
$803  MILLION   23%  increase* 


•PROPOSED  1 993  BUDGH  AND  ITS  CHANGE  FROM  1992  APPROPRIATION 
DATA:  OFFICE  OF  MANAGEMENT  S  BUDGET,  BW 
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Some  Folks  Put 
GenericToner  In  Their 
IBM  Printers. 


At  Lexmark,  we  take  a  close 
look  at  every  aspect  of  priming  to 
make  siirt  your  IBM  equipment 
delivers  maximum  performance 


IBM  toner  handles  the  curves 
mile  after  mile.  Our  High  Yield+loner 
cailridgc  delivers  in  excess  of 
5,000  more  prints  than 
other  loner  cartridges. 


Look  at  the  cotuistency  of. 
blackness  in  this  character 

IBM  toner  gives  you 
catnera-ready  quality  text. 


We  test  our  loner  in  a  special  chamber 

thai  simulates  extreme  office 
'  c(mdilions  so  your  print  quality  won  V 
change  with  the  weather 


Why  indeed?  When  you  bought  your  IBM^ 
rinter  you  bought  the  very  best.  Why  take  a  chance 
n  a  toner  cartridge  that  isn't  from  the  manufacturer? 

At  Lexmark,  were  dedicated  to  making  sure  you 
•ok  good  on  paper  We  are  constantly  testing  and 
nproving  our  IBM  toner  cartridges  to  give  you  the 
ighest  quality  image  and  the  largest  possible  yield. 
?  Because  we  like  U. 

To  order,  to  find  the  dealer  nearest  you,  or  to  re- 
vive your  free  catalog,  call  1-800-438-2468.  Ext.  20. 
n  Canada,  call  1-800-663-7662.) 

Lexmark  is  the  woridwide  developer,  manufacturer, 
nd  distributor  of  IBM  personal  printers,  typewriters, 
eyboards  and  related  supplies. 


IBM  Supplies  by 

Lexm^vrk 

Make  Your  Mark 


IBM  is  a  registered  trademark  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  eountnes  and  is  used  under  license. 
Lexmark  is  a  trademark  of  Lexmark  International,  Inc.  <&  1992  Lexmark  International.  Inc. 
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federal  spen(lin<;',  ti^hteiiin<i'  the  screws 
on  a  community  accustomed  to  bifi'  annu- 
al increases.  And  scandals  over  the  mis- 
use of  federal  research  dollars  at  univer 
sities  such  as  Stanford  and  allegations 
of  misconduct  in  prominent  labs  have 
hurt  science's  image. 

Given  the  crunch,  Lederman  worries 
that  new  fields  of  discovery  may  be  ne- 
glected and  that  the  best  and  brightest 
students  will  turn  their  backs  on  science. 
That  could  be  prevented,  says  Frank 
Press,  president  of  the  National  Acade- 
my of  Sciences:  "The  difference  between 
supporting  science  well  or  poorly  is  only 
three  or  four  billion  dollars  a  yeai"." 

Despite  the  gloom,  this  year's  budget- 
cutting  fervor  may  actually  help  some 
science  and  technology  programs.  By  ax- 
ing the  space  station,  lawmakers  would 
free  $2.25  billion.  Without  the  station, 
the  National  Science  Foundation  could 
get  a  hefty  increase  and  NASA  could 
fund  worthier  space  science  missions, 
says  Representative  Bill  Green  (R-N.  Y.), 
the  ranking  Republican  on  the  space  and 
science  appropriations  subcommittee. 
Similarly,  the  demise  of  the  supercollider 
would  make  it  possible  to  upgrade  parti- 
cle accelerator  facilities  at  Stanford  and 
Fermilab  in  Batavia,  111.,  currently 
America's  premier  high-energy  physics 
labs.  They  still  wouldn't  match  the  ssc's 
power,  though. 

'STRANGE  DYNAMICS.'  Lawmakers  say 
the  s.sc  vote  was  about  more  than  just 
science,  however.  It  came  after  a  battle 
over  whether  to  tack  a  balanced  budget 
amendment  onto  the  Constitution.  Many 
on  the  Hill  felt  they  could  do  the  job 
without  the  amendment.  "Unfortunate- 
ly," says  Bentsen,  "the  SSC  came  into  the 
cross  hairs  on  the  first  day  of  hunting 
season."  Some  also  wanted  to  chastise 
the  Texas  delegation  for  pushing  the 
balanced  budget  amendment  while  sup- 
porting spending  billions  for  a  huge  local 
project — the  ssr.  "I  don't  know  if  those 
who  say  the  vote  is  a  harbinger  know  all 
the  strange  dynamics,"  says  Gregg 
Ward,  Assistant  Secretary  for  congres- 
sional affairs  at  the  Energy  Dept. 

Still,  the  grim  budget  realities  won't 
go  away.  Unless  it  changes  the  rules  to 
funnel  defense  dollars  to  civilian  use, 
Congress  will  have  to  start  slashing 
somebody's  cherished  projects.  It's  un- 
likely those  will  include  entitlements 
such  as  Social  Security  or  medicare.  "It's 
still  not  clear  if  Congress  is  willing  to 
make  any  really  tough  decisions,"  says 
Representative  Robert  S.  Walker  (R- 
Pa.),  of  the  science  committee.  Rather 
than  angering  millions  of  constituents, 
lawmakers  are  more  likely  to  cut  off  a 
few  thousand  physicists  or  biologists. 
The  politics  of  reelection,  predictably 
enough,  may  take  precedence  over  in- 
vesting in  new  knowledge. 

By  John  Carey  hi  Wasliniyton 


COMPUTERS  I 


MICHAEL  DELL:  HIS  COMPANY'S  SHARES  FELL  25%  ON  NEWS  OF  PRICE  CUTS 


'THIS  IS  NOT  A  FUN  BUSINESS 
TO  BE  IN  RIGHT  NOW 


As  PC  makers  of  all  sizes  slash  prices,  it's  shakeout  time... again 


Long  ago,  the  personal-computer  in- 
dustry changed  from  a  freewheel- 
ing world  of  garage-shop  entrepre- 
neurs to  a  complex,  $80  billion-a-year 
industry.  But  one  holdover  from  the  ear- 
ly days  was  an  ever-present  zone  under 
what  executives  called  the  price  umbrel- 
la. This  umbrella,  set  up  by  IBM,  Com- 
paq, and  Apple,  was  the  relatively  high 
prices  charged  by  the  major  players  that 
allowed  ujjstart,  low-overhead  vendors 
to  sell  computers  for  207'  to  307  less. 

Now,  the  umbrella  is  collapsing,  and 
computer  makers  are  bracing  for  the  af- 
termath. Instead  of  just  following  the 
clone  makers'  moves,  th|e  top  players  are 
prepared  to  take  the  lead  in  cutting 
prices.  The  result:  an  industrywide 
shakeout  that  could  eliminate  hundreds 
of  clone  makers.  "There  are  500  suppli- 
ers— and  450  shouldn't  exist,"  says  Intel 
Corp.  President  Andrew  S.  Grove. 

As  Bear,  Stearns  &  Co.  analyst  An- 
drew Neff  puts  it:  "This  is  not  a  fun 
business  to  be  in  right  now."  Like  other 
analysts,  Neff  has  scaled  back  earnings 
projections  for  PC  makers.  He  has  also 
launched  a  regular  report  called  Shake- 
out  Watch  that  lists  the  already  depart- 
ed and  those  on  deathwatch. 
Shakeout  fears  have  been  building  for 


a  year.  With  too  many  players  seeki 
slice  of  the  slowing  PC  market,  p 
cutting  had  already  more  than  doi 
from  the  normal  157  annual  rate 
the  fears  became  more  vivid  on  Juii< 
when  Compaq  Computer  Corp.  de^ 
to  outdo  clone  makers  with  a  new  in 
PCS  priced  from  $899.  Wall  Street  v 
ed  swiftly:  Compaq  shares  dropped 
to  $25.  Shares  of  Dell  Computer  Cm 
a  prime   target  of  Compaq — plu- 
257,  to  $15.75,  three  days  later,  wii- 
warned  analysts  that  price  cuts  i 
jeopardize  its  usual  67  net  profit 
gins.  Dell  also  joined  a  half-dozen 
puter  makers,  including  Toshiba, 
Hyundai,  and  Acer,  in  cutting  pric 
reaction  to  Compaq's  move. 
CASUALTIES.  The  Squeeze  may  be 
beginning.  Chief  Executive  Eck 
Pfeiffer  warns  that  "in  a  month  oi- 
we'll  be  calling  you  back"  for  more 
cuts.  IB.M  is  also  joining  the  fray,  k 
ing  PCs  on  800-number  phone  lines  i 
U.S.,  selling  an  Asian-built  clone  ii 
rope,  and  promising  a  new  line  ol 
priced  PS/2s  this  fall.  Meanwhile,  .' 
Computer  Inc.,  which  hiked  its  m; 
share  to  197'  last  year  from  117'  in 
after  slashing  prices,  plans  new 
$1,000  Macintoshes  this  fall. 
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Nho  will  sui-v|-c'.'  Only  companies 
,h  lots  of  cash,  low  operating  costs, 
1  the  guts  to  live  through  a  protracted 
;e  war.  With  prices  dropping  as  much 
40%  a  year  and  shipments  inching  up 
y  8%',  revenue  growth  will  be  flat  at 
it,  according  to  International  Data 
-p.  Already,  Philips  subsidiary  Mag- 
^ox,  KLH  Electronics,  and  Goldstar 
re  exited  the  U.  S.  market  this  year, 
ney-losing  Northgate  Computer  is 
ling  out  to  Everex  Systems  for  just 
1  million,  and  mail-order  supplier  Zeos 
ernational  Ltd.  lost  money  in  the  first 
irter.  And  Packard  Bell  Electronics 
.  nixed  an  initial  public  offering  be- 
ise  it  couldn't  get  its  asking  price. 
?  most  vulnerable  companies  are  the 
idreds  of  no-name  clone  makers  with 
;  than  1/'  market  share, 
f  this  sounds  like  deja  vu,  that's  be- 
ise  it  is,  sort  of.  In  1985,  the  PC  indus- 
went  through  a  similar  shakeout  af- 
IBM  decided  to  stop  clone  makers — 
•ticularly  Compaq — from  grabbing 
rket  share.  IBM  i- lashed  prices  and  ex- 
ided  its  dealer  network.  Within  a 
,r,  dozens  of  companies  were  gone, 
ick  then,  it  was  IBM  on  one  hand  and 
unch  of  very  small  companies  on  the 
er,"  says  Marc  Schulman,  an  analyst 
h  UBS  Securities  Inc.  "This  time,  the 
ipetition  is  much  better  financed,  so 
war  could  last  a  lot  longer." 
ECT  APPROACH.  Indeed.  AST  Research 
.  co-founder  Thomas  C.  Yuen  says  his 
ipany  is  bracing  for  a  three-year  up- 
val.  He  ticks  off  the  factors:  overca- 
ity,  many  strong  players  with  lots  of 
ley,  a  determination  to  sacrifice  rnar- 
3  for  market  share,  and  a  perpetual 
1  of  newcomers  from  Taiwan  and 
th  Korea.  "The  significant  players 
not  going  to  have  a  total  failure,  like 
kruptcy.  We  also  won't  see  anyone 
i  up  major  market  share,"  says 
!n.  "We  have  come  to  the  conclusion 
:  no  one  is  willing  to  concede." 
0,  if  no  one  will  concede,  what  will  it 
5  to  play?  Low  prices  are  a  given, 
er  that,  there  are  a  lot  of  theories, 
ipaq  says  its  brand  name  will  again 
it  clout.  After  all,  if  PCs  cost  the 
le,  why  buy  Brand  X?  Tandy  Corp. 
3  there's  already  a  shift  to  brand 
I  les  at  its  Computer  City  superstores, 
happens  in  every  other  commodity 
iness,  including  soap,"  says  Vice- 
iident  Howard  Elias.  "There's  no 
son  why  it  shouldn't  in  the  computer 
iness." 

hat  PCs  are  now  a  commodity  is 
ndantly  clear.  A  big  reason  is  that 
t  of  the  innovation  is  done  at  the 
or  software  level,  leaving  little 
n  for  PC  makers  to  be  both  creative 
price-competitive.  As  a  result,  "the 
panies  that  count  on  technology 
le  will  be  in  the  most  trouble,"  says 
analyst  Aaron  Goldberg. 


Instead,  marketing  will  be  a  critical 
factor.  To  attract  the  customer's  atten- 
tion, I'C  makers  must  throw  in  more  fea- 
tures and  jump  into  new  distribution 
channels,  such  as  mail  order,  warehouse 
stores,  or  mass-merchandise  chains. 

That's  why  so  many  PC  makers  are 
getting  into  direct  sales,  the  marketing 
method  that  made  Dell  an  $890  million 
company  in  just  six  years.  Dell  made 
mail  order  respectable  in  the  eyes  of 
major  corporations,  which  put  the 
squeeze  on  Compaq.  Now  that  Compaq 
is  squeezing  back,  founder  Michael  S. 
Dell  says  he's  not  rattled.  "They've 


of  its  own  components,  IBM  has  the  op- 
portunity to  control  costs  and  quality. 
Compaci  also  has  invested  heavily  in 
manufacturing.  Dell  claims  highly  effi- 
cient assembly  plants,  although  it  makes 
few  of  its  own  components. 
PUBLIC  PAIN.  Packard  Bell  has  already 
discovered  the  problems  that*  can  crop 
up  when  a  company  depends  too  heavily 
on  subcontractors.  In  the  prospectus  for 
its  aborted  IPO  in  January,  the  company 
disclosed  that  although  gross  sales  grew 
357'  in  1991,  to  $820  million,  net  sales 
were  17.57  lower  because  so  many  ma- 
chines had  been  returned — an  ominous 


WHERE  THE 
PC  MAKERS 
STAHD 


® 


  386SX-20MHZ 

J_^^T£.  $3,245 

IWANUFACTURING  The  most  vertically  in- 
tegrated PC  maker,  IBM  builds  most 
components  itself,  including  micropro- 
cessors, memory  chips,  and  disk  drives 

DISTRIBUTION/MARKETING  Large  direct 
sales  force  and  traditional  computer 
stores.  Branching  out  into  mass  merchan- 
disers, mail  order 


PROLINEA 
/4  386SX-25MHZ 


BRAVO  3V 
386SX-2SMHZ 

COMPUTER  $1,740 

MANUFACTURING  Builds  its  own  boards  at 
company-owned  plants  in  Asia,  Prides  itself 
on  highly  flexible  manufacturing  lines 
DISTRIBUTION/MARKETING  All  indirect  sales, 
with  60%  of  North  American  sales  via 
value-added  resellers,  who  sell  PCs  with 
specialized  software 


D^LL 


386SX-25MHZ 

$1,199 


MANUFACTURING  Buys  most  components, 
owns  its  own  assembly  plants 
DISTRIBUTION/MARKETING  Pioneered  the 
direct-mail  channel,  now  has  sales  force  to 
call  on  major  accounts.  In  some 
superstores.  Beefing  up  customer  service 


$1,415 


MANUFACTURING  Compaq  builds  its  own 
boards  and  monitors 

DISTRIBUTION/MARKETING  Traditionally  sold 
through  dealer  channels,  now  moving  into 
computer  superstores,  mass  merchandisers. 
Strong  reputation  for  support  and  service 


r/1 


GATEWAy200(A 


386SX-25MHZ  $1,415 
MANUFACTURING  Does  no  component 
manufacturing,  assembles  machines  from 
subassemblies.  Components  purchased 
from  low-cost  suppliers 
DISTRIBUTION/MARKETING  All  telesales  and 
direct  mail 


Note:  All  list  prices  include  color  monitor,  hard  disk  drive,  and  at  least  2  megabytes  moin  memory 

DATA:  INTERNATIONAL  DATA  CORP.,  BW 


come  into  our  ring  to  play  our  game," 
says  Dell,  "and  we  think  we  know  the 
game  much  better  than  they  do." 

As  Compaq  meets  it  on  price,  Dell  is 
upping  the  ante  in  marketing  by  adding 
more  customer-support  services.  At  the 
same  time,  it's  bringing  out  new  models 
that  it  says  will  sell  for  less  than  the 
wholesale  prices  Compaq  charges  deal- 
ers. And  Dell  can  afford  to  keep  fight- 
ing: It  has  a  strong  balance  sheet,  in- 
cluding $175  million  in  cash. 

The  other  way  to  separate  winners 
from  losers  may  be  in  manufacturing, 
IBM's  strong  suit.  Because  it  makes  most 


indication  of  possible  quality  problems. 

Packard  Bell  may  be  better  off  stay- 
ing private,  says  Ted  Waitt,  president  of 
Gateway  2000  Inc.,  a  mail-order  supplier. 
In  a  price  war,  it's  an  advantage  not  to 
have  to  answer  to  Wall  Street.  Says 
Waitt:  "You  can't  have  all  these  public 
companies  losing  money  continuously." 

That  may  be  true.  But  even  Wall 
Street  understands  that,  in  a  lengthy 
price  war,  no  pain,  no  gain.  So  it  could 
be  a  long  time  before  the  PC  business  is 
fun  again. 

By  Catherine  Arnst  in  New  York,  with 
bureau  reports 
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TELECOMMUNICATIONS  1 


AT&T  IS  STRUTTING  ITS  STUFF 
IN  CONSUMER  GOODS 


Once  a  big  flop,  it  now  leads  in  phones  and  answering  machines 


Talking  to  someone  on  the  Video- 
phone 2500 — the  picture  phone 
from  A'l'&T  due  out  this  summer — 
is  definitely  not  like  talking  face  to  face. 
The  colors  are  faint,  the  motion  is  inter- 
mittent, and  the  lip  sync  is  miles  off. 
When  someone  laughs,  fully  two  sec- 
onds can  elapse  before  you 
see  the  smile  pop  onto  the 
person's  face.  All  that  for 
$3,000  a  pair. 

Still,  knocking  the  Video- 
Phone  is  a  bit  like  criticizing 
the  glissandos  of  a  piano-play- 
ing dog;  the  wonder  is  that 
the  thing  works  at  all.  Every 
other  video  system  requires 
expensive,  high-capacity 
phone  lines.  The  VideoPhone 
2500  squeezes  video  signals  so 
much  that  they  can  fit  over  a 
standard  line — ^just  plug  it  in 
and  start  making  calls. 
LOADED  PIPELINE.  The  equally 
surprising  thing  about  the 
VideoPhone  is  that  American 
Telephone  &  Telegrafjh  Co. 
could  pull  it  off.  Even  with  its 
drawbacks,  it's  a  symbol  of 
the  phone  giant's  remarkable 
comeback  in  consumer  elec- 
tronics— and  its  intention  to 
take  the  lead  in  a  new  era  of 
])roducts.  Kenneth  M.  Bertac- 
cini,  president  and  C'KO  of  AT&T  Consum- 
er Products,  calls  it  "step  one"  in  an 
effort  to  blend  computers,  phones,  and 
consumer  electronics. 

Less  than  a  decade  ago.  Consumer 
Products  wouldn't  have  been  up  to  such 
a  mission.  At  the  time  of  the  breakup  of 
AT&T  in  1984,  the  20,000-employee  busi- 
ness was  flopping  so  badly  that  some 
insiders  advocated  dumping  it.  AT&T 
knew  how  to  lease  telephones,  not  retail 
them.  It  didn't  have  a  clue  about  how  to 
control  costs,  develop  products  rapidly, 
or  get  space  on  store  shelves.  Says  Ber- 
taccini:  "We  were  losing  lots  of  money, 
our  customers  were  leaving  us  in 
droves,  and  our  people  were  in  trauma." 

This  year,  by  contrast,  AT&T  is  No.  1  in 
the  U.  S.  market  for  corded  phones, 
cordless  telephones,  and  answering  ma- 
chines (chart),  besting  the  likes  of  Pana- 
sonic, Sonv,  and  Thomson.  Consumer 


Products'  revenue  has  grown  an  aver- 
age of  187'  a  year  since  1985,  says  Ber- 
taccini,  to  a  level  that  analysts  peg  at 
around  $2  billion  this  year.  Bertaccini 
estimates  that  profit  margins  are  among 
the  highest  in  .AT&T.  Casey  Dworkin, 
general  manager  of  Personal  Technol- 


m 


urn 


ogy  Research,  a  Waltham  (Mass.)  con- 
sulting firm,  calls  it  "probably  one  of  the 
great  turnaround  jobs  in  the  high-tech 
industry." 

Here's  how  it  happened:  After  Bertac- 
cini was  promoted  to  president  in  1986, 
he  moved  manufactur- 
ing out  of  the  U.  S., 
closed  hundreds  of 
Phone  Center  company- 
owned  stores,  slashed 
the  payroll  to  14,000, 
and  brought  in  talented 
outsiders  to  manage  the 
business.  AT&T  now 
makes  answering  ma- 
chines in  Mexico,  corded 
phones  in  Thailand,  and 
cordless  phones  in  Sin- 
gapore and  Indonesia. 
Such  moves  cut  annual 
expenses  by  $1  billion. 


WHERE  AT&T  IS  NO.  1 

ESTIMATED  1992  U.S.  MARKET  SHARE 

CORDLESS  PHONES 


42.0%  SHT 

t 

CORDED  PHONES 

EE 

1  1 

ANSWERING  MACHINES 

0  15  30 

►  PERCENT 

DATA.  PfRSONAL  TECHNOLOGY  RESEARCH 


At  the  same  time,  Bertaccini  tried 
wipe  out  the  old  AT&T's  go-slow  attituc 
He  ordered  up  team-building  exercis 
such  as  wilderness  treks.  And  to 
.AT&T  veterans  to  focus  on  the  botto 
line,  he  instituted  performance  bonus 
Executives  who  once  earned  $100,000 
year  got  $70,000.  But  if  they  hit  perfc 
mance  goals,  bonuses  could  run  as  hi 
as  $80,000.  Bertaccini  split  up  Consu 
Products  into  strategic  business  units 
sponsible  for  particular  product 
And  in  January,  he  gave  each  its  o\ 
marketing  and  product-developm 
staffs. 

Those  measures  have  protected,  ev 
enhanced,   the   venerable  AT&T  br 
name.  It  topped  all  others  in  a  sur 
this  year  by  rival  Thomson  Consunr 
Electronics,  according  to  R( 
ert  E.  Giordano,  vice-presid 
and  general  manager  f 
Thomson's  Communicatio 
Products   Div.   in  Syracu 
N.  Y.  Says  Giordano:  "I 
spect  a  lot  of  what  they 
done  to  change  the  old  AT&' 

EXPLODING  MARKET.  AT&T 

hardly  home  free.  Sony  Co 
and  Panasonic  Co.  have 
panded  manufacturing  capj 
ty  to  launch  fresh  attacks 
AT&T's  leadership  in  cordli 
phones.  And  AT&T  has  yet 
transfer  its  consumer  mark 
ing  clout  overseas,  where 
name  is  not  well  knov 
Boosting  foreign  sales  fr 
less  than  5'7J  of  revenues  \ 
be  expensive.  And  the  Vid 
Phone  won't  have  the  field 
itself  for  long.  Britain's  G 
Marconi   Ltd.   is  develop 
one  that  could  .sell  for  half 
AT&T  price  and  hit  the  U 
market  sometime  next  yea 
But  then,  it's  no  surprise  that  AT 
Consumer  Products  faces  tough  cl 
lenges.  The  wonder  is  that  it  has  d( 
this  well.  Bertaccini  estimates  that 
market  in  which  Consumer  Produ 
competes,  $8  billion  worldwide  this  yc 
will  explode  to  $70 
lion  by  2001,  thanks 
new  products  aris 
from   the  converge 
of  computers,  commi 
cations,  and  entert; 
ment.  If  Bertaccini 
keep  his  business  in 
thick  of  the  action 
fair  chunk  of  that 
billion  could  belong 
AT&T.  Who  says 
can't  teach  an  old 
new  tricks? 

Bii  Peter  Coy  iv  i 
York 
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IRMAN  JOHN  MCDONNELL:  IN  COMMERCIAL  JETS,  THE  COMPANY  IS  "NO.  3  AND  FADING" 


ONE  IS 

lY  CO-PILOT? 


iwan's  waffling  is  keeping  McDonnell  in  a  holding  pattern 


rhe  cover  of  McDonnell  Douglas 
Corp.'s  latest  annual  report  sports 
a  dramatic  photograph  of  five 
les  from  the  Navy's  Blue  Angels 
n,  white  smoke  billowing  from  their 
.  as  they  miraculously  pull  out  of  a 
p  dive.  In  case  you  don't  get  it,  a 
ful  caption  drives  home  the  point: 
rning  the  corner." 

's  catchy — but  more  than  a  little 
•optimistic.  McDonnell  Douglas,  the 
Dn's  largest  defense  contractor,  has 
•  ed  survived  the  severe  cash  crunch 
almost  sent  it  into  a  tailspin  18 
ths  ago.  But  an  upward  flight  path 
the  $18.4  billion-a-year  company  still 
as  a  distant  possibility.  Its  core  de- 
e  market  is  shrinking.  Its  finances 
fragile.  And  it  remains  to  be  seen  if 
mpany  that  for  so  long  prospered  on 
ary  largess  can  make  the  transition 
vvies. 

HT  CAPITAL.  Strategically,  Chairman 
1  F.  McDonnell  is  in  a  corner,  not 
ing  it.  He  could  radically  shrink  the 
oany  and  remain  primarily  a  weap- 
maker,  as  General  Dynamics  Corp. 
)ing.  But  that  would  require  sharp 
■management — never  McDonnell's 
ig  suit.  The  company  could  diversify 
/  from  its  aerospace  core,  but  diver- 


sification has  also  been  a  problem  for 
McDonnell  Douglas.  John  McDonnell's 
dream  of  building  a  $4  billion  computer 
services  business,  for  instance,  resulted 
in  $362  million  in  losses  over  seven 
years  before  the  company  threw  in  the 
towel  in  1989.  So  McDonnell  executives 
see  little  choice  but  to  continue  tar- 
geting commercial  aviation,  a  technology 
that  their  engineering-trained  managers 
understand. 
What  it  most  needs  to  pursue  that 


FASTEN 

YOUR 

SEATBELT 


strategy,  however,  is  money.  McDon- 
nell's proposed  MD-12  jumbo  jet,  de- 
signed to  compete  with  Boeing  Co.'s  lu- 
crative 747,  is  expected  to  cost  about  $5 
billion  to  develop.  But  the  com])any, 
which  narrowly  skirted  a  liquidity  crisis 
in  1990  as  it  com|)leted  the  cheaper  MD- 
11,  simply  cannot  afford  to  build  the 
new  plane  without  a  wealthy  partner. 

Executives  thought  they  had  found 
one  late  last  year.  In  November,  the 
government-backed  Taiwan  Aerospace 
Corp.  agreed  to  buy  a  maximum  of  A07" 
of  McDonnell's  commercial  aircraft  busi- 
ness for  up  to  $2  billion.  But  the  Taiwan- 
ese recently  stunned  McDonnell  by  un- 
veiling a  radically  different  second 
proposal  in  which  any  major  direct  in- 
vestment would  be  put  off  for  a  couple 
of  years.  Within  weeks,  McDonnell  post- 
poned the  MD-12's  launch  indefinitely. 
Wall  Street  is  shell-shocked.  McDonnell 
shares  have  plunged  nearly  487',  to  un- 
der 38,  since  the  Taiwanese  investment 
was  proposed  on  Nov.  19  (chart). 
PLAYING  HARD  TO  GET.  McDonnell  offi- 
cials aren't  about  to  concede  defeat, 
though.  They  contend  that  Taiwan's  un- 
willingness to  consunuiiate  the  original 
deal  is  a  bargaining  ploy.  "We  think 
they're  trying  to  do  a  little  negotiating 
in  the  press,"  says  John  D.  Wolf,  execu- 
tive vice-president  of  Douglas  Aircraft 
Co.,  McDonnell's  commercial  unit.  Tai- 
wanese officials  hint  there  may  be  room 
for  compromise.  Says  Taiwan  Aerospace 
Vice-President  George  K.  C.  Liu:  "It 
may  be  that  the  final  result  will  l)e  a 
combination  of  the  latest  [Taiwanese 
proposal]  and  the  early  proposals." 

While  continuing  its  awkward  mating 
rite  with  the  Taiwanese,  McDonnell  is 
cutting  back  current  production.  It  aims 
to  shutter  a  2,000-worker  parts  plant  in 
Torrance,  Calif.,  by  next  year,  and  in 
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June  it  began  a 
new  cost  and  budget 
review  at  Douglas. 
The  likely  result:  still 

more  layoffs. 

There's  no  doubt  that  these  are 
tough  times  for  selling  to  the  air- 
line industry.  But  the  contraction  is  es- 
pecially bad  for  Douglas  because  it  mar- 
kets only  two  plane  types,  compared 
with  five  at  kingpin  Boeing.  That  narrow 
product  line  leaves  it  little  shelter  when 
demand  softens  in  one  area.  Cancella- 
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tax  write  off 
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/  don  'I  know  doctor,  ever 
since  we've  made  this  acquisition, 
I've  beai  seeing  double!! 


P.O.  Box  302 1  Glen  Ellyn,  IL  60138 
FAX  C  )8)  690-0565 


Excess  inventory  today... 
student  opportunity  tomorrow 


tions  have  lieen  another  problem.  .A 
Donnell  had  a  net  lo.ss  of  27  narrowbo 
orders  and  six  MD-11  widebody  ord( 
last  year.  Boeing  Marketing  Vice-Prt 
dent  Richard  L.  James  says  his  compa 
has  had  a  net  gain  of  133  singie-ai: 
plane  orders  since  the  end  of  1990. 

The  immediate  future  doesn't  lo 
much  better  for  Douglas.  Its  share 
the  commercial  jetliner  order  backlog 
currently  a  paltry  12'/,  trailing  a  3 
share  for  Europe's  Airbus  Industrie  a 
way  behind  Boeing's  55'/  share.  Desp 
a  record  $200  million  in  operating  ea 
ings  at  the  $8.(i  billion  transport  aircr 
unit  in  1991,  Douglas  risks  joining  Ci 
vair,  Sud  Aviation,  and  Lockheed  in  t 
annals  of  former  commercial  plat 
builders.  Even  John  McDonnell  refers 
Douglas'  position  in  jetliners  as  "N^ 
and  fading." 

NEW  LEASE.  The  Ml)-12  could  go  a  lo 
way  toward  changing  that.  But  for  nc 
the  project  depetids  on  Taiwan  Ae 
space.  In  its  revised  proposal,  T.\  says 
will  spend  about  $2.5  billion  to  set  uj 
manufacturing  company  in  Taiwan 
make  parts  for  the  MD-12  and  to  est; 
lish  a  leasitig  cotnpany  to  buy  20  of  t 
planes.  The  leasing  com[)any  would  g: 
McDontiell  letters  of  credit  worth  alx 
$2.5  billion  to  fund  some  developtm 
expenses.  But  first,  Taiwan  Aerosp;| 
wants  McDonnell  to  secure  at  least 
more  orders.   McDonnell  executi\ 
haven't  res|)onded  f(jrtnally  to  the  id 
but  they  aren't  likely  to  welcome 
They  still  want  an  infusion  of  cash 
fore  embarking  oti  siicli  a  risky,  exp 
sive  developtiieiit  project. 

Not  all  "f  the  tiews  out  of  McDonn 
is  bad.  Analysts  expt'ct  its  C-17  milit; 
trans]>()rt,  more  than  a  year  behi 
schedule  atid  $1  billion  over  budget, 
withstatid  heavy  congressional  flak 
briti.u-  ill  up  to  $35  billion  in  sales.  A 
despite  a  recetit  Pentagon  inspector  g 
eral's  report  critical  of  the  Navy's 
forts  to  ease  regulatory  hurdles  for  ti 
versions  of  Mcl  )niiii('irs  venerable  F 
is,  the  fighter  will  pfol)al)ly  win  appr 
al.  That  would  pave  the  way  for  up 
$20  billion  in  additional  sales. 

Still,  the  days  when  McDonnell  coi 
ctjunt  oti  a  steady  streatn  of  new  C( 
bat-aircraft  contracts  are  history.  Tl 
tneans  the  Far  Easterti  negotiations  \ 
continue.  "Our  position  has  remait 
steady  frotn  the  word  go,"  says  Niss 
Davis,  McDonnell's  vice-president 
the  Pacific  and  Asia.  "We  are  interesi, 
in  an  equity  partnership."  But  with 
Donnell's  weak  financial  position 
limited  strategic  alternatives,  refusi 
to  compromise  may  not  be  an  option 

/)//  ./(in/cs  E.  Ellis  in  Ijiiig  Rciicl/.  ('a 
irilli  Uniic  Enihoi  H  in  Tiu/ici  mid  hiin 
ti/imis 
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STRATEGIES  I 


TOO  MANY  ROOMS  AT  THE  INN 
FOR  RITZ-CARLTON 


In  a  glutted  market,  the  chain  is  already  in  default  on  one  loan 


Tlie  Mauna  Lani  Ritz-Carlton  Hotel 
is  a  gleaming  gem  on  Hawaii's  Ko- 
hula  Coast.  With  its  exotic  kou 
wood  paneling,  marble  floors,  and  crys- 
tal chandeliers,  the  542-room  hotel  is  de- 
signed to  give  the  illusion  of  a  sUitely 
seaside  mansion.  However,  construction 
cost  overruns  of  ap])roximately  $18  mil- 
lion and  disappointing  occupancy  rates 
have  made  it  more  like  a  house  of  hor- 
rors. "They  overpaid  big-time,"  says  a 
former  top  executive  of  the  hotel's  par- 
ent company,  Ritz-Carlton  Hotel  Co. 

Penny-pinching  is  not 
exactly  a  trademark  of 
Ritz  Chairman  William 
B.  Johnson.  A  little- 
known  Atlanta  real  es- 
tate investor,  he  pur- 
chased the  rights  to  the 
Ritz-Carlton  name  in 
1983,  when  he  bought 
the  legendary  Boston 
Ritz-Carlton  Hotel. 
Since  then,  he  has  ag- 
gressively expanded  the 
privately  held  company, 
loading  up  on  debt  and 
entering  markets  from 
Pasadena,  Calif.,  to 
Pentagon  City,  Va.  (ta- 
ble). Ritz-Carlton  Hotel 
Co.  has  full  or  part 
ownership  of  l.'i  of  the 
chain's  j!")  hotels. 
Among  its  investors: 
Willard  G.  Rouse  HI, 
Prudential  Really 
Groui),  John  F.  McDon- 
nell of  McDonnell 
Douglas,  and  Ford  Mo- 
tor's real  estate  arm. 
CASH-STRAPPED.  But 
now,  willi  a  worldwide 
hotel  glut  and  an  indus- 
try that  is  trying  to 
shrug  off  the  effects  of 
the  recession,  peojjle 
close  to  Johnson's  com- 
pany say  it  is  more 
than  $1  billion  in  debt, 
strapped  for  rash,  and 
finding  it  diffici\ii  to 
meet  its  debt  ser\ice. 
Ritz  President  Horsl  H. 
Schulze,  who  concedes 


that  the  company  is  in  default  on  a  $70 
million  loan  and  is  seeking  to  restructure 
other  debt,  denies  the  company  is  in 
trouble.  So  far,  none  of  its  lenders  has 
sought  foreclosure.  But  some  industry 
sources  say  a  massive  restructuring — 
likely  involving  such  lenders  as  Bank  of 
Tokyo  Trust,  Sumitomo,  and  Shimizu 
Land — may  be  in  the  works. 

In  a  worst-case  scenario,  Johnson 
would  give  up  the  equity  in  the  hotels  he 
owns  and  merely  act  as  a  management 
agent.  "P.asirallv,  thcy'iv  at  the  mercy 


LAP  OF  LUXURYMHE  LOBBY  OF  THE 
TYSONS  CORNER  RITZ-CARLTON 


RITZ  BLITZ 


Since  buying  the  Boston  Ritz-Carlton  in  1983,  Bill  Johnson  has  expanded  the 
chain  by  adding  2 1  new  hotels  and  acquiring  three  others 
Year  opened  Locations 


1984 


Atlanta  (two  hotels);  Loguno  Niguel,  Calif. 


1985 


Naples,  Fla. 


1988 


Houston;  Phoenix;  Rancho  Mirage,  Calif. 


1989 


Dearborn,  Mich.;  New  York  (acquired);  Washington  (acquired) 


1990 


1991 


Cleveland;  Kansas  City,  Mo.  (acquired);  Marina  del  Rey,  Calif.; 
Mauna  tani,  Hawaii;  Pentagon  City,  Va.;  Philadelphia;  St.  Louis; 
Sydney,  Australia 

Amelia  Island,  Fla.;  Double  Boy,  Australia;  Mcteon,  Va.;  Palm 
Beach,  Fla.;  Pasadena,  Calif.;  San  Francisco 


1992* 


Aspen,  Colo.;  Barcelona,  Spain;  Hong  Kong;  Kapalua,  Hawaii 


1993- 


Cancun,  Mexico 


*Planned 


of  their  lenders  right  now,  only  the 
pire  is  so  fragmented,  like  with  Olym 
&  York,  that  no  one's  pieced  it  all 
gether,"  says  a  source  familiar  with 
company.  Schulze  vehemently  den 
that  the  Ritz  has  any  serious  finam 
problems. 

Johnson,  meanwhile,  is  unrelenting 
his  determination  to  build  lavishly 
expand  as  far  as  his  investors  wif 
nance  him.  This  year,  he  is  opening  ft 
Ritzes  and  is  in  discussions  with  pot 
tial  backers  for  20  more.  Johnson 
clined  to  be  interviewed  for  this  artic 
INSOLVENT?  He  will  have  a  hard  ti 
getting  any  more  backing  from 
York-based  Teachers  Insurance  &  .\ 
ity  Assn.  The  $58  billion  insurer  li, 
received  the  most  recent  payment  o 
$70  million  loan  for  the  Kansas  ' 
(Mo.)  Ritz-Carlton — owned  in  part  li;. 
unit  of  the  real  estate  firm  J.  C.  Nicli 
Co.  And  Teachers  is  suing  to  get  out 
an  additional  $80  million  loan  comi 
ment  for  the  Tysons  Corner  Ritz-Carl 
that  opened  last  yea: 
McLean,  Va.  Teach 
claims  the  Virginia 
tel  is  now  worth 
$50  million  and  is  ef 
tively  insolvent.  S; 
Schulze:  "We  disag 
that  the  [reduced  n 
ket  value]  should  al 
Teachers  to  pull  out 
this." 

The  Teachers  disp 
may  be  just  the  be, 
ning  of  the  headac 
for  Johnson  and 
Ritz.  Few  of  the  ho 
are  able  to  service  tl 
debt   at  current  0( 
pancy  and  room  ra 
say  people  close  to 
company.  At  its  cun 
average  rate  of  $12 
night,  for  instance, 
Buckhead  Ritz-Carl 
in  Atlanta  would  n 
better  than  100',^  o< 
pancy  every  night 
the  year  to  cover 
debt,  estimates  a  ( 
sultant  familiar  vi 
the     hotel.     Schu , 
claims  that  the  Bi 
head  property  is  dc 
"exceptionally  well." 

But  Schulze  confi) » 
that  the  Mauna 
in  which  Johnson 
a  one-third  inter) 
hasn't  lived  up  to  Ri 
expectations.  There ' 
a  "minor  cash  call/' 
make  a  debt  paymi 
he  says.  The  hotel  a 
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within  your  company.  Regardless  of  workgroup  size,  location  or  network.  In  fact,  organizations  are  using  Notes  to 
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duct  Ulanning.  So  giv 
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ENTREPRENEURS ■ 


NO  PEACE 

FOR  MILAN  PANIC 


The  ICN  cliief  s  fortunes  are  tied  to  war-torn  Yugoslavia 


aged  only  44'  >'  occaipancy  last  year,  the 
consultant  says.  Schulze  declined  to  con- 
firm the  number.  But  if  things  ever  get 
too  bad  with  any  of  the  properties,  he 
says,  the  Ritz-Carlton  Hotel  Co.  could 
walk  away  from  its  nonrecourse  loans, 
which  give  lenders  no  claim  against  the 
parent:  "We  would  still  have  a  manage- 
ment fee  and  would  be  very  happy." 

Owner  Bill  Johnson  has  plenty  of 
management  experience,  but  only  lately 
with  such  a  fancy  outfit  as  Ritz-Carlton. 
A  self-made  man,  he  ventured  into  entre- 
preneurship  with  a  Waffle  House  Inc. 
franchise  back  in  the  l%Os.  Today,  John- 
son owns  some  100  Waffle  Houses,  10 
Holiday  Inns,  and  a  Marriott.  His  great- 
est coup,  rival  hoteliers  say,  was  pur- 
chasing the  Ritz  name  for  some  $70  mil- 
lion in  1983.  "A  brilliant  move,"  says 
Darryl  Hartley-Leonard,  president  of 
Hyatt  Hotels  Corp.  Only  one  Ritz,  in 
Chicago,  is  independently  managed. 
DISGRUNTLED.  Johnson's  reputation  as  a 
shrewd  (ijierator  and  a  masterful  deal- 
maker  garnered  him  numerous  inves- 
tors. Some  say  they  are  thrilled:  "It's 
being  managed  superbly,"  says  Allen 
Ostroff,  senior  vice-president  of  Pruden- 
tial Realty  Group,  which  owns  907(  of 
the  Ritz-Carlton  in  Laguna  Niguel,  Calif. 
He  has  good  reason  to  be  upbeat:  Last 
year  the  hotel  had  a  707'^  occupancy  rate, 
better  than  its  local  rivals,  and  average 
room  rates  topped  $200  a  night.  "Over 
90?'  of  our  outside  investors  are  exceed- 
ingly happy,"  Schulze  insists.  "In  .some 
cases,  their  real  estate  results  at  the 
moment  don't  look  as  good,  but  operat- 
ing results  are  excellent." 

Many  investors  don't  see  it  that  way. 
New  York's  secretive  Lee  family,  which 
lent  Johnson  some  $136  million  to  refi- 
nance his  flagship  Boston  property  in 
exchange  for  a  future  ownership  inter- 
est, is  in  negotiations  to  take  control  of 
the  hotel,  according  to  sources  close  to 
the  situation.  Koichi  Lee  declines  to  com- 
ment. Schulze  confirms  that  "intricate 
discussions"  are  taking  place  but  de- 
clines to  elaborate.  Other  outside  inves- 
tors, stuck  with  underperforming  prop- 
erties in  glutted  markets,  are 
disgruntled  as  well.  The  chain  "expand- 
ed too  quickly,  and  the  properties  have 
too  much  money  in  them  at  this  point," 
says  a  real  estate  executive  who  works 
with  one  California  Ritz  investor. 

To  Schulze,  such  thinking  is  short- 
term  and  ill-conceived.  "A  hotel  is  built 
for  not  three  years,  but  for  60  years,"  he 
says  in  hushed  tones,  leaning  forward  in 
his  chair.  "I  assure  you  that  the  Ritz- 
Carlton  Hotel  Co.  will  be  here  for  many, 
many  years."  That  may  be.  But  if  John- 
son can't  figure  out  a  way  to  keep  his 
lenders  happy,  his  role  in  the  company's 
future  may  be  vastly  reduced. 

Bi/  Laurel  Tonbi/  in  New  York;  ivitit 
bureau  reports 


Within  Yugoslavia's  aspiring 
Serliian  business  community, 
Milan  Panic  is  a  folk  hero. 
Not  only  did  he  escape  the  shackles  of 
Communism  early  by  defecting  to  the 
U.  S.  in  1955,  but  he  also  transformed 
himself  into  a  millionaire  pharmaceutical 
executive — perhaps  the  richest  Serbian 
in  the  world.  "He's  a  well-known  and 
very  popular  name  in  Belgrade,"  says 
Nebojsa  Vujovic,  first  secretary  of  the 
Yugoslavian  Embassy  in  Washington. 
"He  possesses  a  vast  knowledge  of  the 
working  market  economy." 

Too  vast,  in  the  opinion  of  some  feder- 
al regulators  and  Wall  Street  investors. 
On  the  way  to  building  ICN  Pharmaceuti- 
cals Inc.  into  a  $460  million  international 
drug  company,  Panic  (pronounced  P.^iHN- 
ish)  has  been  investigated  twice  by  the 
Securities  &  Exchange  Commission  for 
securities-law  violations.  And  last  year, 
he  settled  a  civil  action  brought  by  the 


U.  S.  Justice  Dept.  alleging  that 
overstated  the  potential  of  one  of 
compounds  as  an  .\IDS  drug.  Neither 
nor  ICN  has  admitted  guilt  in  any 
these  cases.  Some  investors  defend 
62-year-old  Panic  as  an  aggressive 
sionary.   But  his   management  1 
spurred  numerous  shareholder  su 
and  his  own  board  has  censured  him 
misuse  of  corporate  assets  (table).  Pa 
was  unavailable  to  be  interviewed 
this  article. 

Now,  Panic  has  managed  to  wrap  c 
troversy  and  his  Serbian  heritage  int 
single  package:  The  ruling  Socialist  f 
ty  in  what's  left  of  Yugoslavia — Ser 
and  Montenegro — wants  to  draft  him 
the  nation's  Prime  Minister  to  help  st; 
lize  the  economy  and  stave  off  West 
military  intervention.  It's  unlikely 
would  accept — it  would  jeopardize 
hard-won  U.  S.  citizenship  and  i 
counter  to  sanctions  enacted  against ' 
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aviii  in  May  l)y  tlic  l'.  S.  and  ['.  N. 
1  have  expressed  outrajre  over  Serbi- 
■fforts  to  cut  off  humanitarian  relief 

Sarajevo,  the  besieged  capital  of  ri- 
Bosnia  and  Herzej^ovina.  Neverthe- 

Panic  is  likely  to  play  some  role  in 
Iv'ma  the  feud.  Indeed,  iCN's  future 

depend  on  it. 

le  reason:  In  the  past  year.  Panic's 
ness  has  become  increasingly  tied  to 
oslavia's  uncertain  future.  In  May, 
,  ICN's  drug-manufacturing  and 
keting  subsidiary,  SPl  Pharmaceuti- 
Inc,  bought  757'  of  Yugoslavia's 
est  drug  company,  Galenika.  In  just 
t  months,  the  successful  new  unit 
anted  for  617'  of  SPl's  1991  revenues 
364  million,  and  967  of  its 
million  net  profit.  Mean- 
8,  Panic  has  signed  letters 
itent  to  set  up  similar  joint 
ures  in  Russia  and  Poland, 
e  searching  for  other  op- 
unities  in  Eastern  Europe, 
icularly  in  Hungary.  ICN's 
{  has  responded  well  to  all 
^ood  news,  and  the  compa- 
board  rewarded  Panic  for 
jfforts  with  a  special  stock 
IS  valued  at  $5.4  million. 
i  TO  RICHES.  Problem  is, 
3alenika  has  become  a  vic- 
of  Yugoslavia's  civil  war. 
company,  which  supplies 
;il!in  to  much  of  the  coun- 
imports  roughly  two-thirds 
s  raw  materials  from  the 
— supplies  that  have  been 
ced  by  the  sanctions.  ICN  is 
y  lobbying  for  an  excep- 
based  on  its  status  as  a 
maceutical  company,  a  pos- 

outcome.  But  two  rounds 
urrency  devaluations  al- 
y  have  depressed  the  joint 
are's  value,  and  Serbia's 
irinflationary  economy 
s  poorly  for  any  business  there, 
.nic,  of  course,  has  lived  by  his  wits 
I  long  time.  A  chemist  by  training 

a  Yugoslavian  national  bicycling 
ip,  he  defected  to  the  West  on  the 
to  a  race  in  the  Netherlands,  when 
1  as  25  years  old.  He  eventually  made 
ivay  with  his  family  to  California 

in  1960,  established  a  company 
d  International  Chemical  &  Nuclear 

$200  and  an  old  washing  machine. 

latter,  according  to  company  lore, 
used  as  a  centrifuge  to  extract  DNA 

salmon  sperm. 

!  is  a  far  different  company  from 
me  that  Panic  had  envisioned.  Then, 
ad  hoped  to  harness  the  secrets  of 
whose  double-helix  structure  had 
unraveled  in  the  mid-1950s.  His 
was  to  uncover  a  whole  new  set  of 
ipeutic  drugs  and  build  a  world- 
pharmaceutical  company.  To  get 
:,  though,  he  knew  he  needed  cut- 


ting-edge research  and  a  worldwide  net- 
work to  market  the  results.  "He  had  the 
same  sort  of  vision  that's  standard  dog- 
ma among  biotech  companies  today," 
says  veteran  drug  analyst  Samuel  D. 
Isaly  of  New  York's  Mehta  &  Isaly. 
"But  he  was  20  years  ahead  of  them." 

In  his  zeal  to  build  his  company,  Panic 
quickly  became  known  as  a  promoter 
rather  than  a  visionary.  And  by  the  ear- 
ly 'ROs,  only  the  antiviral  agent  ribavirin, 
brand  named  Virazole,  had  emerged 
from  the  company's  grandly  titled  Nu- 
cleic Acid  Research  Institute.  Otherwise, 
ICN  was  mostly  a  ragtag  collection  of 
acquisitions,  selling  everything  from 
generics  to  laboratory  supplies.  To  raise 


ICN'S  CONTROVERSIAL  RECORD 

TjQ^rt  Stock  jumps  after  ICN  says  it  will  market  L-dopa — 
I  /  f  V  the  Parkinson's  disease  drug.  It  buys  several  compa- 
nies with  stock  before  news  of  L-dopa  side  effects  deflates 
stock  price.  Some  previous  owners  of  the  businesses  get  refunds 

ICN  signs  consent  decree  with  Securities  &  Exchange 
l/f  f    Commission  after  SEC  charges  it  gave  out  mislead- 
ing financial  projections.  Company  does  not  admit  guilt,  but 
shareholder  suits  ensue 

1|J^Q  In  response  to  a  shareholder  suit,  an  audit  committee 
til  /  of  ICN's  board  forces  Chairman  Milan  Panic  to  reim- 
burse company  $123,000  for,  among  other  things,  personal  use 
of  a  company-owned  jet  and  house  in  Lake  Tahoe,  Calif. 

1QQ7  ICN  reports  its  drug  Virazole  is  effective  in  slowing 
I  / Uf    the  onset  of  AIDS.  Food  &  Drug  Administration  says 
tests  ore  inconclusive.  FDA  and  SEC  investigate 

1001  '^"^  """^^  $600,000  to  settle  Justice  Dept. 

I  /  /  I  charges  surrounding  the  promotion  of  Virazole  and 
signs  another  SEC  consent  decree.  Company  never  admits  guilt 


enough  cash  to  continue  developing  Vir- 
azole, and  to  keep  the  company  afloat. 
Panic  was  forced  to  carve  up  ICN  into 
three  units,  taking  each  one  public.  Now, 
ICN  is  simply  a  holding  company. 

Virazole  was  approved  by  the  Food  & 
Drug  Administration  at  the  end  of  1985, 
but  only  to  treat  an  unusual  respiratory 
disease  in  infants.  Rumors  that  the  FUA 
was  considering  Virazole  as  an  AIDS 
treatment,  however,  sent  the  share 
prices  of  ICN  and  its  subsidiaries  soaring. 
Panic  used  the  opportunity  to  sell  $13 
million  worth  of  his  holdings  in  the  com- 
panies, prompting  a  raft  of  shareholder 
lawsuits  that  still  are  unsettled.  Soon, 
the  FDA  pressured  ICN  to  recall  protno- 
tional  material  that  accompanied  Vira- 
zole's  initial,  limited  approval.  And  after 
a  January,  1987,  press  conference,  where 
ICN  disclosed  studies  that  it  said  demon- 
strated Virazole's  effectiveness  in  delay- 
ing the  onset  of  AIDS  in  patients  with 


HIV,  the  SKC  launched  its  own  investiga- 
tion. By  1989,  ICN  finally  gave  up  the 
fight  for  AIDS  approval  in  the  U.  S.,  writ- 
ing off  $57  million  in  goodwill  related  to 
Virazole  and  posting  a  loss  of  $82  mil- 
lion. Last  year,  the  company  paid  a 
$600,000  fine  to  settle  with  the  FDA  and 
signed  an  SP:c  consent  decree. 
RAINMAKER.  Panic's  problems  in  Wash- 
ington, however,  hardly  diminished  his 
clout  in  political  circles,  where  he  has 
long  been  an  effective  rainmaker.  Board 
members  have  included  Rol)ert  H.  Finch, 
onetime  Nixon  Administration  cabinet 
member;  Birch  E.  Bayh,  the  former  Indi- 
ana senator;  and  Jerry  Brown,  the  for- 
mer governor  of  California.  Panic  has 
raised  money  for  Bayh  and 
Brown,  and  Brown  lobbied  a 
California  representative  to  in- 
tercede with  the  FDA  during  the 
Virazole  crisis.  In  1988,  Panic 
also  held  a  $l,00O-a-plate  dinner 
at  his  luxurious  Pasadena, 
Calif.,  mansion  to  raise  support 
for  then-Presidential  contender 
Michael  S.  Dukakis*. 

Panic's  ties  are  augmented 
by  those  of  ICN-Galenika's  vice- 
chairman,  former  U.  S.  Ambas- 
sador to  Yugoslavia  John  D. 
Scanlan.  State  Dept.  sources 
figure  such  ties  are  just  what 
the  Yugoslavs  want  in  courting 
Panic.  As  the  civil  war  drags 
on,  the  Serbs  are  becoming 
ever  more  isolated.  On  June  23, 
Secretary  of  State  James  Baker 
III  announced  tighter  U.  S. 
sanctions  and  said  he  would  no 
longer  foi'mally  receive  the  Yu- 
goslavian ambassador.  "There 
is  a  public-relations  effort  to  do 
something  about  the  Serbians' 
American  connection,"  says  one 
State  Dept.  expert  on  Yugosla- 
via. "The  leaders  in  Belgrade 
see  the  Croats  as  having  very  strong 
ties  to  the  U.  S." 

Longtime  Panic  adviser  Lester  B. 
Korn,  founder  of  executive-search  firm 
Korn/Ferry  International,  sees  his  con- 
troversial friend  this  way:  "When  you 
put  someone  as  entrepreneurial  and 
charismatic  as  Milan  into  a  highly  regu- 
lated industry,  you  may  get  some  prob- 
lems. But  desjjite  the  controversy,  I've 
never  had  any  doubts  about  his  basic 
ethics."  Adds  ICN's  outside  counsel,  Ar- 
nold I.  Burns,  a  former  deputy  U.  S.  at- 
torney general:  "He's  a  guy  that  loves 
the  game,  loves  each  new  challenge."  So 
far,  Panic  has  met  most  of  them.  But 
winning  friends  for  his  native  Serbia  in 
the  West  and  pulling  his  company  out  of 
the  fire  in  Yugoslavia  could  prove  a  lot 
tougher  than  maneuvering  on  Wall 
Street  or  in  Washington. 

By  Larry  Armstrong  in  Los  Angeles  and 
Brian  Breniner  in  Washington 
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THOMSON  NEEDS  A  HIT,  AND 
IT'S  UP  TO  NIPPER  TO  GO  FETCH 


Can  its  RCA  and  GE  brands  steal  the  show  in  big  TVs? 


Joseph  Clayton  knows  how  hot  his 
seat  is:  "I've  got  18  months,"  says 
Clayton,  the  new  marketing  chief  of 
Thomson  Consumer  Electronics  Inc.'s 
RCA  and  GE  television  businesses.  He  has 
to  deliver  the  big  gains  that  have  eluded 
Thomson  in  the  cutthroat  $9  billion  U.  S. 
TV  market,  where  GE's  and  rca's  posi- 
tion, still  the  largest,  has  eroded  (chart). 
Otherwise,  Clayton,  who  oversaw  TV 
manufacturing  until  March,  says  he'll 
probably  get  the  boot. 

French  parent  Thomson  badly  needs  a 
success.  In  1988  the  conglomerate  gave 
$800  million  and  its  medical-equipment 
division  for  General  Electric  Co.'s  GE  and 
RCA  brands,  then  poured  more  than  $300 
million  into  its  American  plants. 

Clayton,  who  is  also  the  new  head  of 
Thomson's  worldwide  audio  business, 
says  the  U.  S.  TV  business  eked  out  a 
tiny  operating  profit  last  year  on  about 
$1.5  billion  in  sales.  But 
his  French  bosses  want 
more.  No  wonder:  In 
1991,  Thom.son's  world- 
wide consumer  business 
lost  $462  million  on  $5.8 
billion  in  sales,  including 
a  $280  million  write-off. 
So  Clayton,  42,  is  ap- 
plying what  he  calls 
"shock  treatment" — 
pricing  more  aggres- 
sively, pumping  out  ads, 
and  wooing  retailers. 
WIDE  APPEAL.  In  con- 
trast to  last  year,  when 
RCA  and  (iE  stumbled 
badly  over  some  at- 
tempted price  hikes,  Clayton  is  slic 
ing  prices  on  .some  models.  He's  also 
targeting  the  market  for  sets  30 
inches  and  larger.  Although  big- 
screen  TVs  account  for  less  than  57' 
of  unit  sales,  with  prices  of  $2,000 
and  more  they  make  up  227'  of  re- 
tail sales,  or  almost  $2  billion.  Big- 
screen  sales  to  dealers  are  50% 
ahead  of  last  year,  compared  with 
3.77  for  all  TVs.  And  gross  margins 
for  big-screen  TVs  are  about  35%, 
vs.  20%  for  a  20-inch  set.  As 
for  smaller  sets,  Clayton  is 
simply  hunkering  down  for 


a  struggle  to  retain  or  maybe  boost 
share  slightly. 

To  make  big  inroads  in  the  high-mar- 
gin end,  Clayton  is  offering  competitive 
prices  and  stressing  the  styling  he  or- 
dered for  RCA  as  director  of  manufactur- 
ing. In  many  sets,  rounded  edges  have 
replaced  sharp  corners,  and  blacks  and 
grays  have  banished  the  faux-wood  look. 
rca's  smaller  sets  have  updated  styling, 
too,  while  GE  gets  a  complete  make-over 
next  year. 

The  changes  are  having  an  impact. 
RCA  and  GE  now  account  for  almost  207 
of  sales  of  sets  30  inches  and  larger — 
behind  Mitsubishi,  Toshiba,  and  Sony 
but  up  from  less  than  57  two  years  ago, 
notes  Stephen  Nickerson,  director  of  col- 
or-TV  marketing  for  Toshiba  America 
Consumer  Products  Inc.  Says  Nicker- 

CLAYTON:  CUTTING  PRICES,  BOOSTING 
THE  AD  BUDGET,  AND  WOOING  RETAILERS 
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son:  "They  are  drastically  improvijg 
Clayton  will  also  funnel  $30  mifo 
double  the  1991  budget,  into  ads  en 
sizing  features  and  performanct , 
push  RCA  out  from  the  "wall  of  en 
that  dominate  stores'  TV  displays,  <?) 
ton  has  persuaded  an  Indiana  S 
Roebuck  &  Co.  store  to  test  a  1 
Thomson-designed  display  of  a  ' 
theater,"  complete  with  RCA  large- - 
TVs,  vcRs,  and  speakers. 

Clayton's  back-to-basics  tactic- 
him  off  from  his  predecessor  M 
Holleran,  a  GE  man.  Holleran  got 
marks  for  reintroducing  RCa's  ( 
mascot  Nipper  in  ads.  Yet  Clay  to  i 
others  took  issue  with  his  fondne- 
such  ventures  as  sponsoring  the  A : 
ca's  Cup,  which  they  saw  as  unpr 
tive  image-polishing.  Says  a  Tim 
executive  in  Paris:  "People  were  t. 
sides.  It  was  very  unhealthy." 
PUMPED  UP.  When  French  goveri 
official  Alain  Prestat  took  over  '1 
son's  worldwide  consumer  busines; 
sided  with  Clayton,  and  Holleran  le 
March.  Holleran  calls  the  changes  a 
of  "fine-tuning"  his  strategy.  Yet 
soft-spoken  Clayton  brings  an  asse 
style:  At  a  sales  meeting  he  once  hij 
World  War  Il-vintage  tank  to  crus 
vals'  TV  sets.  Says  I)onald  R.  Andn 
president  of  Denver's  18-store 
Schmid   Appliance   &  TV  Co.: 
is    pumping  up 
volume." 

Some  retailers, 
ever,  are  leery  of 
ton's  plans  to  roll 
the  first  wide-screei 
A    wide  rectang 
screen  would  make 
more  spectacular  \ 
ing  than  that  of! 
by    standard  sq 
screens.  Trouble  is 
one  is  broadcasting 
this  format.  The  ad 
of  high-definition 
may     produce  v 
screen  transmissi 
but  until  then  R 
wide-screen  sets  will  show  the  n 
of  the  week  with  black  bands  or 
sides.  A  zoom  feature  can  fill 
screen,  but  it  cuts  off  the  progr 
top  and  bottom. 

For  Clayton,   getting  to  m? 
first  with  this  wide-screen  TV  is 
tent  ad  for  rca's  technology 
ship.  Later  on,  he  can  turn  his 
est  venture  into  a  moneyni; 
Besides,  he  has  to  get  throu;: 
hairy  months  first. 

Bi/  Lois  Therrien  in  h 
napolis,    with  Jonathin 
Levinc  in  Paris 


jestone  brings  high-performance  tech- 
gy  down  to  earth— just  about  anywhere 
.  Utilizing  an  extensive  research,  manu- 
jring  and  service  network,  we  put  superior 
ity  tires  under  sonrie  of  the  world's  most 
idable  machines,  from  jumbo  jets  to 
■high  performance  sports  cars  like  Porsche, 
iri  and  Jaguar.  Moreover,  Bridgestone 
ucts  benefit  society  through  a  wide  diversity 
)plications  that  include  everything  from 
er  products  such  as  conveyor  belts  and 
s,  to  recreational  equipment  used  in 


tennis,  golf,  cycling,  wind  surfing  and  scuba 
diving.  By  uniting  with  Firestone,  Bridgestone 
now  encompasses  more  than  70  production 
plants  worldwide,  employing  the  expertise  of 
more  than  90,000  people.  Bolstered  by  sophis- 
ticated research  and  development  laboratories 
in  Akron,  Rome  and  Tokyo,  we're  striving  to 
create  increasingly  advanced  technology  for 
a  broad  range  of  Bridgestone  products. 
Tires  that  help  you  get  where  you're  going. 
Products  and  people  you  can  count  on. 
That's  Bridgestone. 


Diligent  testing  guarantees 
Bridgestone  reliability. 
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Presentation  Equipment 


The  most  advanced  pen  sized 

Laser  Pointer 
INFINITER 


For  3  Dealer  Near 


800-854-6686 


$92 

Plus  Tax,  S5  00  S&H 

Q  RLPCC  • 

55  Oah  Court,  Danville,  CA  9452^.  y/W 


Financial  Services 


MARKET  TRACKER 

Software  That  Won't  Cost 
You  The  Portfolio 


Keep  track  of  your  portfolio  on 
a  daily  basis.  MARKET  TRACKER 
l<eeps  you  abreast  of  your  stocks, 
bonds,  options,  warrants  and 
commodities.  Facilitate  long  & 
short  positions,  track  investment 
types,  brokers,  industries,  etc. 
Will  keep  track  of: 


•  Display/Print  Graphs 

•  Current  or  YTO 

•  IBM  PC/compatible 

•  Easy  Menus 

•  Easy  Entry  Screens 

•  Generates  IRS  Forms 


•  stocks 

•  Options 

•  Warrants 

•  Bontis  ' 

•  Commodities  ' 

•  User  Friendly  > 
»  Long  &  Short  Term 

•  Multiple  Sub  Portfolios 


ORDER  TODAY 
CaM  (703)  330-4400  $59.95 
7.95 


PHOENIX  FINANCE,  LTD 

P  C  Box  4086 
(Vlanassas,  VA  22110 


$67.90 


Professional  Equipment 


Executive  Electronics 


Don't  Loose  Their  Attention! 

Bright  red  laser  dot  lets  your  audience 
tocus  on  your  topic  and  lets  you  direct 
the  presentation.  Ideal  for  seminars, 
classrooms  and  all  presentations 
Rugged,  compact  &  powerful!  Lasts 
up  to  3  hours  on  one     $||f|  ttax  & 
AAA  battery  SU  M  S&H 


Telephone  Recorder 


stop  Verbal  Oisagreements 

Record  both  sides  of  phone  conver- 
sations! Automatically  starts  when 
receiver  is  lifted,  Sid  cassettes  Battery/ 
AC  adaptor  operated       $Qn  s 
Works  with  any  phone.      «f  U  h  ssh 


Sisbro  International  Technologies.  Inc 

m  1-800-322-0688  B 
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Exclusive 
Territories ' 

Continental  ILS. 

OUNKIN* 
OONUTS 

1-800-543-5400. 

Rated       top  franchise  for 
1992"  by  Entrepreneur 
Magazine 

'  hxclusivity  i^  limited 
( )ffcr  made  by  prospectus  onh 
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Menswear/Fashlon 

The  best  underwear  anywhere. 


J     '  (yAV  Kmeslqudlirv.  IOO»'Ncoltoti 
^  '  L   sVt  labhcs  including  Sea  lslan< 
i  Colton  Notsoldmslures 


GREEN  POND 


Computers 


FORCE  486/33 


PACKARD  BELL  SS 

America  grew  up  listening  to  us.  It  still  does. 


4MB  of  RAM,  210  MB  hard  drive,  3  1/2" 
1 .44MB  &  5  1/4  1 .2  MB  floppy  drives, 
Enhanced  VGA  video  (1024x768),  2400 
baud  internal  modem,  101  keyboard  & 
mouse  are  included.  Also  comes  with 
Windows,  Lotus  123,  Lotus  Write,  Lotus 
Smartpics  Clip  Art  for  Windows  and 
PRODIGY  already  installed. 


1  Yr  ON-SITE  Service' 
Warranty 
from 
AnrPARADYNE 


$188115 


1-800-899-1888 


Computer  Software 


Mac-In-DOS 

BREAK  THROUGH!!!  Allows 
your  PC  to  Read,  Write  & 
Format  Mac  HD  diskette. 
Exchange  of  text,  binary, 
graphics  files  between  Mac 
&  DOS  is  NOW  POSSIBLE  with 
this  software  program.  No  ca- 
ble or  extra  hardware  is 
needed.  Also  for  Sun,  IBM,  RS, 
HP,  SCO  &  Interactive  UNIX. 

Pacific  Micro 

201  San  Antonio  Circle  C250 

Mt.  View.  CA  »iO40 

(415)  948-6200  Phone 

(415)  948-6296  Fax 


Business  Opportunities 


PERSONALIZED  CHILDREN'S  BOOKS 


Turn  a  small  investment  into  that 
prolilabie  full  or  part  lime  business  you 
have  always  dreamed  about! 

An  excelleni  home  operated  business' 
Books  sell  !asl  m  stores'  Al  fairs'  Parlies' 
fvlalls'  Or  mail  order  anywhere  Ihere  are 
people  It's  easy  to  make  $4000  to  $8000 
per  month  making  and  selling  our  excit- 
ing line  of  personalized  books  (for  chil- 
dren &  grown-ups)  Personalized  audio 
tapes  and  stationery  available  also 

CALL  TODAY!  (214)248-9100 

D&K  ENTERPRISES,  INC. 

3216  Commander  Drive,  Suite  101 

Dept  21 

Carrollton.  Texas  75006  


Business  Software 


THE  PERSONNEL  MANAGER 
SAVES  TIME  &  MONEY 


A  favorite  of  Businesses  World- 
wide. A  single  or  networked, 
Menu  driven  Management 
Information  System  for  Small 
or  Large  Businesses.  Provides 
Employee  information.  Job 
matching,  Management  Reports. 
Pays  for  itself.  $99.95  CH/MQV/MC. 

LAUREL  HILL 
SOFTWARE  CO. 
Box  98  Main  Street 
Laurel  Hill.  FL  325^1 
To  order  CaU  1-800-554-2676 


Career  Opportunities 


EXECUTIVE  TALENT 

An  entertainment  conglomerate  based 
domestically  and  in  multi-locations  inter- 
nationally seeks  resumes  of  executive 
talent  at  the  Director  through  CEO  levels 
for  present  and  continuing  recruitment 
activities  The  company's  interests  include 
music,  TV,  film,  radio,  cable,  video,  pay- 
per-view,  hardware,  and  high-technology. 
Please  respond  in  total  confidentiality  to: 
Radio  City  Station, 
P.O.  Box  875, 
New  York,  New  York  10101-0875 

or  fax  212-246-5383 
You  will  tie  contacted  wfien  appttipnate  openings  emerge 


IDEAL  CAREER  OPPORTUNITY 

Fantastic  position  available  for  tiighly  successful 
manager  or  CEO  Develop  a  national  chain 
operation  At  least  3-5  years  expenence  required 
managing  a  national  or  state  ctiain  preferably 
publicly  traded  hospital,  tiealthcare  or  retail 
operation  High  moral/ethical  standards  a  must 
Excellent  salary  and  benefits;  equity  possible 
Fax  resume  to: 
Dr.  Schultz  at  512/698-1564. 


Building  Systems 


~m  xlO" 
^  $4,876 

BUILD  IT  YOURSELF  AND  SAVE  MONEY. 
5000  SIZES,  ALL  STEEL,  CALL  TODAY  FOI 
BROCHURE  AND  PRICE  QUOTE. 

HERITAGE  Bl'ILDING  SYSTEHfl 
800-643-5555 


Sales  Promotion/Marketir 


Sales  Leads  &  Mailing  Lists 


•  9  Million  LI  S  Businesses  - 
lelephone  Ventied  with  Contact  Name  and  Employee  Size 

•  I  1  Milliqn  High  Income  Ameiicans  •  Si  Million  Consumeis/Restdi 

•  1  '•  Uilliiiri  Cdnidian  Bu^inessBS    •  Oppoilunily  Seekeis 

FREE  Catalog  ■  Call  (402)  331-7169  of  writ 
American  Business  Lists 

PO  BoK  27347.  Dept  01-062'nmaha.  NE6( 


Business  Services 

RESEARCH  REPORT! 

19,278  academic  topics  availabi 
Send  $2  00  for  the  272-page  catalc 
Custom-writlen  reports  also  availab 
HESURCN  ASSISTANCf 
1  1322  Idaho  Ave  ,  #206BF, 
Los  Angeles,  CA  90025 
Toll  Free  Hotline:  800-351  0222 
(California  310-477-8226) 


NEED  A 
NEWSLETTER 


Our  one-stop  design  printing  ; 
mailing  service  makes  it  easy 
Hundreds  ol  satistied  customers  nationwl 
Free  info/prices:  (800)  359-59!| 


UTSlDt  iJ  S  i'30J 


Travel 


^[y  ^ree  zintfi  ^ree!FCii 

Join  30  frequent  traveler  progral 
and  enjoy  free  flights,  rental  carl 
hotel  slays.  Airlines,  hotels  andf 
renters  offer  incredible  incentive! 
get  your  business!  Send 
or  SASE  for  more  information! 
FreeFller,  Bowling  Green  Staff 
Box  844,  New  York,  NY  10274-Otf 


Cable  TV 


CABLE  TV  DESCRAMBLEl 

CONVERTERS,  ACCESSORll 

Name  Brands.  Lowest  Prices.  Best  Seni 
For  FREE  16-page  color  catalog  cai 

"c'o'i.%"/Nr(800)234.10(if 


FREE  CATALOG!  1-800-345-8 
JERROLD  HAMLIN  OAK  El 

CABLE  TV  DESCRAMBLER 


•  Special  Dealer  Pnces'  •  Compare  Our  Low  Re 
Pnces'  •  Orders  From  Stock  Shipped  Immediate 
•  Guaranteed  Warranlies  &  Prices' 
•  All  Ma|or  Credit  Cards 
PACIFIC  CABLE  CO..  INC. 
7325'/!  Reseda,  Depl  857     Reseda,  CAS 
For  catalog,  orders  &  info  1-800-345-89^ 


FOR  AD  RATES 
AND  INFORMATION 

MMBUSINESSn^^^K 

BUSINESS  WEEK 
MARKET-PLACE 

PHONE: 

100  EAST  OHIO  STREET 

(312)337-3090 

SUITE  632 

OR  WRITE: 

f  r IflflAC  f  i  L/ltC 

CHICAGO,  IL6061 1 
FAX:  (31 2)  337-5633 

Financial  Services 

IG-NAME  STOCKS 
)  UNLOAD  NOW: 

new  Performance 

ings  of  all  NYSE 

;ks  sfiow  200  ex- 

77e/y  vulnerable 

:ks  (rated  8  or  9) 

Diuding  some  very 

nous  names- 

cfi  1  believe  could 

e  a  bath/' 111  rush  maRTINZWEIG 
tfie  Performance 

ings  ($45  value)  as  a  bonus  witli 

r  subscription  to  The  Zweig  Fore- 

'.  Time  IS  crucial, 

Three-Month  Trial  $55. 
One  Year  $265.  Visa  or  MC 
1-800-535-9649  Ext.  9024. 

^E  ZWEIG  FORECAST 

Box  2900,  Wantagh,  NY  11793-0926 

Education/Instruction 


COLLEGE  DEGREE 

ICHELORS  •  MASTERS  •  DOCTORATE 


For  Work.  Lite  and  Academic 
Experience  •  No  Classroom 
Attendance  Required 


Call  (800)  423-3244 

or  send  detailed  resume 
lor  Free  Evaluation 


'acific  Western  Univei-sity 

600  N  Sepulveda  Blvt) ,  Dept  170 
Los  Angeles,  CA  90049  USA 


Earn  MBA  At  Home 

,S.  program  also  available. 

II  COURSES  BY  CORRESPONDENCE 

■m  students  from  Fortune  500  companies. 

CHADWICK 

UNIVERSITY 
earning  not  limited  by  classroom  walls. " 

free  catalogue  call:  1  ■800-767-2423 


IVIBA  Degrees 

sugli  hiome  study  in  Marketing, 
nagement.  Human  Resources, 
ilth  Care  Administration.  Save 
e,  effort  and  money  for  AA,  BBA 
I  ABA.  Get  the  facts  and  see  for 
I  irself.  Call  (800)  477-2254, 
ithern  California  University,  202 
hlon  Lane-BW,  Tustin  CA  92680 


r  PAYS  TO  ADVERTISE 
j  THE  BUSINESS  WEEK 
MARKET-PLACE 

3  Business  Week  Markel-Place 
ction  is  a  special  advertising  fea- 
3  appearing  in  the  first  issue  of 
;h  month.  The  (vlarket-Place  pro- 
es  an  ideal  'Showcase'  for  ad- 
itisers  vjho  have  products 
services  that  appeal  to  Business 
iek's  more  than  6.8  million  re- 
jnsive  readers. 

or  rates  and  information  write: 

BUSINESSWEEK 
MARKET-PLACE 
3100  East  Ohio  St.,  Suite  632 
Chicago,  IL  60611 
or  call  (31 2)  337-3090 
or  FAX  (312)337-5633 


Healtli/Fitness 


Executive  BackChair 


Engineered  for 
customized  orthopedic 
support  to  prevent  and 
relieve  back  pain 

•  Forwardlilt 
feature 

•  Adjustable 
neck  rest 

•  Built-in 
adjustable 
lumbar  support 

As  mentioned  in 
the  Wall  Street  Journal 


n^^.l-Gn.r^^  FREE  Color  Catalog 
PaCKjaver  I.8OO-25I-2225  or  write 
53  Jeffrey  Aic.  Depr.  BWE.  Hollislon,  MA  01746 


Sports  Equipment 


Batting^Saifl 
At  Home 


BATIINC;  rilTOH 


Pitches  poly 
baseballs  up 
to  60  MPH, 
curveballs 
too.  Safe  for 
backyard. 


1-800-448-8867 

for  FREE  brochure 


Corporate  Gifts 


Ambassador  Lapel  Flags'^' 
Your  Logo  with  any  2-flag  mix 
•  24K  Gold  finished    •  Full  colors 

•  100%  U  S  A  -made 
We  II  custom-make  any  emblem  for  you' 
Delivery:  14  business  days  Worldwide 
TME  Co.,  Inc.  101  Bel  Air  Drive 
New  IVIilford.  CT  06776.  USA 
(800)  535-5255  •  Fax  (203)  354-2786 


Computers 


NEC 


Multisync  FG 
Color  Display 
Solutions 

•IHMPC/MS-DOSimdMj. 
tompanble 

•  ,VcuOilor  Oinm,!  Sy.ti;m  jllows 
yiHi  lu  adjust  on-streen  In 
nieel  your  mdividuj]  needs  untl 

•  TWO  Yeiir  W.Bninly 

MuluSync3FGx(i.vi  $624 

Multisync  4FG  (15"  with  AccuO>i<ir)  $749 

Multisync  5FG 1 1  r  w,ih  AecuCion  $  1 3 39 

Multisync  6FG  (21"  wuh  AccuCoinn  $2769 


Pacific  Business  Systems 


7  Musick 
Irvine.  CA  9:718 


(714)768-8114 


Wine  Cellars 


WINE  CELLARS  BY 

28  HANDMADE  WOOD  MODELS*  1 14  TO  3400  BOTTLES*ma'oeinusa 

FACTORY  DIRECT  TO  YOU  ^''V  ^'^  '  ^^'^ 


DISCOVER 


IVIODEL     DESCRIPTION      APPRX  CAPACITY 


440 
700 
296 
1 14 

230 

700FUR 
700HH 


Upright 
Upright 
Credenza 
Compact 
l^fio  Doors 
Fur  Vault 
His  and  Hers 


400 
600 
280 
1 14 
230 
8  to  10  Furs 
300  bottles 4/5  Furs 


SUGG 
RETAIL 

S2495 
2995 
2695 
1395 
1795 
2995 
3995 


J    Designers' non  vi/ood  model  60  bottle  glass  door  899 


YOUR 
COST 
$1695 
1995 
1795 
995 
1195 
1995 
2995 
659 


VinOtemp  Int'l  ♦  1 34  W  1 3 1  st  St  (PO  box  6 1 6 1  EJ  ♦  Los  Angeles.  CA  9OO6 1 
CALL  800/777-VINO  (777-8466)  or  213/719-9500  fax  213/719  9518 

IMMEDIATE  SHIPMENT  ON  MOST  MODELS  WE  WILL  NOT  BE  UNDERSOLD  ♦  C/li.L  US  FIRST 


Corporate  Gitts 


100%  Cotton/ Your  Logo!  — 
Better  Than  Lacoste  or  Ralph  Lauren! 

Our  100%  Cotton,  American  Made  pulo  shirts,  custom  embroidered  with  your  logo 
are  such  good  quality,  we  unequivocally  and  unconditionally  guarantee  them  for  an 
indefinite  period  of  time!  Free  shipping  tor  international  orders.  For  a  price  list  and 
catalogue  please  call:  1-800-847-4478 
Fax  l-71«-782-4614 

The  Queensboro  Shirt  Company 

Dept.BW27,  119N  1 1th  St.,  Grecnpoint,  NY  11211 


(150  PC  minimum) 

Gain  recognition  from 
neckties  customized 
with  company  logo. 

Free  literature  upon  request 

Barnard  Mainf  ltd. 

33  Mead  Ave.  •  Cos  Cob 
Cr  06807  •  U.S.A. 
Dept.  BW  (203)  869  5006 


Timely 
Reminder 

Special  Promotional  Offer— $19.50 

Send  us  your  color  logo  (stationery  or 
business  card).  We'll  reproduce  it  on 
this  deluxe  quartz  watch.  Limit:  3  per 
customer  at  $19.50  per  watch  (plus  .sales 

tax  CA  only).  Five-year  warranty. 

GREAT  AMERICAN  IMAGES 

One  Waters  Park  Drive,  Suite  21 3-BW 
San  Mateo,  CA  94403  (415)  358-0800 


IMAGE 
BUILDERS 


PROMOTE  YOUR  BUSINESS- 
EVERYDAY  LOW  PRICES  ON.. 


CHOOSE  FROM 
HUNDREDS  OF  ITEMS. 
CALL  FOR  FREE  CATALOG 


1-800-792-2277 

FAX  1-510-786-1111 
THE  CORPORATE  CHOICE 


t 


ersonal  Business 


EDITED  BY  AMY  DUNKIN 


Health 


HYPERTENSION: 
TAKE  HEART 


It  doesn't  hurt,  it  doesn't 
feel  bad.  Yet  it  leads  to 
the  nation's  No.  1  cause  of 
death.  High  blood  pressure, 
or  hypertension,  increases  the 
risk  of  dying  from  cardiovas- 
cular diseases  and  strokes. 
These  combined  kill  about  1 
million  people  a  year— twice 
as  many  as  cancer. 

Despite  decades  of  re- 
search, hypertension  remains 
an  enigma.  Even  though 
about  one  in  five  Americans 
has  it,  researchers  don't  know 
what  causes  it,  and  controver- 
sy rages  over  what  affects  it. 
In  the  meantime,  doctors  have 
been  controlling  hyjjertension 
with  a  growing  armory  of 
drugs,  and  the  death  toll  has 
been  steadily  declining,  by 
'S07>  in  the  past  decade.  But 
now,  physicians  are  starting 
to  reconsider  the  drug-inten- 
sive approach  to  treatment. 
They  are  discovering  that 
many  patients  respond  just  as 
well  to  changes  in  living  hab- 
its as  to  lifelong  drug  use. 
BIGHEARTED.  Blood  pressure 
embraces  two  different  mea- 
sures: The  top,  or  systolic, 
reading  represents  the  force 
of  blood  against  the  artery 
walls  as  the  heart  beats,  while 
the  bottom,  or  diastolic,  fig- 
ure relates  to  the  pressure 
when  the  heart  rests  and  re- 
fills between  beats.  A  blood 
pressure  greater  than  140/90 
is  considered  high. 

Prolonged  hypertension  can 
burden  the  heart,  causing  it 
to  enlarge  and  malfunction.  It 
can  also  damage  the  arteries 
that  feed  the  heart  muscle 
and  the  brain,  leading  to  heart 
attacks  or  strokes.  According 
to  the  American  Heart  Assn. 
(AHA),  people  with  uncon- 
trolled hypertension  are  three 
times  as  likely  to  develop 
heart  disease,  six  times  as 
likely  to  develop  congestive 
heart  failure,  and  seven  times 


as  likely  to  suffer  a  stroke  as 
people  with  controlled  hyper- 
tension. 

Many  conditions  seem  to  ac- 
company or  contribute  to  the 
most  common  form  of  high 
blood  pressure,  called  essen- 
tial hypertension.  "Hyperten- 
sion is  turning  out  to  be  a  lot 
more  complicated  than  we 
thought,"  says  Allen  Cowley 
Jr.,  head  of  the  aha's  re- 
search council  on  blood  pres- 
sure. "It  is  merely  a  piece  of  a 
much  larger  disease  process." 

Part  of  that  process  in- 
volves the  endothelium,  or  in- 
ner lining  of  the  arteries. 
Cells  in  this  lining  were  long 
viewed  as  mere  passageways 
for  blood,  but  they  are  now 
known  to  release  factors  that 
regulate  blood-vessel  constric- 
tion, relaxation,  and  thicken- 
ing. And  they  create  new  cap- 
illaries and  tiny  blood  vessels 
that  are  constantly  being  de- 
stroyed and  then  replaced. 
"There's  a  flurry  of  activity 
to  identify  these  factors  and 
develop  ways  to  turn  them  on 
and  off,"  says  Cowley.  These 
same  cells  become  damaged 
in  atherosclerosis,  or  harden- 
ing of  the  arteries.  As  a  re- 
sult, cholesterol,  platelets,  and 
cellular  debris  collect  in  arter- 
ies, narrowing  them  and  forc- 
ing the  heart  to  work  harder. 

Another  piece  of  the  hyper- 
tension puzzle  surfaced  this 


year  when  Dr.  Richard  Lifton 
of  Brigham  &  Women's  Hos- 
pital in  Boston  discovered  a 
genetic  mutation  responsible 
for  an  early  and  virulent  form 
of  hyjjertension.  Scientists  are 
starting  to  close  in  on  a  com- 
plex of  genes  that  may  cause 
essential  hypertension  in  rats. 
And  further  evidence  points 
to  a  genetic  cause.  Hyperten- 
sion runs  in  families  and  is 
affected  by  sex  and  race:  Men 
suffer  from  it  more  than 


women  do,  especially 
the  age  of  55,  and  blac 
it  more  often  and  mt 
verely  than  whites. 

Environmental  factors 
play  a  role,  though  how 
is  debated.  Yet  most  d( 
agree  that  losing  weight 
ting  back  on  intake  ol 
and  fats,  and  quitting  s 
ing  are  important  precau 

A  recent  study  initiate 
the  National  Heart,  Lu 
Blood  Institute  showed 
healthy  subjects  with 


HELPING  KEEP  THE 
PRESSURE  DOWN 


►  Try  to  limit  your  consumption 
of  salt.  Watch  out  for  sodium  in 
canned  and  processed  foods. 
Use  spices  such  as  garlic,  curry, 
tarragon,  and  lemon  juice  to  re- 
place salt  for  flavor 


►  Consume  foods  rich  in  calci- 
um (broccoli,  lowfat  yogurt, 
skim  milk),  potassium  (fresh 
fruits,  vegetables,  fish),  and 
magnesium  (soy  flour,  tofu,  un- 
blanched  almonds,  v/heot  germ) 

►  Limit  cholesterol  intake  to  300 
milligrams  a  day.  Eat  less  meat, 
eggs,  and  dairy  products,  v/hich 
ore  high  in  saturated  fats  and 
cholesterol.  Eat  more  lean  meat, 

DATA:  AMERICAN  HEART  ASSN.,  PEOPIE'S  MEDICAL  SOCIETY 


fish,  poultry,  and  fresi 
vegetables.  Try  to  lim 
loric  intake  of  fat  to  3 
your  total  daily  calori 
limit  your  consumptioi 
rated  fats  to  only  1 0 


►  Try  to  stay  at  leastW 
15%  of  the  ideal  wete 
your  height,  gender, 
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PERSONAL! 


re  in  the  high-normal 
could  achieve  a  notice- 
decrease  in  diastolic 
pressure  just  by  slim- 
lown.  People  who  weigh 
lore  than  they  ideally 

are  especially  at  risk, 
•art  is  burdened  by  car- 
:xtra  pounds,  and  obesi- 
es  the  levels  of  choles- 
1  the  blood. 

can  affect  weight  and 
hypertension  risk  fac- 
'  lowering  the  intake  of 
terol  and  saturated 
Cholesterol  is  a  fatty 
nee  the  body  uses  to 


XERCISE 


E 
■ 

5  aerobically — at 
)  30  minutes  every 
.  Avoid  isometric 


IFESTYLE 


i  Tioke,  and  limit  alco- 
^  to  two  ounces  a  day 
CI  3  ounces  of  wine,  or 
1  of  beer 


build  cell  membranes  and 
make  hormones.  While  the  liv- 
er makes  enough  of  it,  Ameri- 
cans ingest  about  half  again 
that  amount  in  cholesterol 
and  saturated  fats  found 
mostly  in  animal-based  foods. 
Excess  cholesterol  can  gather 
on  artery  walls  and  build  up 
plaque.  The  "good"  cholester- 
ol— high-density  lipoproteins 
(HDLs) — mops  up  loose  "bad" 
cholesterol  and  recycles  or 
eliminates  it.  But  obesity, 
smoking,  and  the  male  hor- 
mone progesterone,  for  exam- 
ple, can  depress  HDL  levels. 
Indeed,  estrogen,  which  raises 
HDL  and  lowers  LDL,  protects 
premenopausal  women  from 
cardiovascular  ailments. 
SMOKE  SIGNAL.  Salt  was  long 
thought  to  be  a  cause  of  hy- 
pertension because  the  sodi- 
um in  it  retains  water,  adding 
to  the  liquid  volume  of  blood 
and  hence  the  heart's  work- 
load. But  recent  studies  show 
that  salt  makes  a  dramatic 
difference  only  in  certain 
"salt-sensitive"  people.  Other 
nutrients  such  as  calcium,  po- 


tassium, and  magnesium  may 
help  lower  blood  pressure,  but 
there's  no  definitive  proof. 

Even  though  smoking 
doesn't  cause  high  blood  pres- 
sure per  se,  it  is  a  contribut- 
ing factor:  For  starters,  it 
holds  fats  and  cholesterol  in 
the  blood  longer,  according  to 
a  recent  study  at  the  Veter- 
ans Administration  Medical 
Center  in  San  Francisco. 
Smoking  also  damages  artery 
walls  and  causes  platelets  in 
the  blood  to  become  sticky 
and  cluster  on  walls  or  in 
clots.  Alcohol,  too,  in  large 
amounts  seems  to  worsen 
high  blood  pressure,  especial- 
ly in  older  men. 

Although  stress  has  been 
linked  to  hypertension,  there 
is  little  evidence  that  relax- 
ation techniques  and  stress 
management  alleviate  it.  And 
many  researchers  say  stress 
is  just  too  hard  to  quantify  to 
know  for  sure. 

Treatment  of  high  blood 
pressure  is  starting  to 
change.  Doctors  are  moving 
away  from  strict  lifelong 


drug  intervention  and 
"stepped  care,"  which  means 
if  one  drug  doesn't  work,  an- 
other is  added  to  the  brew. 
"Doctors  are  starting  to  resist 
putting  people  on  drugs," 
says  Dr.  John  Laragh,  direc- 
tor of  the  Hypertension  & 
Cardiovascular  Center  at  New 
York  Hospital-Cornell  Medical 
Center.  "As  wonderful  as 
these  drugs  are,  there's  no 
drug  as  good  as  no  drug." 

Doctors  at  his  clinic  keep 
patients  off  drugs  as  long  as 
possible  and  try  to  wean  them 
from  medication  once  their 
blood  pressure  stabilizes  at  an 
acceptable  level.  "The  tradi- 
tional party  line  is:  You  keep 
them  on  drugs  forever,"  he 
says.  "Our  goal  is  to  reduce 
the  amount  of  drugs  and  then 
finally  get  rid  of  them." 

But  where  nondrug  meth- 
ods fail,  doctors  can  choose 
from  at  least  five  different 
kinds  of  drugs  that  lower 
blood  pressure.  All  have 
side  effects,  ranging  from 
dizziness  and  depression  to 
impotence.  But  not  every- 
one suffers  from  them.  Diure- 
tics lower  pressure  by  ridding 
the  body  of  excess  water 
through  urination.  Beta 
blockers  impede  the  action  of 
the  hormone  epinephrine, 
which  causes  the  heart  to 
beat  faster.  Both  drugs  can 
raise  cholesterol. 

Recent  treatments  such  as 
calcium-channel  blockers  keep 
calcium  from  entering  arterial 
muscle  cells:  Calcium  can 
cause  them  to  contract.  Blood- 
vessel dilators  act  directly  on 
the  muscles  in  the  arteries  to 
relax  them.  Angiotensin-con- 
verting  enzyme  inhibitors 
block  the  production  of  an  ar- 
tery-constricting hormone 
called  angiotensin  II.  These 
drugs  don't  raise  cholesterol, 
but  they  have  side  effects 
such  as  insomnia,  coughing, 
and  constipation,  and  they 
have  not  been  tested  for  long- 
term  effectiveness.  More  spe- 
cific drugs  are  in  the  pipeline. 

Doctors  are  still  a  long  way 
from  solving  the  riddle  of  hy- 
pertension. But  "the  way 
things  are  moving,  we'll  have 
some  of  these  answers  in  my 
lifetime,"  says  the  aha's  Cow- 
ley. "And  I'm  not  exactly  a 
youngster."  Pam  Black 
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Tax  Tips 

BEWARE  THIS 
LUMP-SUM 
PAYOUT  TRAP 


If  you're  looking  forward 
to  more  than  one  nice,  fat 
"lump-sum  distribution" 
when  you  leave  your  compa- 
ny, prepare  to  handle  them 
carefully.  Otherwise,  you  may 
wind  up  with  some  nasty 
lumps  from  the  taxman. 

That  became  clear  when  the 
Tax  Court  recently  backed  the 
Internal  Revenue  Service  in  a 
surprisingly  hardline  stance. 
"This  case  is  really  bad 
news,"  says  Alan  Prigal,  a 
New  York  tax  attorney  and  a 
consultant  to  Bender's  Feder- 
al Tax  Week.  The  ruling  can 
double  the  tax  bite  on  the  un- 
wary and  discourage  those 
who  learn  of  it  from  setting 
aside  some  of  their  boon  as  a 
tax-sheltered  nest  egg. 

The  taxpayer  involved  in 
the  suit,  Robert  0.  Fowler  Jr. 


RULES  FOR 
LUMP  SUMS 


If  yoji  want  to 
appljr  a  tax  break 
knovm  as  "Special 
averaging"  to  a 
distribution,  you: 

m.\m\is.itAm 


i^T'Can't  use  it 

for  one  lump  sum 
if  you  roll  another 
into  an  IRA  in  the 
same  year 


Must 
qualify  in  var- 
ious other  ways 


of  Lexington,  Mass.,  rolled 
over  the  lump  sum  from  one 
of  his  employer's  pension 
plans  into  an  individual  retire- 
ment account.  And  he  applied 
a  tax  break  known  as  "special 
averaging"  to  his  payout 
from  another  of  the  employ- 
er's plans.  By  doing  the  roll- 
over, the  IRS  said.  Fowler  dis- 
qualified himself  for  special 


averaging  and  lost  a  rate  that 
might  work  out  to  as  low  as 
W/"  or  so.  (Regular  rates 
range  up  to  317f.)  On  one 
lump  sum  of  about  $176,000, 
the  IRS  demanded  an  extra 
$110,000  plus  a  $27,500  penal- 
ty (since  dropped).  "In  its  first 
decision  on  the  point,"  Bend- 
er's reports,  the  court  held 
that  to  qualify  for  averaging 


on  a  lump  sum,  "the  taxp 
must  elect  that  treatm.ent 
all  lump-sum  distribution; 
ceived  in  the  same  year." 
AN  APPEAL?  In  general, 
has  been  the  IRS  position, 
the  law  refers  to  "all 
amounts,"  notes  an  an; 
by  the  Research  Institut 
America,  a  tax-informa 
publisher.  So,  the  issue 
what's   included  in 
amounts."   Fowler  ar^ 
that  the  phrase  logicallj 
fers  only  to  taxable  amoi 
That  way,  the  amount  r 
over  tax-free  into  an 
shouldn't  count. 

Fowler  has  not  dec 
whether  to  appeal,  says 
attorney,  William  Schmic 
senior  partner  in  Bost 
Hale   &   Dorr.   But  in 
meantime,  Scl^midt 
there's    "a   lesson  to 
learned:  If  you  want  to 
over  one  lump  sum  and 
special  averaging  on  ano 
make  sure  you  receive 
in  two  different  years." 
because  of  other  complej 
falls  involved,  make  sure 
get  good,  professional  ta: 
vice  up  front.      Dick  Ja: 


At  a  time  when  uncertain- 
ty rules  the  financial 
markets  even  more  than  usu- 
al, finding  a  good  parking  spot 
for  money  is  no  mean  feat. 
For  investors  willing  to  move 
up  a  few  notches  on  the  risk 
scale,  an  alternative  to  certifi- 
cates of  deposit  and  money- 
market  funds  is  short-term 
bond  funds,  which  can  yield 
close  to  r/<.  The  trade-off:" You 
could  lose  principal,  and  if  a 
recovery  takes  hold,  rising 
short-term  interest  rates  will 
nibble  away  at  returns. 

Despite  the  hazards,  a 
number  of  investment  ad- 
visers say  that  such 
funds  can  make  good  fi- 
nancial sense.  "Money- 
market  rates  are  so  low 
that  it's  probably  worth 
stepping  up  a  little  bit  on 
the  risk  scale  to  get  a  re- 
turn double  what  you'd 
get  in  a  money-market 
fund,"  says  Kurt 
Brouwer,  president  of 
Brouwer  &  Janachowski, 
a  San  Francisco-based  in- 
vestment advisory  firm. 


Smart  Money 

A  NOT-TOO-RISKY  WAY 

TO  DOUBLE  THOSE  3%  YIELDS 


Short-term  bond  funds  limit 
their  interest-rate  risk  by 
maintiiining  the  average  matu- 
rity of  their  portfolios  at  just 
three  years  or  less.  The  type 
of  debt  securities  held  in  these 
funds  varies  greatly,  with 
some  focusing  on  Treasuries, 


NO-LOAD  SHORT-TERM 
BOND  FUNDS 


30-day 

Total  return 

Fund* 

yield 

1  year 

BERNSTEIN 

SHORT  DURATION  PLUS 

5.37% 

10.00% 

PIMIT  LOW  DURATION 

6.41 

11.00 

VANGUARD  FIXED-INCOME 

SHORT-TERM  CORPORATE 

6.23 

10.45 

NEUBERGER  &  BERMAN 

LIMITED  MATURITY 

5.39 

9.31 

*Funds  buy  investment-grade  debt  and  have  expense 
ratios  under  0  70% 

DATA  UPPER  ANALYTICAL  SERVICES  INC  ,  BW 


others  in  the  debt  of  federal 
agencies — such  as  mortgage- 
backed  securities — and  still 
other  funds  buying  only  cor- 
porate debt.  The  quality  of 
credit  also  varies  among 
short-term  bond  funds.  Some 
boost  yields  by  investing  in 
riskier  securities,  includ- 
ing collateralized  mort- 
gage obligations,  foreign 
bonds,  and  lower-rated  or 
unrated  debt. 
STAYING  AHEAD.  What 
sort  of  damage  could  an 
increase  in  short-term  in- 
terest rates  wreak  on  the 
bond  funds'  returns? 
Thomas  Poor,  portfolio 
manager  of  the  $2.5  bil- 
lion Scudder  Short-Term 
Bond  Fund,  says  the  in- 
terest-rate risk  of  his 
fund  is  2%'  in  capital  for 


every  \%  that  interest  r 
rise  on  three-year  Treasu 
With  his  bond  fund  yiel 
7.25%,  vs.  the  average  m( 
fund's  3.5%,  "I  have  a  3 
yield  advantage  over  m( 
funds,  so  if  I  lose  2%  in  ( 
tal,  I  more  than  make  up  f 
in  income,"  says  Poor. 

If  short-term  interest 
rise,  as  earlier  this  year,  in 
tors  have  to  be  prepared, 
fluctuations  in  net  asset  v; 
the  price  of  one  share  of 
fund's  stock.  After  star 
the  year  with  a  net  asset 
ue  of  $12.24,  Poor's  f 
slipped  to  $11.97  by  the  en 
March.  As  of  June  19,  it 
edged  back  up  to  $12. 

One  way  to  maximiz 
fund's  return:  Check  the 
spectus  to  see  that  the 
has  a  low  expense  ratio 
doesn't  have  a  sales  charg 
"load."  If  expenses  are  n 
over  half  a  percent,  the 
will  be  hard-pressed  to  n 
up  for  that  in  perform? 
says  Brouwer.  And  in  toe 
uncertain  market,  every 
bit  counts.     Suzanne  WO' 
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WESTERN  REGIONAL 

COMPETITIVENESS 

FOR  1992  AND  BEYOND 

The  Business  Week  Western  Roundtable 
Of  Chief  Executive  Officers 


When  the  young  were  exhorted  to 
"go  west"  in  the  1850s,  no  one 
could  have  foreseen  the  great 
migration  that  followed,  nor  imagined  thel 
abundant  opportunity  and  growth  that  lay 
ahead  in  that  frontier.  Today,  with  53  million 
people  in  12  states — from  Hawaii  eastward] 


economy  alone  is  just  slightly  smaller  than| 
the  United  Kingdom's.  | 
Business  leaders  of  the  region,  all  represent-  j 
ing  major  corporations,  gathered  recently  in 
Palm  Springs  to  participate  in  the  first  annual  1 
invitational  Business  Week  Western  Roundtable:  ! 
of  Chief  Executive  Officers.  After  the  exclusive! 


to  the  Mountain  West — the  Western  region  two-day  meeting,  the  CEOs  adjourned  to  enjoy 
is  an  economic  powerhouse.  The  California    the  famed  Nabisco  Dinah  Shore  Golf  Classic, 

by  Barbara  H.  Peters  and  James  Peters  » 
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111  line  witli  the  concerns  of  chief  execu- 
tives worldwide,  these  CEOs  focused  on  the 
many  challenges  of  globalization,  market 
integration,  and  social  and  political  change. 
But  they  explored  these  ubiquitous  leadership 
issues  from  a  distinct  regional  perspective. 

A  GLOBAL  CONTENDER 
"Historically,  the  Western  region's  economy 
has  profited  from  the  presence  of  an  educated 
and  diverse  work  force,  state-of-the-art  tech- 
nology, and  a  wealth  of  capital,"  says  Donald 
W.  Walls,  senit)r  vice  president  and  managing 
director  of  DRI/McGraw-Hill.  With  regional 
advantage  also  getting  a  boost  from  govern- 
mental policy,  world-class  universities,  access 
to  Asian.  Mexican,  and  Canadian  markets, 
plus  a  desirable  quality-of-life,  '"clusters  of 
high  value-added  Jobs — in  key  high-tech 
industries  and  the  financial  and  business  ser- 
vices— have  nourished  in  the  region,  con- 
tributing to  its  robust  competitiveness. 

Sail  Qureshey,  co-chairman,  president 
aiul  CEO  of  AST  Research,  singles  out  "a 
dynamic  entrepreneurial  culture""  as  the  core 
of  the  region's  muscle.  ""In  the  last  15  years, 
visionary  entrepreneurs  here  in  the  West 
built  both  the  infomiation  technology  and 
biotechnology  industries — industries  that 
will  be  the  drivers  of  the  2 1  st  century." 

"'For  such  industries  to  remain  inventive 
and  buoyant."  Qureshey  argues,  "companies 
must  partner  with  universities.  It  was  coop- 
eration between  Stanford  University  and 
Hewlett-Packard  that  eventually  spawned 
Silicon  Valley."  As  AST  aggressively  pursues 
product  innovation  in  the  computer  industry, 
it  is  casting  its  relationship  with  the  Universi- 
ty of  California,  Irvine,  on  the  Stanford-HP 
model.  "This  creates  value  for  the  university, 
lor  our  company,  and  for  the  region." 

REGIONAL  LEADERSHIP  CHALLENGES 
Like  the  rest  of  the  nation,  the  West  faces 
some  daunting  tasks  in  the  years  ahead.  And 
those  challenges  are  already  front-burner 
issues  for  many  of  the  region's  CEOs. 

Competition  between  Western  states, 
for  example,  is  a  problem  that  preoccupies 
Wilford  D.  (Jodbold.  president  and  CEO  of 
the  Zero  Corporation.  Seeking  lower  costs 
and  a  regulatory  environment  more  welcom- 
ing to  business,  his  manufacturing  company 
recently  moved  two  divisions  from  California 
to  Utah.  Two  months  later,  the  California 
Chamber  of  Commerce  asked  Godbold  to 
head  its  Save  California  Jobs  task  force. 

Between  June  1W()  and  March  IWl. 
California  lost  675.(X)()  Jobs.  Godbold 
rejiorts  that  surveys  of  business  leaders 


reveal  a  knot  of  problems  that  need  immedi- 
ate, systematic  attention  to  reverse  the  alarm- 
ing job  hemorrhage.  "Job  creation  is  ham- 
pered by  an  out-of-control  workers' 
compensation  system,  skyrocketing  health 
care  costs,  and  overly  lenient  liability  laws. 
Compounding  these  obstacles  are  high  state 
taxes,  a  convohited  permits  process,  and  a 
maze  of  government  regulations." 

Save  California  Jobs  is  sounding  a 
grassrtx>ts  wake-up  call  to  state  leaders  who 
must  now  revisit  the  rules  and  regulations 
governing  business.  "The  trick,"  Godbold 
cautions,  "is  to  make  changes  that  are  good 
for  the  state's  well-being  and.  at  the  same 
time,  stimulate  Job  creation." 

"In  the  region's  effort  to  sustain 
competitiveness,  the  pursuit  of  coiporate 
advantage  must  not  be  permitted  to  degrade 
the  environment,"  says  Kris  McDivitt,  CEO 
of  Patagonia,  Inc.  "The  days  of  measuring 
corporate  success  by  high  growth  and  high 
profit  are  over."  she  as.serts.  "Every  drive 
forward  has  an  equal  and  opposite  drive 
backward  on  our  natural  resources." 

Clean  air  and  water,  species  survival,  and 
open  space  now  command  a  value  that  com- 
petes with  the  corporate  push  for  higher  prof- 
its. McDivitt  reports  that  eight  years  ago  her 
outdoor  clothing  company  began  demonstrat- 
ing its  responsibility  to  "keep  our  own  nest 
clean"  by  curbing  its  growth  from  .S()-70Vf  a 
year  to  5-\()V(.  "That  triggered  fundamental 
changes  in  how  Patagonia  does  business — in 
design,  manufacturing,  and  marketing." 

A  MATTER  OF  EDUCATION 
Another  big  hurdle  to  continued  regional 
competitiveness  is  the  education  crisis. 
Reporting  that  3()9'r  of  students  in  the  West 
fail  to  graduate  from  high  school  and  that 
2(K/f  ai-e  illiterate.  DRI/McGraw-Hill's 
Donald  Walls  notes  that  California — once 
the  nation's  leader  in  graduating  high  school 
students — has  skidded  into  42nd  place. 

Yet  the  education  problem  is  even 
thornier  because  it  is  al.so  national.  Test 
scores  of  US  students  are  near  the  bottom 
of  the  major  industrialized  nations.  '"Knowl- 
edge, in  the  sense  of  new  ideas  and  sophisti- 
cated skills,  is  essential  to  our  economic 
health."  says  Governor  Roy  Romer  of 
Colorado.  "We  know  our  young  people  can 
learn  more  and  can  leani  faster.  Students 
throughout  the  industrialized  world  are 
demonstrating  that." 

The  bottom  line:  we  need  to  overhaul 
our  school  systems.  Governor  Romer  urges 
CEOs  to  "Join  teachers  and  parents  to  devel- 
op a  consensus  about  what  children  need  to 
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learn  and  at  whal  age  ihey  need  to  learn  il." 
Then,  ho  says,  "We  need  to  support  cre- 
ative— and  sufticiently  financed — learning 
programs  tiiat  target  world-class  goals." 

OPENING  BORDERS  TO  FREE  TRADE 
Motivated  in  part  by  the  iinniinent  economic 
unil  ication  of  Europe,  the  discussion  of  an 
Asian  trading  bloc,  and  the  trend  toward  pri- 
vatization in  Eastern  Europe  and  the  fonner 
Soviet  Union,  leaders  of  the  US,  Mexico, 
and  Canada  are  now  engaged  in  trilateral 
negotiations  for  a  North  American  Free 
Trade  Agreement  (NAFTA). 

Opening  the  border  to  free  trade  between 
the  US  and  Mexico  will  profoundly  affect 
many  industries  in  the  West.  But  Thomas  B. 
Kelly,  a  managing  director  and  member  of 
the  executive  committee  of  Arthur  Andersen, 
observes  that  most  executives  seem  to  favor 
an  agreement,  but  that  there  is  a  lack  of 
consensus  about  NAFTA's  ability  to  deliver 
more  opportunities  than  liabilities.  Kelly 
agrees  with  those  who  view  the  free  trade 
agreement  as  essential  to  the  nation's  eco- 
nomic health,  and  an  important  wat  to  show 
US  support  of  President  Salinas"  economic 
and  social  liberalization  programs. 

Still,  he  asks:  "Will  NAFTA  adversely 
affect  US  employment?  Reduce  illegal  immi- 
gration? Provide  a  major  new  inarket  in 
Mexico?"  These  complicated  questions. 
Kelly  believes,  demand  an  open  and  candid 
national  debate. 

Championing  NAFTA  at  the  Business 
Week  Western  Roundtable  were  Roger 
Baccigaluppi,  former  president  and  CEO  of 
Blue  Diamond  Growers,  and  Robert  Van 
Dine,  vice  chairman  of  St.  Ives  Laboratories. 
Baccigaluppi  notes  that  NAFTA  would  cre- 
ate the  world's  largest  regional  trade  area,  a 
market  of  360  million  people.  Mexico,  whose 
economy  ranks  lOth  worldwide,  is  already 
the  third  largest  US  trading  partner. 

"Since  19X6,  US  exports  to  Mexico  have 
nearly  tripled — from  $12  to  $33  billion — and 
this  has  created  300,000  new  US  jobs." 
Baccigaluppi  says.  "A  free  trade  agreement 
would  lock  in  those  gains  and  create  new 
market  openings  for  US  business." 

One  company  already  reaping  benefits 
from  Mexican  trade  refomi  is  St.  Ives 
Laboratories,  a  medium-sized  cosmetics 
firm.  "We  began  exporting  to  Mexico  in 
1990,"  says  Van  Dine.  "First-year  sales 
totaled  almost  $1.4  million.  Sales  for  1992 
are  projected  to  top  $2.X  million,  despite  the 
fact  that  our  products  cost  about  25-30% 
more  than  those  manufactured  locally." 

Howard  Samuel,  president  of  the  Indus- 


trial Union  Department,  AFL-CIO,  voiced  a 
different  perspective.  Insisting  that  the  US 
shares  little  more  than  a  2,000-mile  border 
with  Mexico,  Samuel  categorizes  Mexico 
"as  a  country  where  90%  of  the  people  live 
in  poverty  and  where  average  worker's 
wages  are  less  than  one-tenth  of  their  US 
counteiparts'."  Samuel  believes  the  priority 
should  be  to  help  Mexico  gain  an  equal 
industrial  and  economic  footing  with  the  US. 
"Then,  as  equals,  we  can  negotiate  an  agree- 
ment that  preserves  US  trade  law  remedies 
and  insures  that  Mexico  doesn't  become  an 
export  platform  for  non-NAFTA  countries." 

MANAGING  CORPORATE  CHANGE 
Chief  executives  in  the  Western  region — like 
their  peers  around  the  globe — see  no  end  to 
the  accelerating  pace  of  change.  Indeed, 
corporate  leaders  today  regard  change  as 
the  overarching  certainty  of  business  life. 

.lames  R.  Boris,  chairman,  president 
and  CEO  of  Kemper  Securities  Group,  who 
recently  led  his  finn  through  a  14-month 
restructuring  and  consolidation,  says.  "The 
key  to  major  change  is  to  make  your  employ- 
ees and  your  shareholders  as  comfortable  as 
possible  with  the  process  of  transfomiation. 

"For  Kemper,"  Boris  continues,  "this 
meant  senior  management  had  to  set  a  clear 
direction  for  the  organizational  change  and 
adhere  strictly  to  the  company's  objectives." 
The  mission  was  to  align  five  regional 
brokerage  firms  into  one  strong  nationwide 
operation.  Building  from  its  decentralized 
heritage,  the  newly  consolidated  Kemper 
Securities  now  uses  an  inverted  pyramid 
management  model. 

"Management's  job  is  to  support  the 
efforts  of  our  investment  bankers  and  brokers 
on  the  frontlines.  These  professionals,  in 
turn,  serve  the  changing  needs  of  their 
clients."  says  Boris. 

PARTNERSHIPS  FOR  ADVANTAGE 
Public-private  partnerships  have  a  long  histo- 
ry in  the  Western  US.  Alliances  helped  settle 
the  region,  build  the  railroads.  iiTigate  the 
deserts.  Philip  Burgess,  president  of  the 
Center  for  the  New  West,  says,  "Today's 
challenges  are  driving  the  growth  of  new 
partnerships  in  the  West — public-private, 
intrastate  and  interstate,  and  cross-border." 

Increased  international  competition  is  the 
catalyst  for  some  bold  new  partnerships,  for 
example,  between  the  Port  of  Los  Angeles 
and  the  private  sector.  The  Port's  executive 
director.  P>.unial  Burts,  says.  "For  us,  this 
generation  of  partnerships  is  different  because 
they  are  equity  partnerships.  There  are  incen- 


"Unless  GEOs 
take  a  proactive 
role  in  the  national 
health  care  dialogu 
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failed  to  influence, 

James  A.  Curtis,  chairmai 
and  GEO  of  Milliman  & 
Robertson,  a  national 
actuarial  aiid  consulting  fii 
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lives  tor  long-term  comniitmenl — mininiuni 
annual  guarantees  anti  revenue-sharing  agree- 
ments— on  both  sides  ot  the  bargaining  table." 

One  such  venture  is  a  state-ot-the-art 
container  terminal  that  is  the  first  exclusive- 
use  US  facility  for  a  major  Japanese  shipping 
firm.  "This  terminal  means  jobs  for  almost 
.^.(KK)  people  and  $250  million  annually  in 
industry  sales,"  says  Burts.  "it  will  ullini;itely 
benefit  our  entire  regional  economy  and 
serve  as  a  public-private  partnership  model." 

The  former  Mayor  of  Phoeni.x,  Terry 
(loddard,  sees  the  collapse  of  boundaries — 
city,  county  and  state — as  an  excellent  oppor- 
tunity for  collaboration.  "In  a  time  of  declining 
federal  and  state  revenues,  cooperation  ann)ng 
communities  is  strategically  imperative." 

Goddard  also  endorses  public-private 
projects,  "in  Phoenix,  we  teamed  up  with 
the  private  sector  to  collect  and  recycle  trash, 
run  landfills,  deploy  security,  and  provide 
computer  services."  he  says.  "Moreover,  the 
future  offers  vast  oppoitunities  for  private 
participation  in  water  service,  waste  manage- 
ment, roads,  and  all  forms  of  transportation." 

R.  Michael  Mondavi,  managing  director 
and  CEO  of  Robert  Mondavi  Winery, 
describes  Opus  One.  his  firm"s  cross-border 
partnership  with  Chateau  Mouton  Rothschild 
in  France,  as  an  effort  "to  produce  the  world  s 
greatest  wine."  Mondavi  emphasizes  that  the 
two  vintners  shared  similar  goals.  "We  want- 
ed to  learn  more  about  the  aii  of  winemiiking. 
and  they  hoped  to  learn  more  about  the  .s(7- 
ence."  By  blending  the  strengths  of  both  com- 
panies —  and  both  countries  —  they  cultivat- 
ed a  wine  that  is  now  honored  worldwide." 

NEW  DIRECTIONS  FOR  HEALTH  CARE 
Among  the  West's  business  leaders,  no 
disagreement  exists  about  the  forecast  that 
the  nation's  health  care  crisis  isn't  going 
away  soon.  But  consensus  is  hard  to  find 
concerning  the  best  course  for  reform — both 
in  the  country  and  within  ccM'porations. 

.lames  A.  Curtis,  chairman  and  CEO  of 
Milliman  &  Robertson,  reporting  on  a  survev 
conductetl  by  his  firm  among  participants  at 
the  Bii.siiu'^.s  Week  Western  Roundtable. 
confirms  that  \  iriually  all  CEOs  believe 
health  care  plans  cost  too  much  and  are  now 
undertaking  changi  s  to  help  cut  those  costs. 
New  directions  mclude:  more  employee  cost- 
sharing,  changes  in  insurers  or  administra- 
tors, flexible  benefits  plans,  and  reductions 
in  benefits.  "Significantly.  64%  of  the  CEOs 
are  willing  to  provide  incentives — including 
financial  ones — to  encourage  employees  to 
improve  their  health."  Curtis  notes. 

There  was  ureat  diveruence  amons;  the 


CEOs  on  the  issue  of  a  single  health  care 
system  for  the  nation.  But  Curtis  stresses 
that  CEOs  should  take  a  proactive  role  in  the 
national  health  care  debate.  "Otherwise,  the 
business  community  will  endure  a  solution 
it  failed  to  influence." 

Peter  Boland,  president  of  Boland  Health 
Care  Associates,  adds.  "CEOs  must  ask  the 
tough  questions  about  cost  containment, 
about  delivery  systems,  and  about  the  quality 
of  suppliers.  You  can't  save  money  without 
quality.  Put  simply,  we  need  to  f  rge  a  health 
care  partnership  with  our  supplies — not 
only  the  insurers  but  also  the  hospital  and 
physician  group.s — because  they  are  the  real 
cost  managers." 

At  Southern  California  Edison  (SCE), 
health  care  costs  had  been  rising  by  over 
20%  a  year  from  198 1  -8S.  "So.  in  1989.  we 
switched  to  a  managed  care  plan."  says  presi- 
dent Michael  Peevey.  "And  we  cut  our  trend 
rate  in  half,  from  a  projected  1992  cost  of  $162 
million  to  a  more  manageable  $1 14  million.  In 
total,  we  saved  $66  million  in  1989-91 ." 

Peevey  explains  his  company's  strategy: 
■"We  created  our  own  network  of  providers — 
physicians  and  hospitals  willing  to  accept  the 
fees  we  would  pay.  Through  co-payment 
differentials,  we  encouraged  our  employees 
to  use  these  providers." 

Creative  beneflt  designs  like  SCE's  are 
just  one  of  the  ways  companies  can  control 
costs  says  Leonard  D.  Schaeffer,  chainnan 
and  CEO  of  Blue  Cross  of  California. 
"Companies  should  also  invest  in  wellness 
and  prevention  programs.  And  they  should 
choose  managed  care  partners  with  superior 
records  of  customer  service  and  quality  care." 

AN  ENTERPRISING  LEGACY 
Despite  the  tough  choices  facing  the  West — 
and  the  nation — CEOs  at  the  BhsIiii'ss  Week 
Western  Roundtable  expressed  confidence 
about  the  future.  Indeed,  William  Agee, 
chairman  and  CEO  of  Morrison  Knudsen 
Corporation,  says,  "I  am  outright  bullish 
about  the  I99()s." 

Former  President  Gerald  R.  Ford  echoed 
the  optimism.  ""In  my  lifetime,  Americans 
won  two  world  wars,  overcame  the  Great 
Depression,  and  helped  dismantle  world 
communism.  These  wins  weren't  achieved 
by  selling  short  America's  enterprising  spirit. 

Surely  that  spirit  will  prevail  as  leaders 
of  the  Western  region  craft  solutions  to  the 
challenges  of  today — and  tomorrow."  ■ 

Barhara  H.  Pelers  and  James  Peters  are 
New  York-based  writers  who  speeialize  in 
corporate  couinuiuicatious. 
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Every  week  Business  Week  brings  you  up  to 
date  on  the  world  of  business.  We're  committed 
to  bringing  you  coverage  of  business  news  tfiot 
is  not  only  timely  but  insightful.  Now,  we're 
also  committed  to  teaming  up  with  you  to  make 
a  positive  contribution  to  our  environment. 

With  the  help  of  the  Global  ReLeaf  Campaign 
of  the  American  Forestry  Association  (AFA),  we 
will  plant  a  tree  in  one  of  America's  fteritage 
Forests  with  every  new,  poid  Business  Week 
subscription. 

Global  ReLeaf  educates  people  on  opportunities 
to  enhance  the  environment  through  improve- 
ment of  trees  and  forests.  The  campaign  creates 
these  positive  environmental  opportunities  for 
individuals,  community  groups  and  businesses. 

The  Heritage  Forest  Program  is  one  such 
opportunity,  fieritage  Forests  are  special  public 
lands,  selected  by  the  AFA  as  lends  where 
private-sector  donations  can  create  new  forests, 
that  would  not  be  possible  under  existing  public 
programs  and  budgets. 


SUBSCRIBE  TO  BusinessWeek  NOW 

We'll  plant  your  tree  ond  still  offer  you 
substantial  savings.  At  only  89(an  issue, 
you  save  64%  off  the  $2.50  cover  price 
and  make  a  positive  contribution  to  the 
environment. 

Enjoy  the  convenience  of  having  Business 
Week  delivered  and  the  satisfaction  of 
having  done  something  to  help  improve 
and  preserve  America's  forests. 

It's  easy  to  do.  Fill  out  one  of  the 
post-paid  cards  found  in  this  issue  and 
drop  it  in  the  mail  today  or  call  toll-free 
1-800-635-1200. 

For  more  information  on  ihe  Globol  Releof  Program,  call  12021  i67  3300 
or  write  to  ihem  at  P.O.  Box  2000,  Woshinglon,  D.C,  2001 3 
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This  offering  is  made  only  by  the  Prospectus. 
New  Issue /June  18,  1992 
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Common  Stock 

Price  $14.25  Per  Share 
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THE  SILVER  LINING 

IN  THE  AIRLINE  SHAKEOUT 

Industry  shakeouts  aren't  pretty— and  the  current  one  in 
the  U.  S.  airHne  industry  is  no  exception.  But  when  too 
many  competitors  put  themselves  deep  in  hocl<;  to  add  a 
bunch  of  unneeded  capacity,  the  result  is  predictable:  The 
worst  offenders  go  out  of  business,  others  seek  protection 
under  bankruptcy  law,  and  a  few  of  the  strongest  try  to 
turn  their  muscle  into  a  long-term  advantage. 

There's  been  tremendous  turmoil  in  the  airline  business 
ever  since  deregulation  in  1978.  There  was  a  period  of 
startups,  a  period  of  massive  mergers,  and  then  a  period  of 
consolidation  that  continues  today.  Bankruptcy  laws  have 
been  used  by  weaker  carriers  to  keep  fighting  against  the 
big  guys;  stronger  carriers  have  used  their  clout  to  lock  up 
landing  slots  at  major  airports  and  add  so  many  flights  to 
key  routes  that  no  rival  has  a  chance. 

This  has  taken  a  toll  on  service.  You  can't  count  on  airlines 
meeting  schedules  the  way  you  once  could.  It's  hard  to  keep 
up  with  all  those  different  fares,  despite  the  supposed  simplifi- 
cation. Full-service  airlines  have  dwindled  from  18  to  9.  Still, 
add  it  all  up  and  the  U.  S.  consumer  has  done  pretty  well. 
Airlines  have  become  more  efficient,  run  more  as  businesses 
than  utilities— as  in  the  regulated  days— and  the  cost  of  air 
travel  has  remained  fairly  low.  If  you  don't  believe  that,  just 
pay  for  a  ticket  to  fly  between  two  European  cities.  Regula- 
tion and  protectionist  policies  have  led  to  such  exorbitant  fares 
that  the  European  Community  is  seeking  changes  (page  54). 

There  is  clearly  more  pain  ahead.  This  year,  U.  S.  carriers 
are  losing  money  faster  than  they  can  lose  your  baggage. 
And  this  summer's  fare  war  means  the  red  ink  will  contin- 
ue. But  keep  in  mind  that  these  losses  are  in  large  part  the 
reflection  of  an  overexpansion  in  the  late  1980s,  financed  i\y 
a  lot  of  easy  money,  and  of  a  deep  recession. 

The  bottom  line  is  that  deregulation  is  working  just  as  it 
should.  Sure,  maybe  it's  unfair  to  this  or  that  airline  that 
Continental  has  lowered  its  costs  by  filing  for  Chapter  11,  or 
that  United  and  American  have  most  of  the  landing  slots 
sewed  up  at  O'Hare.  But  the  industry  is  making  steady 
progi'ess  toward  a  day  when  they  will  be  able  to  make  a  sol- 
id profit  if  they  run  their  Inisinesses  correctly. 


CEO  PAY:  DISCLOSURE 
IS  THE  BEST  POLICY 

It's  only  in  the  last  year  or  so  that  the  uproar  over  vast 
pay  packages  handed  to  CEOs  has  erupted.  One  reason 
for  the  long  silence  through  much  of  the  climb  in  exec- 
utive pay:  complicated,  self-serving  compensation  plans  that 
inadequately  disclosed  long-term  compensation.  The  corpo- 
rate proxy  statement  reporting  the  pay  of  its  top  five  ex- 
ecutives all  too  often  became  an  exercise  in  obfuscation. 

On  .June  23,  the  Securities  &  Exchange  Commission  pro- 
posed a  series  of  welcome  changes  to  improve  the  disclosure 


of  executive  pay  (page  37).  Under  the  plans,  compan:; 
would  be  required  to  report  in  easy-to-read  tables  all  co 
pensation,  including  stock  options,  over  not  one  but  thii 
years— which  would  allow  investors  to  make  their  own  ju( 
ments  on  whether  increases  in  the  boss's  pay  are  justifii 

The  compensation  committee  would  also  be  required  to 
plain  its  awards  in  relation  to  the  company's  perfomiance.  i 
the  proxy,  a  company  would  have  to  compare  shareholdn 
retiu-n  with  a  broad  market  index,  such  as  Standard 
Poor's  500-stock  index,  and  an  industry  peer  group. 

Of  course,  much  of  the  rise  in  executive  pay  is  due  to 
more  generous  use  of  stock  options— whose  values  are  of 
difficult  to  predict  and  understand.  The  SEC's  proposal  wo 
require  companies  to  disclose  the  potential  value  of  an  opt 
if  the  stock  rises  by  50%,  100%,  or  200%  over  a  10-y 
term.  That's  a  welcome  change  because  shareholders  wo 
be  al)le  to  immediately  assess  the  potential  \'alue  of  what 
til  now  has  been  an  abstract  award. 

Despite  some  dangers  in  the  proposals,  the  SEC  is  righl 
seek  fuller  disclosure.  It  could  help  keep  the  decision 
what  to  pay  CEOs  where  it  belongs— in  boardrooms  rat 
than  in  the  halls  of  Congress. 


LET'S  PUT  LIMITS 

ON  HOME-EQUITY  LOANS 

For  years,  it  has  been  generally  assumed  that  tax 
ductible  home-equity  loans  were  the  best  consu: 
products  to  come  along  in  decades.  Beyond  the  tax 
duction,  they  allowed  homeowners  to  free  up  some  of 
equity  in  their  houses  that  otherwise  would  have  been 
available  until  they  sold  their  homes.  Thanks  to  home-€ 
ty  loans,  many  individuals  could  make  badly  needed  h 
improvements  or  borrow  enough  to  ease  the  burden  of 
lege  tuition  for  their  children. 

Unfortunately,  as  with  most  tax  loopholes,  thei'e  has  \ 
abuse  (page  56).  Last  year,  only  28%  of  home-equity  linef 
HELs,  went  for  home  improvement,  according  to  the  Con; 
er  Bankers  Assn.  Nine  percent  went  for  education.  Inst 
many  homeowners  traded  away  their  ecjuity  for  loans  to 
new  cars  or  boats,  even  to  make  investments. 

Such  borrowing  has  gotten  out  of  hand.  Using  HEl 
purchase  big-ticket  items  clearly  violates  the  spirit  of 
Tax  Reform  Act  of  1986,  which  phased  out  deduction 
most  consumer  loans.  There's  also  a  question  of  fain 
Those  who  don't  own  a  home  have  no  such  tax-deduc 
benefits.  Finally,  for  generations  owning  a  home  has  I 
like  having  a  forced  savings  account.  Individuals  counte 
their  homes  for  their  retirement  nest  egg.  But  the 
boom  in  home  prices  is  over.  If  homeowners  continue  to 
row  against  their  remaining  equity,  the  future  looks  1 
for  any  improvement  in  the  U.  S.  saving  rate. 

To  protect  current  and  future  generations,  Cong 
should  limit  deductiljility  to  loans  made  for  borrowin) 
home  improvement  or  education.  Taking  away  breaks 
voters  is  far  from  popular,  especially  in  an  election  year 
the  last  thing  the  U.  S.  needs  is  another  bout  of  exce 
lending  and  another  banking  crisis. 


90  BUSINESS  WEEK/JULY  6,  1992 


In  1869,  the  All 
England  Croquet 
Club  established 
itself  on  four  ' 
rented  acres  in 
Wimbledon.  By 
1875,  the  Club 
had  set  aside  a 
rectangle  of  grass  for 
lawn  tennis,  which  was 
growing  in  popularity.  Two 
years  later,  the  Club  had  changed 
its  name  to  the  All  England 
Croquet  and  Lawn  Tennis  Club. 

That  same  year,  some 
200  spectators  watched  as 
22  amateur  players  competed 
for  a  silver  cup,  which  was  awarded 


^4embers  of  the  All  England  Croquet  Club 
pose  for  a  photograph  in  1870. 


to  Spencer  Gore,  the  first 
Wimbledon  champion. 

T)day,  that  legendary 
lawn,  renamed  the  All 
England  Lawn  Tennis  and 
Croquet  Club  in  1889, 
has  expanded  to  42  acres 
with  18  championship  grass 
courts,  each  holding 
revered  memories.  And 
none  is  more  storied 
than  Centre  Court. 


The  legend  that  grew 
from  a  lawn  in  Wimbledon* 


It  is  here  the  world's  finest  players 
meet  each  summer  for  two  weeks  of  fierce 
competition .  The  best  of  the  best  are  distin- 
guished forever  as  Wimbledon  champions. 
About  400,000  fans  fill  the  grounds  for 
the  fortnight  of  play,  while  invited 
aristocrats,  diplomats  and  celebrities 
view  from  the  Royal  Box. 
In  a  setting  where  precision, 
stamina  and  grace  under 
pressure  are 
respected, 
a  timepiece 
must  meet 
intimidating 

Slmii  hcrne^  duel 

standards.  ""^■<>jthc 
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That  explains  the  ' 
Rolex  on  the  scoreboard, 
as  well  as  its  designation 
as  the  Official  Timepiece 
of  the  Wimbledon 
Championships . 

ROLEX 
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Kolex  Lady  Oyster  I'erpetual  and  M 
\\  nte  for  hroehu 


Ovslt'r  I'erpetual  Ikilejmt  m  stainless  steel  and  L8kl  f^old  with  matchutf;  luhdee  hraietets  and  diamond  diah 
Rolex  W  ateh  USA  .  Ine  .  Dept    67.5,    Kolex  Building.  665  Fifth  .\i'fiiui',  Neiv  )  ork.  \  )   lt)()22  5383 
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I 


f  you're  a  bigger  compan):  one  that  spends 
between  $3,000  and  $30,000  a  month  on  long 
distance,  AT^tT  now  offers  a  unique  and  exciting 
choice  of  services:  the  AM' Megacom  Family. 

Megacom"  Plus*  Service  and  Megacom" 
Optimum  Service  are  the  newest  members  of 
the  family  for  single-  or  multi-location  businesses. 
Like  Megacom'  Service  and  Megacom"  800  Service, 
they  can  gix'e  you  all  the  reliability  service,  and 
flexibility  you  need—  at  very  competitive  prices. 

II  y(  )u're  a  bigger  business,  take  a  minute 
tolind  out  which  Megacom  service  meets  your 
needs  best.  Sign  up  before  10  IS  92  and  you'll 
recei\'e  free  instaUationf  * 


MEGACOM  PLUS 


A  new  outbound  service,  with  additional  saviX 
and  a  choice  of  features,  intended  especially  j\ 
companies  with  multiple  locations  of  all  sizesX 

•  Combine  calls  from  all  your  locations,  inclul 
domestic,  AT&T  Calling  Card,  international  and  I 
Direct*calls,  into  one  bill— available  in  a  choice  I 
billing  formats:  PC  disk,  magnetic  tape,  or  hard  I 

•  Spot  trends  and  identify  potential  calling  fra 
with  the  optional  PC  billing  package.  Select  fr()i[ 
56  standard  reports  or  customize  your  own. 

•  Features  the  advanced  maintenance  servicel 
option,  MegaWatch!'''  which  proactively  monitor 
your  serv  ice  and  etiuipment  to  help  keep  your 
busine.s.s  up  and  running. 

•  Volume  and  term  plan  discounts  available  f] 
even  greater  savings. 


More  choices  for  bigger  hiisifiesses.  Because  one  size  does  m 


Ki  1992  AT&T   •Pending  FCC  approval    "Installation  must  be  made  by  12/31/92 
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"For  over  150  years,  the  John 
Deere  name  has  stood  lor  the 
world's  highest  quality  larm  equip- 
ment. When  Engine  Works  looked 
tor  new  growth  areas  to  ottset 
the  U.S.  farm  recession  ot  the 
80's,    we    focused   on  component 


sales  and  new  markets,  both  domes- 
tic and  overseas.  For  example, 
we  recently  started  producing  a 
mannized  diesel  engine  tor  use  in 
workboats  and  tishing  vessels. 
Digital  has  played  a  major  role, 
helping  us  maintain  our  quality 
level  while  expandmg  our  markets. 

"Digital's  expandable  line 
ot  VAX'^  computers  were  a  nat- 
ural choice  tor  growth.  And, 
with  their  networking  expertise 
and  their  Network  Application 
Support  (NAS)  open  software, 
we  had  the  key  elements  tor 


gathering    and    sharing  informa- 
tion from  the  shop  floor  to  engine 
testing  facilities  to  all  parts  ot  the 
coiporate   network.    All   of  which 
makes   it   easier  and   quicker  for 
our  people   to   make  critical  busi- 
ness   decisions    that    ensure  prod- 
uct quality.  Likewise,  the  ability 
to   automate   factory-floor  func- 
tions  gives    us   greater  control 
over  product  tracking  and  inven- 
tory control. 

''And      with  Digital's 
COHESION^"   software  develop- 
ment environment,  we  can  create 
customized    applications  faster 
and  at  a  lower  cost  than  ever  before. 

"Combine  all  that  with 
Digital's  flexible  support  and 
service  programs  for  whatever 
vendor's  equipment  we  have,  and 
it's  easy  to  see  how  Digital  helps  us 
make  good  on  the  promise  that 


'Nothing  runs  like  a  Deere.' 


For  more  information  on 
how  Digital's  total  solutions  ap- 
proach to  manufacturing  and  our 
NAS  open  computing  products  can 
benefit  your  business,  call  1-800- 
DEC-INFO,  ext.  92.  Or  contact  your 
local  Digital 
sales  office. 
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What,  Exactly, 


Is  Acceptable  Risk? 

Last  night  you  powered  down  a  cholesterol-rich  pasta  with 
creann  sauce.  This  mornmg  you  jaywalked  across  a  busy  four-lane 
street,  and  next  weekend  you're  going  to  trust  some  nineteen-year-old 
who  tells  you  there's  no  way  the  bungee  cord  can  break. 

Next  to  that,  choosing  new  computer  equipment  is  merely 
career  threatening. 

We  don't  think  it  should  be  quite  so  risky  Which  explains  the 
existence  of  NetWare,  Novell's  networking  software  that  unites  such 
strange  bedfellows  as  IBM  and  Sun;  Oracle  and  Microsoft. 

NetWare  not  only  preserves  investments  you've  made,  it'll 
accommodate  whatever  decisions  you  make  next  yean  Our  eighth 
generation  products  are  the  result  of  alliances  we've  built  with  over 
2500  software,  hardware  and  system  vendors,  who've  designed  and 
tested  thousands  of  their  products  to  work  with  ours. 

Which  means  you  really  only  have  to  ask  one  question  to  make 
your  next  risk  an  acceptable  one.  "Does  it  run  with  NetWare?" 


MOVE 


The  Past,  Present,  and  Future  of  Network  Computing. 

FOR  MORE  INFORMATION,  CALL  I  -  8  00  -  N  E  T  W  A  R  E 
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shores.  Newcomers  from  Asia  and 
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LEADING 

change  from  last  week:  -0.1% 
Change  from  last  year:  -1.1% 


June  20 
179  9 


llU 


June  13 
179.5 


June  Ocl  Feb  June 

1091  1Q91  1999  199' 

The  production  index  moved  higher  during  the  week  ended  June  20  On  a  sea- 
sonally odjusted  basis,  production  of  steel,  outos,  and  roil-freight  traffic  increased. 
Truck,  paper,  paperboard,  and  lumber  output  were  down,  while  electric  power, 
crude-oil  refining,  and  cool  production  were  unchanged  from  the  previous  week  Be- 
fore calculation  of  the  four-week  moving  average,  the  index  rose  to  182  4,  from  a 
revised  reading  of  181  8  for  the  week  of  June  13. 

BW  production  index  copyright  1992  by  McGraw-Hill  Inc 
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June  20 
213.2 


mini 


June  13 
213  5r 


iiiiim 


Oct 
1991 
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1999 


The  leading  index  was  slightly  lower  during  the  week  ended  June  20  L. 
stock  prices  and  further  deterioration  in  the  growth  rotes  of  real  estate  loam 
M2  suggest  that  the  recovery  will  be  extremely  sluggish.  The  negative  readings 
lower  bond  yields,  fewer  business  failures,  and  faster  growth  In  materials  prices 
fore  calculation  of  the  four-week  moving  average,  the  index  fell  to  213.1,  I 
213,4  in  the  previous  week. 

Leading  index  copyright  1  992  by  Center  for  International  Business  Cycle  Research 
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LEADIH6  INDICATORS 


Latest 
week 

Week 
ago 

%  Change 
year  ago 

Latest 
week 

Week     %  Oijtl 
ago  yeaifi 

STEEL  (6/27)thous.  of  net  tons 

1,814 

1,767# 

14  2 

STOCK  PRICES  (6/26)  S&P  500 

403.57 

406,10 

AUTOS  (6/27)  units 

123,566 

137,965r# 

-1,7 

CORPORATE  BOND  YIELD,  Aaa  (6/26) 

8.20% 

8.22% 

TRUCKS  (6/27)  units 

78,819 

84,171r# 

1.0 

INDUSTRIAL  MATERIALS  PRICES  (6/26) 

98.8 

98.9 

ELECTRIC  POWER  (6/27)  millions  of  kiiowatt-hours 

59,797 

60,842# 

-5,1 

BUSINESS  FAILURES  (6/i9) 

386 

407 

CRUDE-OIL  REFINING  (6/27)thous.  ofbbl./dcy 

14,241 

14,035# 

2.4 

REAL  ESTATE  LOANS  (6/17)  billions 

$401.1 

$402.  Ir 

COAL  (6/20)  thous.  of  net  tons 

19,171# 

19,315 

-1.6 

MONEY  SUPPLY,  M2  (6/i5)  billions 

$3,408.6 

$3,41  1.4r 

PAPERBOARD  (6/20)  thous.  of  tons 

81  1.2# 

833. Ir 

6.1 

INITIAL  CLAIMS,  UNEMPLOYMENT  (6/i3)thous 

422 

406r 

PAPER  (6/20)  thous.  of  tons 

751.0# 

749  Or 

-1.8 

Sources:  Standord  &  Poor's,  Moodys,  Journal  of  Commerce  (index:  1980^100),  Dun  ■ 
street  (foilures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seosonaliy  > 
doto  on  business  foilures  ond  real  estate  leans 

LUMBER  (6/20)  millions  of  ft 

468. 5# 

495.1 

-14.5 

RAIL  FREIGHT  (6/20)  billions  of  ton-miles 

21  4# 

21,1 

8.6 

Sources:  American  Iron  &  Steel  Institute,  WorcJ's  Auiomoiive  Reporfs,  Edison  Electric  Institute, 
American  Petroleum  Institute,  Energy  Dept ,  Americon  Paper  Institute,  WWPA',  SFPA",  Association 
of  American  Railroads 


MONTHLY  ECONOMIC  INDICATORS 


Latest 
week 

Week 
ago 

Year 
ogo 

JAPANESE  YEN  (7/1) 

125 

127 

139 

GERMAN  MARK  (7/1) 

1,51 

1.55 

1.81 

BRITISH  POUND  (7/i) 

191 

1.88 

1.60 

FRENCH  FRANC  (7/1) 

5  10 

5  23 

6,24 

CANADIAN  DOLLAR  (7/i) 

1.20 

1.20 

1.14 

SWISS  FRANC  (7/1) 

1.36 

1.40 

1,59 

MEXICAN  PESO  (7/1) 

3,107 

3,105 

3,020 

Sources:  Major  New  York  banks  Currencies  expressed  m  units  per  U 
pound  expressed  in  dollars 

S  dollar,  exce 

pt  for  British 

PRICES 

latest 

week 

Week 
ago 

%  Change 
year  ago 

GOLD  (7/1)  $/troyoz. 

343  550 

343  720 

-6,4 

STEEL  SCRAP  (6/30)  #1  heavy,  $/ton 

90.00 

90  00 

1.1 

FOODSTUFFS  (6/29)  index,  1967=100 

204  6 

202,1 

4.3 

COPPER  (6/27)  C/lb 

110  6 

106.4 

5.3 

ALUMINUM  (6/27)  c/lb 

57,5 

59.1 

-3.8 

WHEAT  (6/27)  #2  hard,  $/bu 

3.79 

3  80 

29,4 

COTTON  (6/27)  strict  low  middling  1-1/16  in. 

C/lb.  59.77 

59.77 

-22.9 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Commodity  Research  Bureau,  Mefo/s 
Week,  Konsos  Cily  market,  Memphis  market. 


Latest 
month 

Month  % 
ago  v< 

CONSTR.  SPENDING  (Moy)  annual  rate,  billions 

$423.2 

$422.4r 

NEW  HOME  SALES  (May)  annual  rote,  thous. 

501 

531 

PERSONAL  INCOME  (May)  onnuol  rate,  billions 

$5,008.3 

$4,994. 3r 

CONSUMER  SPENDING  (May)  bilhons 

$4,062.3 

$4,043. 9r 

Sources:  Census  Bureau,  Commerce  Dept 

1 'M h         '  M  r  V.W.I  i^^HHHWHH 

Latest 
week 

Week  % 
ago  yi 

MONEY  SUPPLY,  Ml  (6/i5) 

$953.1 

$956.0r 

BANKS'  BUSINESS  LOANS  (6/17) 

281.7 

281. 4r 

FREE  RESERVES  (6/24) 

974 

326r 

NONFINANCIAL  COMMERCIAL  PAPER  (6/17) 

148.5 

144.9 

Sources:  Federal  Reserve  Board  [in  billions,  except  for  free  reserves, 
two-week  period  in  millions) 

which  are  expressf 

MONEY  MARKET  RATES  L 

latest 
week 

Week 
ago 

FEDERAL  FUNDS  (6/30) 

4.53% 

3.70% 

PRIME  (7/1) 

6.50 

6.50 

COMMERCIAL  PAPER  3-MONTH  (6/30) 

3.89 

3  91 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (7/i) 

3.82 

3,83  .)i 

EURODOLLAR  3-MONTH  (6/27) 

3.85 

3.84  )8 

Sources:  Federal  Reserve  Board,  First  Boston 


(fRow  data  in  the  production  indicators  ore  seosono'ly  adjusted  in  computing  the  BW  index  (chart),  other  components  [estimated  and  not  listed)  include  mochmery  and  defense  equ 
1  ^  Western  Wood  Products  Assn      2  =  Southern  Forest  Products  Assn.     3  =  Free  market  value     NA=  Not  available     r=^  revised     NM  =  Not  meaningful 
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tFor  investors  subject  to  federal  fir  state  .ilti  rnatn .  iiiiniiiiiiiii  ta\,  a  si  nail  piirtKiii  lit  the  income  may  be  subject  to  such  tax. 
Franklin  Distributors,  Inc. 


Why  are  so  many 
Lotus  1-2-3  users  switching 
to  Mcrosoft  Excd? 


'BESrWSJDOWS 


Microsoft  Excel,  tlie  spreadslwet  hundreds  of 
thousands  of  1-2-3  users  are  switching  to. 


Why?  Because 
they've  discov- 
ered that  new 
Microsoft  Excel 
4.0  for  Windows'" 
is  the  ultimate 
refinement  of 
a  powerful, 
easy-to-use 
spreadsheet. 

Use  it,  and 
you  too  could 
be  getting  your 


routine  spread- 
eet  tasks  (not  to  mention  more 
lazing  number-crunching  feats) 
ne  faster.  And  more  easily. 

We're  talking  about  one- 
^p  just- about- everything.  For 
ample,  Autosum"  instantly 
bIs  rows  or  columns  of 
:ures  with  just  a  click- 


cu\  n n^TT'/j]  Excel  shows  you 
"    f  /  the  corresponding 
Y  command.  (W^hich, 


New  Microsoft  Excel  4.0for  Windows  just  received 
InfoWorld's  higlwst  spreadsheet  rating  ever,  a  9.3.  Wliy 
not  try  it  and  see  what  everybody's  talking  about? 


ck  of  your  mouse 

Or  take  Auto- 
*mat:  it  lets  you 
ply  one  of  14  pro- 
jsionally  designed 
•mats  to  your  work- 
eet  with  another  click 
your  mouse. 

They're  both  on 
r  customizable  Toolbar,  which  also  has 
Ipfiil  things  like  a  Spelling  Checker  and 
instant  charting. 
^  \  ^^^^  there 

^^^^-^^^3  J\\  are  learning  tools 

like  Wizards,  which 
are  step -by- step 
guides  of 
various 
features. 
And 
\  Scenario 
Manager, 
an  analysis 

Using  your  1-2-3  files,  wur  own  macros  and  familiar        i       1  i-l,    ^- 1  4- 
mands  in  Microsoft  Excel  4.0 for  Windows  is  no  problem.    1001  tnat  16 IS 


you  easily  create  and  save  multiple  "what 
if  "scenarios,  then  instantly  produce  nice- 
looking  summary  reports. 

And  a  lot  more  -  far  too  much  to 
cover  here.  In  short,  spreadsheet  tasks, 
both  routine  and  complex,  are  easier  than 
you  ever  thought  possible. 

"Okay,"  you  say,  "but  how  easy  is  it 
to  switch?" 

Well,  consider  this:  Microsoft  Excel 
lets  you  learn  using  what  you  already 
know.  With  Help  for  Lotus  1-2-3  users,  you 
can  type  in  your  familiar  1-2-3  commands, 
 and  Microsoft 

J —  M'lwosoft 

'  )    J  J 

by  the  way  is  some 
thing  you  won  t  see  in 
any  other  spreadsheet 
for  Windows.) 
;n      Microsoft  Excel 
S  also  reads  and  writes 
)  all  your  1-2-3  files,  and 
runs  your  macros  -  un- 
modified. So  your  invest- 
ment with  Lotus  is  safe. 

Finally,  if  you're  using  Lotus 
1-2-3  or  Borland  Quattro  Pro,  you 
can  switch  to  Microsoft  Excel  4.0 
for  Windows  for  $129.*  There's  even 
a  90 -day  money-back  guarantee!* 

But  see  all  this  for  yourself.  Ask  for 
a  demo  of  Microsoft  Excel  4.0  for  Windows 
at  your  local  software  reseller.  Or  call  us 
at  (800)  323-3577,  Dept. 
HB3,  to  find  out  more  or 
to  order  your  copy. 

Aaidjoin  the  multi- 
tude of  1-2-3  users  who've 
moved  to  the  best  spread- 
sheet made  for  Windows: 

new  Microsoft  Excel  4.0.     The  spreadsheet  for  Windows. 

Mkmsoft 

Making  it  easier 


'■."lom-V,"'"^  Mfroso/J  Emi  llicupgradr  is$99  Offer  good  through  7/31/92.  Set  your  rcsdhr  lor  dclaih  Offer  good  ,mlv  m  Ihe  ,50  ijmted  Slalei.  For  mfarmalwii  oidv  hi  Canada,  call  ISlia)  S63-9II4H:  aulstde  Ihe  50  Lhuted  Stales,  call  ami)  936 
>i99^  Microsoft  Lorporatum.  All  rights  reserved  Printed  in  Ih,:  USA.  Microsoft  is  a  registered  Irademorli  and  Aiil,:'.ain  and  Wmdoie^  are  tiadenmrh-.  of  Mieni^ofi Corpmatmn  Lotus  and  1-2-3  are  registered  Irademarks  of  Leliis  Deeelopnient 
itwn.  norland  and  Quattro  are  registered  trademarks  of  Borlatul  International.  Inc. 
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MUTUAL-FUND  FEES  CAN 

BE  BARGAINS  FOR  INVESTORS 

In  "The  .SEC  waves  an  a.x  at  mutual- 
fund  fees"  (Finance,  May  25),  the  val- 
ue of  the  services  paitd  for  by  front  loatds 
and  annual  fees  is  given  little  credit. 
Actually,  a  front-loaded  mutual  fund  is 
one  of  the  least  expensive  ways  a  small 
investor  can  have  access  to  advice  from 
highly  trained  professionals. 

A  typical  57c  front  load  on  a  $2,000 
individual  retirement  account  mutual 
fund  costs  the  investor  a  mere  $100.  For 
that  $100,  the  shareholder  has  the  sup- 
port of  a  fund  manager,  research  ana- 
lysts at  the  fund  company  and  broker- 
age house,  technical  and  processing  help 
from  the  broker,  and  the  personal  advice 
of  the  broker's  registered  representative 
for  as  long  as  they  hold  that  investment. 
Very  few  small  investors  would  be  able 
to  afford  the  hourly  rates  of  these  com- 
bined talents. 

As  for  the  proposed  "negotiated 
loads,"  is  it  in  the  small  investor's  best 
interest  to  "shop  the  discount  depart- 
ment" for  advice  that  may  affect  their 
future  financial  stability? 

Valerie  J.  Hunsicker,  CPA,  CFP 
Knisley  Associates 
Harrisburg,  Pa. 
Editor's  note:  The  load  compensates 
the  broker  for  his  or  her  advice  and 
support  but  does  not  pay  for  the  fund's 
portfolio  manager  or  research  staff 
All  mutual  funds,  load  and  no-load, 
pay  that  out  of  fund  assets. 

DOES  'FREE  TRADE'  INSULT 

THE  FOUNDING  FATHERS?  

Your  commentary  arguing  against 
"managed  trade"  ("Free  trade:  The 
U.  S.  shouldn't  play  purist,"  Top  of 
the  News,  June  8)  does  great  injustice  to 
55  men  who  met  in  1787  to  write  the 
U.  S.  Constitution,  which  states  in  Arti- 
cle I,  Section  8:  "Congress  . . .  shall  regu- 
late Commerce  with  foreign  Nations," 
thus  rejecting  the  earlier  fantasies  of 
Adam  Smith  in  favor  of  "regulated," 
which  is  to  say  "managed,"  trade.  Arti- 
cle I  also  mandates  that  federal  taxes 
"shall  be  uniform  throughout  the  United 
States,"  while  the  14th  Amendment  re- 


quires all  laws  to  be  applied  equl; 

So-called  free  trade  across  our  bofn 
is  a  devious  ploy  to  circumvent  the  ii  -i 
tion  of  our  founding  fathers  by  meai  t 
a  double-standard  agenda  that  ,j 
immunity  to   foreign  producers 
laws  that  American  producers  must  » 
or  at  a  cost  of  over  80%  of  their  out 
These  trangressions  of  moral  and  i 
tutional  integrity  have  inflicted 
harm  on  the  people  of  this  nation 
all  external  adversaries  in  the  pa 
years.  No  wonder  Americans  are  <!i 
chanted  with  the  direction  politicians 
their  global  puppeteers  are  taking 
country. 

Gus  R.  Ste 
Mill  Creek,  W 

NO  COURT  OF  APPEAL 
FOR  COUPON  DISPUTES 

Your  article  "Coupon  scams  are 
ping  companies"  (Marketing,  ^ 
15)  focused  on  only  the  suspected 
pon  fraud  affecting  manufacturers, 
other  side  to  the  story,  however,  is 
unfair,  draconian  practices  many  m; 
facturers  employ  against  all  retailer 
a  reaction  to  the  manufacturers'  si 
cions  of  fraud. 

For  example,  some  manufacturers 
fuse  to  pay  for  entire  coupon  invc 
when  the  number  of  coupons  submi 
exceeds  a  tight  statistical  model  of 
pected  redemption.  Typically,  mam; 
turers  and  their  clearinghouses  ae 
judge,  jury,  and  executioner  against 
tailers  on  coupon  issues.  They  decic 
and  when  to  pay  for  their  coupons 
rarely  do  they  agree  to  provide  evidi 
to  the  retailer  to  support  the  assertio 
misredemption. 

Kenneth  S.  Foil 
Contn 

Schultz  Sav-0  Stores 
Sheboygan, 

NEW  401(K)  REGULATIONS 
WOULD  BE  OPTIONAL  

In  your  article  "It's  time  to  start 
dling  your  nest  egg"  (Personal  I 
ness,  June  8),  you  stated  that  "the 
ernment  is  about  to  finalize  prop( 
Employee  Retirement  Income  Seci 
Act  [ERISA]  regulations  that  will  req 
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IT'S  EVERYTHING  YOU  COULD  POSSIBLY 
WANT  IN  A  LUXURY  CAR. 


SO  HOW  COME  YOU  CAN  AFFORD  IT? 


Whoever  coined 
A  MONTH    the  expression''If 
you  have  to  ask  how  much,  you  can't 
afford  it,"  probably  never  inquired 
about  our  leasing  program.  Because 
no\A^  the  great  value  offered  by  a 
Maxima  GXE  can  be  yours  for  just 
S279/month  when  you  lease  it. 

Inside,  you'll  discover  all  l<inds  of 
amenities  you  wouldn't  expea  in  a 
sedan  at  this  price.  For  example,  you'll 
find  a  Digital  Touch  Entry  System, 
air  conditioning,  AM/FM  cassette 
with  Dolby  and  a  sophisticated  theft 
deterrent  system. 


And  what  would  automotive  lux- 
ury be  without  the  performance  cre- 
dentials to  match?  So  under  the  hood 
there's  a  sequential,  multi-point,  fuel- 
injected  160hp  V6  that  will  ensure  our 
interior  doesn't  mal<e  you  too  sedate. 

So  if  you've  had  your  sights  set  on 
a  luxury  sedan,  don't  lower  your 
expectations.  Just  lower  your  payments. 
By  leasing  a  Maxima  GXE  at  your 
Nissan'  Dealer.  But  hurry  Because  a 
lease  lil<e  this 
is  a  luxury  we 
can  hardly 

^      .  ^  BUILT  FORTHE 

artord  i:orever.     human  race." 


©  '9^-  Motor  Corpotauon  m  US  A  Dolby  is  a  regisKred  trademark  of  Dolby  Lshoratones  Licensing  Corp  ActuaJ  rate  ofS2~900  for  36-month 

closed-end  lease  of  a  1992  Maxima  CXF,  through  NMAC  Limited-time  offer  available  only  through  participating  Nissan  Dealers  to  qualified  lessees 
Subject  to  availability  See  dealer  for  details  Rate  based  onMSRPof  S20.''2.'i  00  including  freight  and  destination  charges,  less  dealer  capital  cost  reduction 
of  $1.50000 and  non-rehindable  pre-paid  rental  teduction  of  $1.61000  Actual  capitalized  cost  of  $1  ^  96500  includes  a  non-rehindable  acquisition  fee  of  $.V00O 
Dealer  participation  may  affect  actual  cost  License,  taxes,  tide  insurance,  options  and  locally  tequired  equipment  not  included  Total  of  monthly  payments  $99.i600 
First  mondi's  payment  of  $2^900  and  a  tefundable  security  deposit  equal  to  one  month's  payment  rounded  to  the  next  $2500  increment  and  die  non-refundable 
pre-paid  rental  reduction  of  $1.61000  required  at  consunnnation  Putchase  option  may  be  available  at  the  end  of  the  lease  fota  purchase  price  of  $11.^98  ^5 
Lessee  pays  for  maintenance,  repairs,  excessive  wear  and  tear  Mileage  chatge  of  $0 15/mile  for  mileage  over  15.000  per  year  Payments  may  be  slighdy  higher 
in  AR.  CTKYMO.  NC.  Rl.  TX.  VA.WV  Smart  people  always  tead  the  fine  print  And  they  always  wear  their  seat  belts 


Introducing  FASTARr  FAST  Automatic  Restoration. 
The  nearly  perfect  solution  for  maintaining  the 
reliability  of  your  800  service  in  an  imperfect  world. 


When  your  business  depends 
on  800  service  and  your  lines  are 
down  even  for  a  minute,  tiiat's  a 
minute  tliat  you're  out  of  business. 
That's  why  AT&T  has  invented  and 
is  implementing  FASTER  technol- 
ogy to  safeguard  you  from  service 
interruptions. 

If  an  accident  does  happen, 
we'll  reconnect  you  with  your  cus- 
tomers more  quickly  than  ever 
before.  So  fast,  that  your  service 
can  now  be  restored  within 
minutes  rather  than  hours. 

FASTAR  is  an  exclusive  AT&T 
Network  program  that  when  fully 
deployed  in  September  1992  will 


continuously  protect  nearly  95% 
of  all  AT&T  traffic  every  second  of 
every  day  365  days  a  year  If,  for 
example,  there's  a  cable  cut  in  our 
backbone  Network,  FASTAR  auto- 
matically identifies  the  problem, 
designs  a  solution,  and  begins  to 
implement  a  rerouting  plan  within 
minutes.  In  fact,  FASTAR  enables 
the  AT&T  Network  to  heal  itself 
Best  of  all,  AT&T  800  Service  cus- 
tomers are  automatically  covered 
by  FASTAR. 

So  if  your  company  can't 
afford  to  be  without  its  800  ser- 
vice, your  company  can't  afford  to 
be  without  AT&T. 


AT&T 

The  right  choice. 


FIDELITY  EQUITY-INCOME  II 


v 


America's 
Top  Performing 
Equity  Income  Fund 


Average  Annual  ; 
Total  Returns^'' as 
of  March  31, 1992 


30.38 


% 


1  Year 


% 


34.84 

Life  oi  Fund 
8/21/90-3/31/92 


Fidelity  Equity-Income  II  Fund 

was  ranked  the  top  equity  income 
fund  for  the  vear  ended  March  31, 
1992.' 

Tfiis  no-load  Fund  purchases 
stocks  that  offer  the  potential  for 
current  income  and  capital  appre- 
ciation. By  investing  in  income- 
producing  stocks  as  well  as  bonds 
and  other  fixed-income  securities,  the  Fund  is  managed 
to  moderate  the  effects  of  market  fluctuations  wliile 
remaining  poised  for  long-term  growth.  Call  today  for  a 
free  Equity-Income  II  Fact  Kit.  Start  with  $2,500,  or  just 
$500  for  IRAs.  And,  theres  no  sales  charge! 

Transfer  Your  IRA  to  Fidelity.  Call  today  for  a  Fidelity 
IRA  Fact  Kit  and  ask  for  your  free  copy  of  Fidelity's 
Common  Sense  Guide  to  Planning  for  Retirement. 


Visit  a  Fidelity  Investor  Center  or  Call  24  hours 

1-800-544-8888 


FUelUy  Investments 

Common  sense.  Uncommon  results. 


CODE;  BW/EII/071392 
Call  for  a  currfnl  Fund  prospectus  with  more  complete  infornation  includini;  management  lees  and 
expenses.  Read  it  carefullv  before  you  invest  or  send  money,  '  .\ccordmgto  Lipper  .AnaK  tical  Services, 
Equltv-lncome  II  ranked  #1  out  of  (icS  equity  mcome  funds  for  the  one-year  period  ended  .V.^l/^i. 
*Tolai  returns  are  historical  and  include  change  in  share  price  and  reinvestment  of  dividends  and  capital 
gains.  Share  price  and  return  w  ill  varv  and  \(iu  may  have  a  gain  or  loss  when  vou  sell  vour  shares  I'xst 
performance  is  no  guarantee  of  future  results  1  idelit\  Distributors  Corp(jration. 


14  BUSINESS  WEEK/JULY  13,  1992 


fipelilion  with  Visa  and  MasterCard, 
narket  research  is  providing  any  clue 
;  end  of  the  1980s,  the  success  of 
lerican  Telephone  &  Telegraph  Co.'s 
iversal  card,  the  trend  toward  low- 
;rest  commodity  cards,  etc.),  AmEx 
st  broaden  its  appeal.  So  make  the 
•een"  more  widely  available  to  the  av- 
ge  Joe. 

.  Reposition  the  Gold  card.  Loyal,  sta- 
-conscious  Green  card  holders  could 
ve  up  to  the  Gold  card,  with  the  un- 
standing  that  it  will  continue  in  its 
rent  incarnation.  The  Green  card  ad 
ms  to  appeal  to  the  Gold  card  crowd 
'way.  How  many  Green  card  holders 
afford  the  lifestyles  that  these  ads 
tray? 

Jack  Nargundkar 
San  Diego 

IS  TAX  BILL  IS  A  STEP 

WARD  UNTANGLING  THE  MESS 

kne  could  take  issue  with  many  of 
FFtobert  Kuttner's  statements  on 
bill  H.  R.  3035  ("For  this  Christmas- 
uly,  you  could  be  footing  the  bill," 
■nomic  Viewpoint,  June  8).  I'll  limit 
comments  to  a  few. 
'irst,  Gillette  Co.  does  not  maintain  a 
tical  action  committee,  as  the  column 
be  read  to  suggest, 
econd,  H.  R.  3035  [which  would  allow 
)orations  to  deduct  so-called  intangi- 
goodwill  on  their  taxes]  is  hardly  a 
t  idea."  It  was  introduced  by  House 
&  Means  Committee  Chairman 
1  Rostenkowski  (D-Ill.)  on  July  25, 
I,  and  has  been  widely  discussed  and 
ated.  It  was  passed  bv  Congress  on 
•.  20,  1992,  as  part  of  H.  R.  4210  (Tax 
•ness  &  Economic  Growth  Bill  of 
I)  and  was  subsequently  vetoed  by 
President. 

hird,  the  original  revenue  estimate 
H.  R.  3035,  including  the  retroactivi- 
iroposal,  showed  revenue  neutrality, 
jonents  of  H.  R.  3035  are  shocked  by 
latest  estimate  by  the  joint  commit- 
which  indicates  a  cost  of  $3.6  billion. 
;his  estimate  holds,  the  proposals 
still  be  amended  to  produce  revenue 
-rality. 

1  0  one  denies  that  the  current  tax 
3  governing  intangibles  are  incom- 
lensible  and  have  created  an  expen- 
administrative  nightmare.  But  this 
represents  a  huge  step  in  the  right 
;tion. 

J.  M.  McGowan 
Director  of  Taxes 
Gillette  Co. 
Boston 


srs  to  the  Editor  should  be  sent  to  Readers 
•t.  Business  Week,  1221  Avenue  of  the  Ameri- 
vlew  York,  N.  Y.  10020.  Fax:  (212)  512-4464, 
12-7960,  Intl.  4998204.  All  letters  must  in- 
an  address  and  daytime  and  evening  tele- 
s  numbers.  We  reserve  the  right  to  edit  letters 
l  arity  and  space. 


G  H  T 


Recorder  weighs 
less  than  your 
wallet  and  hides 
in  your  hand. 


t        So  consider  the 


'hilities.  All 


m  Olympus. 


hn/chfiiv.  Or  ii  ritv  (/lytnflHS  C.^ 


'  I 


Lotte,  The  VIFs  Choice 


"The  service 
mainly.  It's 
impeccable." 


HOTEL^LOTTE  @%^%l?(S) 


Member  in  Seoul,  Korea 


Earl  S  Moore,  Jr -President  or  Asia  Paciric  Mai 


We're  pleased  that  a  good  and  growingjiumber  ot  our  guests 
come  back  to  stay  with  us. 

Why'  As  Mr  Moore  of  Asia  Pacific  Marketing,  explains. 
It's  the  "impeccable  service"  they  appreciate  most 
"Discrete  and  unobtrusive.  "  in  Mr  Moore's  words 

While  the  reasons  vary  from  one  return  guest  to  the  next, 
they  all  share  an  uncompromising  taste  for  excellence 

And  at  Lotte  they  find  excellence  in  service  and  facilities. 

Shouldn't  the  Lotte  be  vour  hotel  in  Seoul? 


For  Retervatlotn:  New  York:  (201)  944.11I7.  Toll  Free  800-22  LOTTE,  LA:  (310)  540-7010,  Toll  Free  800-24  LOTTE,  London  (071)  323-3712/4 
Hotel  Lotte:  C  PO  Box  3500  Seoul,  Tel  (02)  771-1000,  Telex  LCJTTEHO  K23533/4,  Fax  (02)  752-3758,  Cable  HCfTELOTTE 
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TRUMAN 

By  David  McCullough 

Simon  &  Schuster  •  l,117pp 


$29.95 


PLAIN  TALK 
ABOUT  TRUMAN 


Once  a  decade  or  so,  Americans 
develop  Truniania,  a  strange 
nostalgia  for  a  man  they  once 
couldn't  wait  to  toss  out  of  the  White 
House.  In  part,  Ross  Perot's  popularity 
is  the  latest  manifestation  of  this  phe- 
nomenon, in  which  the  myth  of  Harry  S 
Truman  has  all  but  overshadowed  the 
impressive  reality  of  the  man. 

David  McCullough,  who  earlier  made 
the  builders  of  the  Brooklyn  Bridge  and 
the  Panama  Canal  vividly  human,  has 
now  come  to  the  rescue  of  the  historical 
Truman  in  an  affectionate,  but  balanced, 
biography  of  the  84th  President.  It  re- 
veals Truman  as  a  man  of  far  greater 
complexity  and  depth  than  the  plain- 
speaking  "man  of  the  people"  cartoon  to 
whom  Perot  is  so  often  compared. 

Truman  was  called  many  things,  but 
never  "nonpolitician."  Confederate  sym- 


pathies still  burned  bright,  and  partisan- 
ship was  a  birthright  in  the  western  Mis- 
souri of  his  childhood.  "They  were 
Baptists  and  they  were  Democrats," 
McCullough  says.  Truman  entered  poli- 
tics through  Kansas  City's  notoi'ious 
Pendergast  machine,  which  installed  him 
as  a  county  judge.  In  1934,  T.  J.  Pender- 
gast tapped  Truman  for  the  U.  S.  Senate 
race.  Until  he  distinguished  himself  as 
head  of  a  committee  investigating  de- 
fense waste  and  fraud,  there  was  little 
in  Truman's  career,  besides  a  reputation 
for  personal  honesty,  to  distinguish  him 
from  a  host  of  hacks. 

One  of  the  strongest  sections  of 
McCullough's  book  depicts  Truman's  as- 
cension to  the  Vice-Presidency.  Although 
many  of  those  closest  to  Franklin  Roose- 
velt were  convinced  that  he  would  not 
live  through  a  fourth  term,  the  Vice- 


Presidential  selection  process  was  ri. 
markably  casual.  After  agreeing  to  dr(|i:^-  |^ 
the  uncomfortably  leftist  Henry  Wii 
lace,  FDR  showed  little  interest  in  hi 
running  mate.  In  the  end,  Roosevelt 
fered  party  bosses  a  choice  between  Tr 
man  and  Justice  William  0.  Douglas. 

While  Truman  is  extremely  readab] 
and,  at  times,  gripping,  McCullough  n 
ther  invents  conversations  nor  goes 
yond  the  evidence.  The  record,  he  sa; 
leaves  it  unclear  whether  FDR  actual] 
preferred  Truman.  The  two  men  bare 
knew  each  other  and  met  privately  on 
twice  before  Roosevelt's  death,  less  thi 
three  months  into  his  term. 

It  has  long  been  fashionable  to  si 
that  Truman  rose  to  the  occasion.  B 
McCullough  makes  it  clear  how  swee 
ing  an  understatement  that  is,  how  litt 
the  public  appreciated  Truman's  abi 
ties,  and  how  both  his  success  and  h 
unpopularity  were  the  natural  result 
rock-solid  moral  courage. 

Probably  no  man  has  ever  assum( 
the  Presidency  under  worse  circui 
stances.  Truman  felt  himself  the  inad 
quate  successor  of  a  national  idol.  Tl 
war  in  Europe  was  ending,  but  he  imm 
diately  had  to  deal  with  the  botch  th; 


the  ailing  Roosevelt  had  made  in  Yalt  rj? 
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INEVITABL 

As  your  business  grows,  can  you  mainta|iii|; 


With  the  help  of  EDS,  Riser  Foods  answered  yes.  data  processing  system  to  coordi)R 


Supermarket  chain  Riser  Foods  has 
become  a  regional  powerhouse  thanks, 
in  part,  to  a  new  information  technology 
system  integrated  by  I-DS. 

The  system  helped  cut  costs, 
improve  customer  service,  and 
enhance  the  company's  competitive 
agility.  Riser  now  uses  a  consolidated 


all  critical  activities,  from  proiiii 
pricing  to  warehouse  managemit 
The  system  has  lowered  operalS 
costs  while  improving  Riser's  is 
tomer  service. 

The  EDS  system  also  cutsit 
time  it  takes  for  stores  to  order 
receive  merchandise.  Orders  ent?'' 


■'the 

m 


EDS  is  a  registered  trademark  of  Electronic  Data  Systems  Corporation.  ©  1992  EDS. 


ready  it  was  plear  thai 
(■  Soviet  Union  was 
ivm^  quickly  from  diffi- 
It  ally  to  dangerous  ad- 
-ary.  Then,  there  was 
:itomic  bomb:  Truman 
ijiown  nothing  of  it 
iiiickly  had  to  decide 
It  should  be  used. 
1  brought  a  string  of 
iiostic  and  foreign  cri- 
•  :  inflation  and  strikes, 
first  stirrings  of  the 
'  ights  movement,  the 
t -orchestrated  coup 
echoslovakia,  the 
1  blockade,  and  the 
ion  of  South  Korea, 
i-uman  was  far  from  a 
i  t  President,  which 
this  friendly  biography  makes 
i!-.  He  often  seemed  befuddled  by 
nts  and  tended  to  surround  himself 
i-ronies.  But  when  it  really  counted, 
nan's  good  sense  triumphed.  With 
[lostwar  order  coming  unglued,  he 
.  !y  chose  General  George  C.  Mar- 
ii  to  head  the  State  Dept.  Truman 
iii'd  Marshall's  European  reconstruc- 
'  plan  through  Congress,  aided  anti- 
imunist  forces  in  Greece  and  Turkey, 
ii  faced  down  Stalin  with  the  Berlin 
'.  He  ordered  the  armed  forces  de- 


mhe  same  attribute 
accounted  for 
Truman's  success 
and  unpopularity: 
Moral  courage 


segregated  and,  defying  both  his  origins 
and  barons  of  his  own  party,  became  the 
first  President  to  push  hard,  albeit  un- 
successfully, for  civil  rights. 

Truman's  stunning  upset  of  Thomas 
E.  Dewey  despite  the  three-way  split  of 
the  Democrats  in  1948  is  the  stuff  of 
myth,  and  McCullough  makes  the  most 
of  the  drama.  But  victory  was  a  prelude 
to  a  term  of  misery.  The  party  was  in 
shambles.  Anticommunist  witch  hunts 
made  politics  a  mine  field.  The  outbreak 
of  war  in  Korea  in  1950  sealed  Truman's 


fate.  Douglas  MacAr- 
thur's  insubordination  left 
the  Commander-in-Chief 
little  choice,  but  Truman 
paid  a  terrible  political 
price  for  firing  him. 

In  the  end,  it  was  an- 
other old  soldier,  Mar- 
shall, who  spoke  what 
could  be  Truman's  epi- 
taph. At  a  time  when  the 
Secretary  of  State  was 
embroiled  in  a  tense  de- 
bate with  Truman  over 
recognition  of  Israel,  Mar- 
shall  said:  "The  full  stat- 
ure of  the  man  will  only 
be  proven  by  history. 
^^^^^^^  But .  .  .  there  has  never 
^^^^^^^1  been  a  decision  made  un- 
der this  man's  Administration,  affecting 
policies  beyond  our  shores,  that  has  not 
been  in  the  best  interest  of  this  country. 
It  is  not  the  courage  of  these  decisions 
that  will  live,  but  the  integrity  of  the 
man." 

Alas,  the  nation  today  has  no  one  who 
can  speak  such  words  with  such  author- 
ity. And  worse,  no  one  of  whom  they  can 
be  spoken. 

BY  STEPHEN  H.  WILDSTROM 
Wildstroni  is  sonor  news  editor  of  this 
magazine's  Washington  bureau. 


WESTION: 

b  agility  to  outmaneuver  competitors? 


r  Iv  into  hand-held  computers  are 

a  nitted  to  the  Riser  warehouse, 
m  as  the  warehouse  receives  the 
It  can  be  processed  and  shipped 
\v  hours  instead  of  days 
IN  ensures  that  each  store  pro- 

id  ts  customers  with  the  right  mer- 
!sc  at  the  right  price,  when  they 

'  II  "Streamlined  technology  has 


helped  us  increase  profits  by  14%  and 
margins  by  33%,"  says  Anthony  Rego, 
Chairman  and  CEO  of  Riser  Foods. 
"EDS  helped  us  gain  a  big  edge  over 
our  competition  and  continues  to 
help  us  increase  our  lead." 

New  technology  is  creating  many 
opportunities  to  improve  both  profits 


in  applying  information  technology. 
To  find  out  how  we  could  help  you, 
please  contact  Barry  W.  Sullivan, 

EDS,  7171  Forest    W  « 

Lane,  M6,  Dallas, 
Texas  75230.  Or 
you  can  call 
(214)  490-2000, 


EDS 


and  sen'ice.  EDS  is  the  world  leader     extension  106. 
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TRICKLE-DOWN  TRIUMPH:  IN  THE  '80s, 
THE  POOR  GOT... RICHER 


BY  PAUL  CRAIG  ROBERTS 


Two  new  studies — 
one  of  them  by 
liberal  Democrats — 
disprove  the  charge 
that  Reaganomics 
aggravated  the 
income  gap.  That 
won't  keep  bogus 
data  from  being 
repeated  ad 
nauseam  during 
the  campaign 


PAUL  CRAIG  ROBERTS  IS  CHAIRMAN 
OF  THE  INSTITUTE  FOR  POLITICAL 
ECONOMY  IN  WASHINGTON 


urino;  the  past  five  years,  disingenu- 
ous academics  and  their  shills  in  the 
media  have  used  discredited  income 
statistics  from  the  Congressional  Budget  Office 
to  create  the  false  impression  that  President 
Ronald  Reagan  rigged  the  tax  system  to  make 
the  rich  richer  and  the  poor  poorer.  In  the  lat- 
ter stages  of  this  campaign,  the  CBO  felt  com- 
pelled to  issue  a  report  in  March,  1992,  disas- 
sociating itself  from  the  disinformation 
purveyed  by  the  likes  of  Paul  R.  Krugman  of 
Massachusetts  Institute  of  Technology  and 
Sylvia  Nasar  of  The  New  York  Times. 

Now  comes  a  report  from  the  Urban  Insti- 
tute co-authored  by  liberal  Democrat  Isabel  V. 
Sawhill  and  reseaix'h  assistant  Mark  Condon. 
Using  well-established  income  survey  data, 
Sawhill  and  Condon  examined  income  growth 
and  mol)ility  during  1967-1976  and  1977-1986. 
They  found  that  during  the  earlier  period,  the 
average  family  income  of  the  poor  (defined 
as  those  beginning  the  decade  in  the  bottom 
income  (luintile)  grew  12  times  faster  than 
the  income  of  the  rich  (defined  as  those  in 
the  top  quintilel.  During  the  latter  period, 
the  income  of  the  poor  grew  15.4  times  faster 
than  the  income  of  the  rich. 
PRIMROSE  PATH?  The  co-authors  conclude  that 
when  individuals  are  followed  instead  of  artifi- 
cial income  tiuintiles,  "the  rich  got  a  little  rich- 
er and  the  poor  got  much  richer."  Ti-acking 
individuals  is  crucial  to  understanding  income 
distrilnition  in  the  U.  S.  because  there  is  so 
much  income  mobility:  The  rich  and  poor  will 
always  be  with  us,  but  they  won't  be  the  same 
people  over  time.  Sawhill  and  Condon  find  that 
about  half  of  those  who  began  in  the  bottom 
quintile  moved  into  higher  quintiles  (some  all 
the  way  to  the  top)  and  about  half  of  those 
who  started  at  the  top  moved  down  (some  to 
the  bottom).  More  than  two-thirds  who  started 
out  in  the  middle  moved  up  or  down. 

"This  pattern,"  the  co-authors  note,  "may 
be  surprising  to  the  general  pulilic,  which  has 
been  led  to  believe  that  the  poor  were  literal- 
ly getting  pooi'er  over  the  last  decade  or  two, 
and  that  the  incomes  of  the  rich  were  skyi'ock- 
eting.  This  is  simply  not  ti'ue." 

A  similar  study  was  recently  released  by 
the  U.  S.  Ti'easury,  which  tracked  the  person- 
al income  tax  returns  of  14,351  taxpayers  over 
a  lO-year  jjei-iod,  1979-88.  The  Ti-easury  found 
even  more  income  mobility  than  did  the  Urban 
Institute,  primarily  because  the  Treasury 
study— unlike  the  Urban  Institute's— did  not 
tnmcate  income  mobility  by  limiting  the  sam- 
ple to  those  between  25  and  54  years  of  age. 

The  Treasury  study  found  that  by  1988, 
86%  of  the  taxpayers  who  started  off  in  the 
l)ottom  income  ciuintile  in  1979  had  moved  up. 


Of  these  upwardly  mobile  poor,  40%  re;iclit 
the  top  two  income  quintiles.  The  Ti'easm 
found  that  upward  income  mobility  chai-;ult 
ized  the  preponderance  of  taxpayers.  For  e 
ample,  of  those  who  began  the  decade  in  il 
middle  income  quintile,  33%  I'emained  in  pk 
19.7%  fell  into  lower  income  quintiles,  a 
47.3%  moved  into  higher  income  quintiles 

In  contrast,  the  very  rich  who  began  t 
decade  in  the  top  1%  had  a  hard  time  ma 
taining  their  positions.  Less  than  half  remain 
in  place  at  the  end  of  the  decade,  with  52 
losing  ground  and  some  falling  all  the  way 
the  l)ottom  quintile. 

FACT  SHOCK.  The  two  studies,  both-thorou 
based  on  valid  data  and  scientific  sampl 
show  that  the  charge  that  Reagan's  polici 
made  the  rich  richer  and  the  poor  poorer 
pure  propaganda.  This,  of  course,  won't  st 
Democratic  Presidential  candidate  Bill  CI 
ton  from  repeating  the  charge  ud  nause 
throughout  the  political  campaign. 

The  Ti-easury  and  Urban  Institute  studi 
on  income  mobility  buttress  the  careful  wo 
of  economist  Marvin  H.  Rosters,  recently  no; 
inated  as  Commissioner  of  the  Bureau 
Labor  Statistics,  and  former  commission 
Janet  L.  Norwood.  Both  economists  found  th 
during  the  198()s,  higher-paying  jobs  grc 
more  rapidly  than  lower'-paying  ones,  putti: 
the  lie  to  the  charge  that  the  20  million  n( 
jobs  created  during  the  long  Reagan  expansi 
were  low-wage,  dead-end  jobs.  If  these  were 
fact  "hamburger-flipping"  jobs,  it  would  n 
be  possible  for  the  Ti-easury  to  find  that 
the  end  of  the  decade,  more  people  who  beg 
in  the  bottom  income  quintile  had  reached  t 
top  than  remained  in  the  bottom. 

These  conclusions  are  furthei-  supported 
recent  Federal  Reserve  studies  of  the  distril 
tion  of  gains  in  wealth.  The  Federal  Reser 
found  that  during  the  1983-89  period,  the  pi 
centage  gain  in  real  net  worth  of  the  top 
come  quintile  lagged  far  behind  the  weal 
increases  experienced  by  the  middle  incoi 
groups. 

In  the  assessment  of  the  1980s,  facts  ha 
not  had  much  influence.  When  disinformati 
is  used  to  shape  public  discourse  on  econoxi 
policy,  the  country  is  pushed  into  dead-e 
directions.  Clinton's  recent  claim  that  "duri 
the  1980s  the  wealthiest  1%  of  Americans  g 
70%  of  the  gain.s"  has  no  basis  in  fact.  T 
same  bogus  data  show  that  the  last  time  t 
Democrats  were  in  the  White  House,  the  r: 
got  100%  of  the  income  gains.  Imagine  Gove; 
or  Clinton's  shock  when  he  discovers  that  1 
"data"  show  that  Reagan  elevated  the  pC| 
and  middle  class  from  a  zero  shai-e  of  incoif 
gains  to  a  30%  share. 
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Hint:  The  answer  is 

on  everyone's  lips. 


Sen 
Exh'o! 


THE  PLEASURE  ( )F  JEAGRAM'S  GIN, 


5  IT  HIDDEN  OR  RE] 


RI  :SHINGLY  OBVIOUS? 


OSTILLEO  fly 

i    "H     Iffl         LAWRENCEeuRT,  INH  WLTIMCWLI*!,';. 


iOO%H£UtRAi.  SPIRITS  OtSIILLEO 'WW  W 


A  l)etter  iiiiderstaiidinji'  of  derivatives  often 
leads  to  an  eiilianced  investment  vield. 


Today,  sophisticated  investors  are  using  derivatives  to  enhance  returns 
in  a  variety  of  ways.  By  hedging  downside  risk.  By  combining  risk  protection 
with  upside  potential.  By  making  tactical  adjustments  without  having  to  buy 
or  sell  securities.  You  can  swap  bond  coupons  lor  equity  dividends.  You  can 
diversify  into  foreign  markets.  P^ven  hedges  can  be  hedged.  But  to  reap  the 
full  benefit  of  today  s  complex  and  changing  derivative  products,  you  should 
turn  to  a  firm  that  offers  objective  analysis,  in-depth  market  knowledge, 
technica]  expertise,  capital  strength.  These  are  the  qualities  that  have  made 
J.P  Morgan  a  global  leader  in  the  full  range  of  derivative  products. 


JPMorgan 


Economic  Trends 


BY  GENE  KORETZ 


THE  RECENT  DIP 
IN  UVYOFFS 
MAY  NOT  LAST 


lai'd.  It  could  hai)i)en  again. 


ARE  PENSION-FUND 
MANAGERS  REALLY 
EARNING  THEIR  FEES? 

It's  hard  to  conceive  of  what  today's 
mammoth  stock  markets  woukl  k:)ok 
Hke  without  the  active  participation  of 
pension  funds.  They  currently  iiokl  more 
than  $1  trilhon  in  equities,  or  25%  of 
the  total  value  of  U.  S.  stocks.  More- 
over, about  80%  of  such  holdings  belong 
to  defined-henefit  pension  plans,  which 
allow  corporate  sponsoi"s  to  profit  di- 
rectly from  superior  investment  retui'ns 
by  reducing  pension  contributions  oi- 
even  recapturing  surplus  assets. 

Given  such  incentives  and  the  huge 
amounts  of  cash  involved,  one  would 
think  that  i)ension  funds  would  do  fairly 
well  in  the  investment  sweepstakes— 
particularly  since  a  host  of  lianks,  insu- 
rance companies,  and  investment  counse- 
lors comjjete  vigorously  for  the  jol)  of 
managing  such  funds.  But  the  surprising 
truth,  according  to  a  new  study  by  econ- 
omists .Josef  Lakonishok,  Andrei  Shleif- 
er,  and  Robert  W.  Vishny  in  the  latest 
Brookings  Puijvis  on  Econooiiv  Actiriti/. 
is  that  money  managers  lagged  signifi- 
cantly behind  the  stock  market  itself 
during  the  lush  bull  market  of  the  19«0s. 

Drawing  on  data  covering  7()9  all-equi- 
ty pension  funds  with  more  than  $120 
l)illion  in  assets,  the  researchers  found 
that  on  average  the  funds'  annualized 
returns  over  each  three-year  interval 
(the  typical  period  money  managers 
claim  they  need  to  prove  theii'  expertise) 
lagged  behind  the  Standard  &  Poor's 


.500-stock  inde.x  by  1  percentage  point 
and  by  2.1  percentage  points  when  the 
funds'  returns  ai'e'  weighted  l)y  size.  Av- 
ei'age  one-year  returns  produced  even 
greater  underperformance.  And  that's 
not  counting  management  fees  or  lower 
returns  on  cash  holdings. 

The  study  also  found  that  the  funds 
would  have  performed  just  as  well  or  in 
some  cases  even  better  if  their  stock 
portfolios  at  the  start  of  a  year  had 
been  frozen  for  6-  or  12-month  periods. 
In  other  words,  active  trading  over 
these  intervals  didn't  seem  to  pay  off. 

To  be  sure,  funds  with  high  equity 
turaovei'  rates  over  a  three-year  period 
did  do  significantly  better  than  funds 
with  lower  activity.  And  the  top  25% 
over  a  three-year  period  did  outperform 
the  lower  75%  by  an  appreciable  margin 
in  the  following  three-year  period.  But 
these  skilled  managers  still  fell  shoil  of 
the  returns  posted  by  the  S&P  500  by  an 
average  1.5  percentage  points  a  year. 


PENSION  FUNDS  DIDN'T 
BEAT  THE  BULL  MARKET 


ANNUAt  RETURNS  Of: 

Three-year 
period 

EQUITY  PENSION  FUNDS 
Average  Weighted  average' 

S&P  500 

1983-85 

17.4 

16.6 

19.8 

1984-86 

17.6 

16.3 

18.5 

1985-87 

177 

16.9 

18.1 

1986-88 

13.0 

12.8 

13.3 

1987-89 

16.4 

15.3 

17.4 

■WEIGHIEO  BV  VALUE  OF  STOCK  HOLDINGS  FOR  769  AOiVaV  MANAGED 
fOUITY  PENSION  FUNDS 

OAIA  JOSEF  UKONISHOK,  ANDRE  SHLEIFER,  AND  ROBERT  V«  VISHNV 


The  puzzle,  in  light  of  these  results 
and  the  fact  that  management  fees  sub- 
ti'act  an  additional  half  a  percentage 
jjoint  or  so  from  fund  returns,  is  that 
money  managers  have  survived  and 
floui'ished  in  recent  years.  Why  haven't 
more  funds  dismissed  their  advisei's  and 
turnefl  to  passive  investment  strategies 
such  as  index  funds'.'  The  answer,  the  re- 
searchers suggest,  may  be  more  soci- 
ological than  economic. 

Since  corporate  treasurers  and  their 
staffs  ai-e  genei'ally  i'esi)onsil)le  foi'  hiring 
money  managei's,  monitoring  perfor- 
mance, and  switching  to  new  managei's 
when  I'etui'ns  lag,  the  study  notes  that 
they  would  lose  j^ower  if  they  turned 
to  i^assive  investment  strategies.  At  the 
same  time,  using  outside  managers  al- 
lows treasui'ers  to  deflect  the  blame  if 
returns  lag.  For  their  part,  money  man- 
agers add  to  the  aui-a  of  significant  ac- 
tivity by  "schmoozing"— constantly  re- 


poiling  on  investment  strategies  £ 
providing  other  forms  of  hand-holdin 
Notwithstanding  these  blandishmer 
the  researchers  conclude  that  most  ec 
ty  pension  fund  managers  subtract  rt 
er  than  add  value  to  fund  performar 
And  they  predict  that  economic  consic 
ations  will  ultimately  prevail  and  br 
about  important  changes  in  the  men 
management  industry.  The  big  questi 
they  say,  is  "how  fast?" 


TOP  COLLEGE  GRADS 
STILL  DRAW 
TOP  DOLLAR 

Demantl  for  new  college  gradus 
may  be  down  this  year,  but  la 
employers  are  still  raising  the  ante 
those  with  strong  academic  records, 
cording  to  a  recent  survey  of  263  rrn 
corporations  by  Coopers  &  Lybra 
salary  offers  have  typically  been  r 
ning  3%  to  5%  higher  for  high-rank 
1992  college  grads,  with  average 
creases  for  those  with  bachelor's 
grees  ranging  from  3.2%  for  major; 
computer  science  to  10.3%  for  agri 
tural  science  majors. 

The  survey  notes  that  recruitmen 
MBAs  at  top  business  schools  remai 
strong,  with  average  starting  pay 
ing  from  $52,400  in  1991  to  $53,700  ( 
counting  sign-on  bonuses  or  inceni 
packages).  MBA  graduates  of  the  IV 
sachusetts  of  Technology  garnered 
highest  salai'y  offers,  averaging  $58, 


LOW  INFLATION 

IS  MAKING  DEBT  EVEN 

TOUGHER  TO  PAY  OFF 

Private  nonfinancial  debt  edged 
just  2%  over  the  past  year- 
smallest  i-ise  on  record.  And  accordin; 
economist  Bruce  Steinberg  of  Me 
Lynch  &  Co.,  consumer-s  and  busine: 
are  likely  to  keep  using  less  credit 
some  time,  slowing  the  I'ecovery. 

Uui-ing  the  1973-75  and  1980-82  re 
sions,  notes  Steinber-g,  the  real  valu 
private  nonfinancial  debt  fell  signific 
ly— by  3.4%  and  4.3%,  respectively.  ' 
time  around,  though,  r-eal  private  d 
which  soared  during  the  1980s,  is  d' 
only  2.3%  from  its  1990  peak. 

During  past  recessions,  explains  SI 
berg,  high  inflation  bailed  out  borrov 
by  eroding  the  real  value  of  their  d 
In  this  cycle,  debtor-s  are  enjoying 
such  luck.  "Al)sent  the  quick  fix  pre 
ed  l)y  inflation,"  he  says,  "the  cur: 
l)rocess  of  relifiuification  promises  ti 
a  di'awn-oiit  affair." 


Does  the  I'ecent  deceleration  in  an- 
noimcements  of  permanent  staff 
cuts  by  major  corporations  signal  a 
winding  down  of  the  long  travail  of  cor- 
poi'ate  restructuring".-*  Dan  Lacey,  edi- 
tor of  the  newsletter  Workplace  D-cnda, 
which  monitor's  such  announcements,  is 
dubious.  He  notes  that  "last  year,  staff 
cutting  also  tapered  down  in  .June,  only 
to  explode  aftei-  the  July  Foui"th  holiday 
and  gain  strength  through  the  year." 

Lacey  reports  that  more  than  170,000 
staff  cuts  were  announced  through  May 
31  of  this  year-,  up  2.6%  over  1991.  Last 
year,  he  says,  "many  CEos  looked  at 
their  weak  balance  sheets  at  midyear, 
and  then  issued  oi'ders  to  cut  and  cut 


22  BUSINESS  WEEK/JULY  13,  1992 


ECONOMIC 


usiness  Outloo 


Y  13,  1992 


BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


VHY  THIS  REBOUND 
IAS  SO  LITTLE  OOMPH 


rhis  sloth  of  a  recovery  is  starting  to  get  on  peo- 
ple's nerves.  With  only  18  weeks  until  the  Presi- 
dential election,  the  White  House  is  yelling  at  the 
deral  Reserve  to  cut  interest  rates.  The  Fed  is  bicker- 
T  within  itself.  Households,  facing  heavy  debts  and 
ht  wallets,  are  pointing  fingers  at  both  crews.  And 
sinesses,  after  slashing  costs  and  lifting  productivity 
d  profit  margins,  are  all  revved  up  with  no  place  to  go. 

Disappointing  data  on  home 
sales,  jobless  claims,  factory  or- 
ders, and  retail  sales  have  only 
heightened  the  tension.  More  re- 
cently, the  nation's  purchasing 
managers  say  that  growth  in 
the  industrial  sector  slowed  in 
June.  The  leading  indicators,  up 
0.6%  in  May,  point  to  recovery 
but  not  as  convincingly  as  they 
typically  do  early  in  an  upturn. 
And  the  index  of  coincident  indi- 


THE  INDICATORS 
RENT  REASSURING 


IAN.  90 

INOU:  1982=100 

QATA:  COMMERCE  DEPT. 


MAY  '92 


tors,  which  tracks  the  economy  in  the  here  and  now, 
ows  hardly  any  sign  of  recovery  at  all  (charts). 
In  fact,  economists  increasingly  believe  that  another 
t  in  interest  rates — perhaps  a  bold  one — is  justified  to 
sure  the  recovery's  survival.  The  present  combination 
economic  torpor,  an  undeniably  tranquil  inflation  out- 
ik,  and  the  listless  behavior  of  money  and  credit  gives 
?  Fed  a  powerful  call  to  action. 
Wait  a  minute.  Fed  easing?  Economic  torpor?  What 
id  of  recovery  is  this  anyway?  The  quick  answer  is, 
infully  slow.  The  economy  grew  2.7%  in  the  first  quar- 
and  it  was  struggling  to  match  that  pace  in  the 
;ond  quarter.  First-half  growth  is  half  the  norm  for 
it  upturns,  and  it  is  hardly  fast  enough  to  bring  down 
;  jobless  rate.  Clearly,  the  rebound  is  shaping  up  to  be 
!  weakest  in  the  postwar  era. 

ONG  RATES  Why?  First  and  foremost,  the  Fed  has 
kREN'T  made  it  clear  by  both  word  and  action 
lEADED  that  it  wants  a  moderate  recovery  that 
OUTHYET  ^|]|  j^ggp  pressure  off  inflation.  As  long 
the  budget  deficit  freezes  the  option  of  fiscal  stimu- 
,  the  central  bank  has  the  only  poMcy  game  in  town, 
1 1  it  can  maneuver  interest  rates  to  get  what  it  wants. 
The  Fed's  policy  committee  sat  down  on  June  30  and 
y  1  for  its  last  meeting  before  Chairman  Alan  Green- 
in  goes  to  Capitol  Hill  in  late  July  for  his  twice-yearly 
•ort  on  monetary  policy.  If  the  Labor  Dept.'s  job  num- 
■s,  released  on  July  2,  paint  a  sufficiently  drab  picture 
the  economy,  analysts  are  betting  that  the  Fed  will 


put  its  internal  disagreements  aside  and  ease  sometime 
before  Greenspan's  testimony — and  that  banks  will  re- 
spond by  cutting  their  prime  rate  from  6^/2%. 

But  despite  the  fall  in  short-term  interest  rates,  the 
Fed  has  been  unable  to  effect  a  commensurate  drop  in 
long-term  rates.  With  a  flood  of  Treasury  debt  washing 
over  the  credit  markets,  traders  worry  about  the  poten- 
tial inflationary  consequences  of  all  that  paper,  and  they 
demand  higher  yields  to  protect  against  possible  losses. 

As  a  result,  the  yield  spread  between  long-  and  short- 
term  Treasury  securities  is  the  widest  in  more  than  three 
decades.  Lower  long  rates  are  critical  to  housing  and 
other  big-ticket  purchases,  but  more  important,  they 
speed  up  the  reliquification  of  debt-burdened  households. 

HOUSEHOLD    Right  now,  that  process  isn't  going  too 
FINANCES      well,  and  a  healthy  consumer  sector  is 
ARE  STILL      paramount  for  a  sohd  recovery.  Despite 
A  PROBLEM    tj^g  (jj.Qp  jj^  installment  debt  outstanding, 
heavy  mortgage  obligations  are  keeping  total  household 
debt  as  a  percentage  of  aftertax  income  near  a  postwar 
record.  The  yearly  growth  rate  of  consumer  lOUs  has 
fallen  to  only  4.2%,  the  slowest  pace  on  record,  but 
household  assets  are  rising  at  less  than  half  that  pace, 
according  to  economists  at  Merrill  Lynch  &  Co. 

The  folks  at  Merrill  also  point  out  that  inflation  will 
not  be  around  to  help  bail  out  consumers  by  eroding  the 
real  value  of  their  debt.  In  the  past,  faster  inflation 
allowed  consumers  to  pay  back  loans  in  dollars  that  were 
worth  less  than  the  ones  they  borrowed.  On  top  of  all 
this,  slow  income  growth  and  low  savings  mean  that 
household  reliquification  will  be  a  drawn-out  affair — and 
that  will  weigh  heavily  on  spending. 

Consumers  bought  at  a  nor- 
mal recovery  pace  of  greater 
than  5%'  in  the  first  quarter,  but 
their  financial  foundation  has 
not  improved  rapidly  enough  to 
maintain  such  heady  growth. 
Real  consumer  outlays,  adjust- 
ed for  inflation,  rose  by  0.2%  in 
April  and  0.3%  in  May.  Stronger 
car  sales  in  June  and  the  large 
response  to  cut-rate  airfares 
suggest  that  buying  rose  by  a 
similar  amount  last  month.  But  even  with  another 
healthy  gain,  real  spending  probably  rose  at  an  annual 
rate  of  barely  1%  in  the  second  quarter. 

Because  households  remain  wary  about  taking  on 
more  debt,  income  gains  will  largely  determine  this 
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year's  pace  of  buying.  Last  year,  growth  in  real  aftertax 
income  ground  to  a  halt  during  the  second  half,  causing 
the  recovery  to  poop  out.  So  far  this  year,  incomes  are 
growing  sufficiently  to  generate  a  spending  recovery, 
but  don't  expect  any  speed  records.  Real  income  rose 
0.1%  in  May,  after  dipping  0.2%  in  April,  and  in  the  first 
half,  it  grew  at  an  annual  rate  of  about  2.57''. 

Falling  interest  earnings, 
nearly  14%  of  household  in- 
come, are  an  unusually  heavy 
drag  on  this  recovery.  Personal 
interest  income  is  in  its  steepest 
slide  on  record.  During  the  past 
year,  real  aftertax  income  has 
grown  1.77'.  But  if  it  had  not 
been  for  a  9%  plunge  in  real 
interest  earnings,  real  income 
would  have  been  up  by  3.8%'. 
Incomes  apparently  are  grow- 
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ing  fast  enough  to  keep  consumers  in  a  relatively  upbeat 
mood.  The  Conference  Board  reports  that  its  index  of 
consumer  confidence  stood  at  71.7  in  June,  slightly  below 
the  71.9  level  of  May,  but  still  a  high  reading.  House- 
holds' feelings  about  the  future  are  optimistic  compared 
with  their  mopey  attitudes  earlier  this  year  (chart).  The 
board  notes  that  the  Presidential  campaign  may  be  un- 
settling, but  it  says  the  big  worry  remains  job  prospects. 


I HOUSING  Unlike  past  recoveries,  job  growth  in  this 
TAKES  A  upturn  is  unusually  slow.  A  big  reason  is 
cost-cutting  and  restructuring,  particular- 
TUMBLE  ]y  service  companies.  Service  produc- 
ers generate  four-fifths  of  all  payroll  jobs,  but  so  far  this 
year,  service  employment  has  risen  by  only  70,000  jobs  a 
month.  That's  about  half  the  pace  of  past  recoveries.  The 
past  recession  was  different  in  that  workers  weren't  just 
temporarily  laid  off.  Many  jobs,  especially  white-collar 
positions,  were  permanently  eliminated. 


Slow  growth  in  jobs  and  incomes,  along  with  hig 
long-term  interest  rates,  makes  a  tough  climate  for  houi 
ing  (page  30).  Moreover,  much  of  the  recent  gains  i 
consumer  spending  have  been  related  to  the  year-Ion 
housing  recovery.  And  that's  why  the  recent  softness  i 
home  buying  is  so  troubling. 

Sales  of  existing  homes  dropped  1.7%  in  May,  an 
purchases  of  new  single-family  homes  fell  by  an  une: 
pectedly  large  5.6%-  in  May,  to  an  annual  rate  of  501,00' 
That  was  the  fourth  decline  in  a  row — something  fhi 
hasn't  happened  since  late  1990.  Sales  in  the  West  wei 
especially  weak.  They  dropped  by  a  record  34.4%-,  to 
105,000  pace — the  lowest  in  10  years.  That  looks  like  a 
aberration,  however.  June  sales  in  the  West  are  likely  1 
bounce  back,  giving  a  boost  to  the  national  data. 

More  important,  home  sales 
will  get  some  help  this  summer 
from  falling  mortgage  rates. 
The  average  rate  on  a  30-year 
fixed  mortgage  has  dropped 
from  9.08%  in  March  to  8.52%  in 
late  June.  That's  the  lowest  rate 
since  January  (chart).  Indeed, 
the  lackluster  showing  in  May 
may  have  reflected  the  spike  in 
rates  in  March  and  April.  That's 
because  consumers  are  unlikely 
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to  bid  on  a  home  when  rates  are  rising,  and  the  sal( 
data  count  only  home  sales  that  are  actually  closed- 
which  usually  happens  one  or  two  months  after  tl 
initial  bidding. 

The  list  of  depressants  on  the  recovery  also  includ 
defense  cuts  and  the  interrelated  problems  of  sour  re 
estate  deals  and  many  financially  fragile  banks.  Wh( 
you  add  everything  up,  you  get  an  unprecedented  bi 
den  for  an  upturn  to  carry.  However,  there  is  nothing 
the  data  to  suggest  that  the  economy  is  not  up  to  t 
task.  It's  just  going  to  be  a  slow — and  frustrating — tr: 


THE  WEEK  AHEAD 


CAR  SALES 


Monday,  July  6 

New  domestically  made  cars  probably 
sold  at  an  annual  rate  of  6.5  million  for 
the  last  10  selling  days  of  June,  say 
economists  surveyed  by  MMS  Internation- 
al, a  division  of  McGraw-Hill  Inc.  The 
expected  pace  would  put  car  sales  at  6.5 
million  for  the  entire  month.  Car  sales 
have  been  gathering  strength,  with  6.3 
million  new  autos  sold  in  May,  up  from  6 
million  in  April.  The  expected  June  rate 
would  be  the  highest  since  July,  1991. 


INSTALLMENT  CREDIT 


Tuesday,  July  7 

The  MMS  consensus  is  that  consumers 
pared  their  debt  levels  by  an  additional 


$.500  million  in  May.  If  so,  that  would  be 
the  fourth  consecutive  decline,  including 
a  $3.8  billion  drop  in  April.  Auto  loans 
likely  fell  as  consumers  continue  to 
switch  to  leasing,  instead  of  buying, 
cars.  And  sluggish  retail  sales  suggest 
consumers  left  their  credit  cards  at 
home  in  May.  Some  installment  credit 
has  been  replaced  by  the  increased  use 
of  home  equity  loans.  But  in  general, 
households  are  borrowing  less. 

INITIAL  UNEMPLOYMENT  CLAIMS 

Thursday,  July  9,  8:30  a.m. 
New  claims  for  state  unemployment-in- 
surance benefits  probably  stood  at  an 
annual  rate  of  410,000  for  the  week  end- 
ed June  27.  That  would  be  less  than  the 
422,000  filed  during  the  week  of  June  13. 


Jobless  claims  have  been  falling  steadj 
since  the  first  quarter,  but  the  weel< 
data  have  yet  to  fall  below  400,000. 

PRODUCER  PRICE  INDEX  

Friday,  July  10,  8:30  a.m. 
Producer  prices  of  finished  goods  pro 
bly  increased  by  0.3%  in  June,  proj(| 
the  MMS  economists.  That's  suggested 
an  increase  in  fuel  prices.  Even  so,  inf| 
tion  at  the  producer  level  is  little  th« 
to  this  economy.  Prices  rose  0.4%  in  M 
but  were  up  only  \.27o  from  a  year  ea 
er.  Excluding  volatile  food  and  ener 
costs,  prices  likely  advanced  by  0.2% 
June,  following  a  0.6%  increase  in  M 
A  rise  in  tobacco  prices  led  that  ga 
Nonfood,  nonfuel  prices  have  risen  2.| 
over  the  past  year. 
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A  rchitcciurc 
For  The  90s. 


Holland  America  Line  recently 
arrived  at  the  ultimate  destination. 

It  was  recognized  as  the 
"World's  Best  Cruise  Line."  A  dis- 
tinction earned  through  more  than 
a  century-old  tradition  of  excel- 
lence. And  outstanding  use  of  IS 
technology. 

"Ever  since  our  first  ship 
crossed  the  Atlantic  in  1875,"  says 
President  Lanterman, 
"customers  have  always 
been  the  focus  of  every- 
thing we  do.  And  today, 
CA's  software  solutions 
help  us  seive  our  cus- 
tomers better  than  any 
other  cruise  line  in  the  world'.' 

Holland  America  "lives  on"  one 
of  CA's  most  advanced  database 
management  systems,  CA-IDMS,® 
and  a  broad  range  of  CA  systems, 
business  and  PC  applications 
which  help  them  run  a  ver\'  tight 
ship.  Their  IS  expenses  run  "less 
than  half"  the 
industry  norm. 

"With  CA, 
we  have  a  rela- 
tionship that 
transcends  the 
products,"  states 
Lanterman. 
"Their  people  lis- 
ten. They  know 


President  Kirk  Lanterman 's 
strategic  use  of  software  drives 

customer  satisfaction  to  new 
heights  while  reducing  is  costs. 

Its  ONE  REASON  WHY 

Holland  America  Line  was 

recently  named  the 
"World's  Best  Cruise  Line." 


our  business.  They're  a  software 
partner  we  can  count  on  as  we 
enter  the  most  competitive  decade 
we've  ever  faced." 

Anything  else? 

"Full  speed  ahead." 

rtSSOOAfES 

Software  superior  by  design. 

ici  Computer  Associates  International,  Inc. 
One  Computer  Associates  Plaza,  Islandia,  NY  11 788-7000. 
1-800-CALLCAl.  All  product  names  referenced  herein 
are  trademarks  of  their  respective  companies 
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WAS  IRAQGATE 
BUSINESS  AS  USUAL? 

THE  U.S.  MAY  BE  HIDING  CORPORATE  ARMS  DEALS  WITH  SADDAM 
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ne  woman,  a  federal  prosecutor, 
allegedly  carried  a  magnet  in  her 
purse  to  erase  computer  records 
containing  crucial  evidence.  Another  wom- 
an, a  Customs  inspector  pursuing  an  ille- 
gal-exports case,  was  subjected  to  a  gruel- 
ing in-house  probe  of  her  professional 
conduct.  And  a  third, 
a  corporate  lawyer, 
says  she  became  the 
target  of  threats  and 
intimidation  when  she 
blew  the  whistle  on 
her  bosses. 

What  links  these 
three  women?  The  po- 
litically charged  inves- 
tigation of  the  Atlanta 
branch  of  the  Banca 
Nazionale  del  Lavoro 
and  its  illegal  scheme 
to  finance  exports  to 
Iraq  with  billions  in 
federally  guaranteed 
loans — the  affair  that 
has  become  known  as 
Iraqgate. 

Gale  McKenzie,  an 
assistant  U.  S.  attor- 
ney in  Atlanta,  is  the 
government's  chief 
prosecutor  in  the  BNL 
case.  When  McKen- 
zie's  probe  turned  up 
records  tying  BNL  to 
an  Iraqi  front  compa- 
ny near  Cleveland, 
Customs  Agent  Jill 
Fehr  began  investi- 
gating. Later,  Mari- 
anne Gasior,  a  corpo- 
came    forward  with 
appears  to  connect  her 
Kennametal  Inc.,  to  BNL 
network  with 


REVELATIONS 
THAT  THE  U.  S. 
UNWITTINGLY 
AIDED  SADDAM'S 
NUCLEAR 
PROGRAM  HAVE 
TARNISHED 
BUSH'S  GREATEST 
FOREIGN 

POLICY  TRIUMPH 


rate  attorney, 
information  that 
former  employer, 
and  an  Iraqi  procurement 
links  across  the  U.  S. 

Gallons  of  ink  already  have  been  spilled 
telling  the  story  of  Iraqgate.  But  the  tale 
of  these  three  women,  as  pieced  together 
by  BUSINESS  WEEK,  while  just  a  slice  of  the 
broader  scandal,  suggests  strongly  that 
the  Bush  Administration  has  thwarted  a 
public  airing  of  the  U.  S.  role  in  Iraq's  mas- 
sive military  buildup.  What's  more,  in 
shielding  its  actions,  the  White  House  also 
has  thrown  a  cloak  over  the  helpful  hand 
given  to  Iraq  by  U.  S.  businesses,  ranging 
from  such  relative  small  fry  as  Kennamet- 
al to  giants  such  as  Hewlett-Packard  Co. 

Revelations  of  U.  S.  aid  in  the  buildup  of 
Iraq's  nuclear  capabilities  already  are  tar- 
nishing the  Administration's  greatest  for- 
eign policy  triumph. 
Operation  Desert 
Storm.  The  President 
himself  has  admitted 
that  his  prewar  at- 
tempts to  moderate 


DID  THE 
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USED  TO  PAY  FOR 
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Saddam  Hussein's  bellicose  behavior 
"failed."  And  in  this  election  year,  scrutiny 
of  that  misguided  policy  is  growing  fiercer 
as  congressional  Democrats  cry  louder  and 
louder  for  a  special  Iraqgate  prosecutor. 
Charges  Representative  Charlie  Rose  (D- 
N.  C):  "I  believe  that  documents  have  been 
falsified,  government  officials  have  lied  to 
Congress,  and  there's  been  a  cover- 
up...  by  the  White  House." 

The  White  House  and  the  U.S.  Attor- 
ney's office  in  Atlanta  flatly  deny  any  co- 
verup  or  improper  behavior.  And  most  of 
the  companies  that  this  story  identifies  as 
trading  partners  with  Iraq,  including  Ken- 
nametal, say  only  that  they  had  legal  ex- 
port licenses  and  did  nothing  wrong. 

But  the  tale  of  McKenzie,  Fehr,  and  Ga- 
sior raises  troubling  questions.  BUSINESS 
WEEK  consulted  a  myriad  of  independent 
sources  for  this  story:  court  records,  con- 
gressional testimony,  and  documents  sub- 
poenaed by  Congress.  Also,  BW  conducted 
two  dozen  interviews  with  congressional 
sources,  Administration  officials,  attor- 
neys, and  corporate  executives.  Of  the 
three  women  mentioned  above,  only  Gasior 
agreed  to  be  interviewed.  McKenzie  de- 
clined to  comment.  And  Fehr,  a  source 
close  to  her  explains,  doesn't  want  to  jeop- 
ardize her  career  any  further. 

Surely,  none  of  the  women  knew  what 
they  were  in  for  back  in  August,  1989, 
when  federal  agents  burst  into  bnl's  posh 
offices  on  the  20th  floor  of  Atlanta's  Gas 
Light  Tower.  Led  by  the  U.  S.  Attorney's 
office  there,  a  task  force  of  a  half-dozen 
U.  S.  agencies  carted  off  stacks  of  bank 
records.  McKenzie,  an  experienced  prose- 
cutor, coordinated  the  investigation. 
PAPER  TRAIL.  Within  two  months,  investi- 
gators learned  that  the  Atlanta  BNL  branch 
was  Iraq's  principal  source  of  credit  in  the 
U.  S.,  lending  it  $5.5  billion— $2  billion  of  it 
guaranteed  by  the  U.  S.  Agriculture  Dept. 
The  guaranteed  loans,  which  were  sup- 
posed to  buy  U.  S.  foodstuffs,  were  instead 
used  mostly  to  purchase  U.  S.  industrial 
machinery  and  technology  with  military  ap- 
plications, including  nuclear  weapons  pro- 
duction, according  to  an  Agriculture  Dept. 
memo  that  followed  an  Oct.  13,  1989,  meet- 
ing among  senior  Agriculture  and  State 
Dept.  officials.  Through  an  analysis  of 
bank  and  other  documents,  business 
WEEK  has  learned  that  illegal  BNL  letters 
of  credit  financed  exports  to  Iraq  by  Gen- 
eral Motors  Corp.,  among  other  companies. 
GM  declined  to  comment. 

Evidence  from  the  BNL  probe  stacked  up 
so  quickly  that  in  January,  1990 — eight 
months  before  Iraq  invaded  Kuwait — 
McKenzie  and  her  boss,  Robert  L.  Barr  Jr., 
then  Atlanta's  U.  S.  Attorney,  predicted  an 
indictment  was  at  hand.  With  the  evidence 
obtained  by  McKenzie's  team,  federal 
agents  elsewhere  began  their  own  probes. 
Customs  Agent  Fehr,  an  11-year  agency 


veteran,  led  the  Cleveland  investigation. 
She  zeroed  in  on  the  export  business  of  Ma- 
trix Churchill  Corp.,  the  Solon  (Ohio)  arm 
of  Matrix  Churchill  Ltd.,  a  British  maker  of 
precision  machine  tools. 

It  didn't  take  her  long  to  establish  that 
Matrix  actually  was,  as  a  Customs  report 
asserts,  an  "Iraqi  front  company."  Its  mis- 
sion, according  to  current  and  former  Cus- 
toms officials:  to  procure  U.  S.  technology 
and  equipment  for  the  Iraqi  military  build- 
up, particularly  its  nuclear  weapons  pro- 
gram. A  month  after  the  Iraqi  invasion  of 


to  arrange  fraudulent  credits  for  Iraq. 

Key  Democrats  in  Congress  criticized 
the  indictment's  narrow  focus.  One  of 
many  questions:  Why  was  Matrix  Churchill 
named  only  as  an  unindicted  co-conspira- 
tor? After  all,  the  indictment  characterizes 
the  company's  dealings  with  BNL  as  illegal. 
But  House  investigators  point  out  that  a 
full  airing  of  Matrix'  activities  would  high- 
light the  role  of  U.  S.  business  in  the  Iraqi 
procurement  network. 

Matrix  isn't  the  only  player  that  has  es- 
caped indictment.  Marianne  Gasior  and 


Kuwait,  the  L.  S.  Treasury  used  its  emer- 
gency powers  to  close  Matrix  Churchill. 

By  that  time,  however,  the  Atlanta  U.  S. 
Attorney's  office  had  changed  its  tune. 
Months  dragged  by  without  an  indictment 
of  BKL.  Congressional  investigators  say 
that  other  agencies  started  complaining 
about  interference  from  Justice  Dept. 
headquarters  in  Washington. 

The  reason,  those  investigators  suspect, 
is  that  Justice  officials  took  direct  control 
of  the  BNL  probe.  Congressional  sources 
assert  that  Justice  then  attempted  to  derail 
the  House  Banking  Committee's  inquiry 
into  the  Administration's  role  in  Iraq's  mili- 
tary buildup.  The  banking  panel's  chair 
man.  Representative  Henry  B.  Gonzalez 
(D-Tex.),  charges  that  former  U.  S.  Attor- 
ney General  Richard  L.  Thornburgh  "de- 
layed the  BNL  indictments  and  repeatedly 
tried  to  have  the  investigation  of  the  com- 
mittee obstructed  and  curtailed  under  the 
false  pretense  that  it  would  endanger  na- 
tional security."  Replies  Thornburgh:  "The 
allegations  are  absolutely  false." 
NARROW  FOCUS.  The  grand  jury  in  Atlan- 
ta didn't  issue  its  indictment  until  Feb.  28, 
1991,  near  the  end  of  the  gulf  war.  The  347- 
count  indictment  limited  its  scope  to  three 
former  bank  officials,  an  Iraqi  bank  and 
four  Iraqis,  and  a  Turk  and  his  trading 
company.  All  were  charged  with  conspiring 


congressional  investigators  believe  tiial 
Kennametal,  a  $600  million  maker  of  ma- 
chine tools  based  in  Latrobe,  Pa.,  illegally 
traded  with  Iraq  and  was  a  key  link  in  the 
supply  network.  In  January,  1990,  Gasior 
says,  she  was  forced  out  after  nine  months 
as  a  Kennametal  attorney  for  disagreeing 
with  top  management  over  export  proce- 
dures. After  she  left  the  company,  she 
says,  she  started  receiving  threatening 
phone  calls  from  Kennametal  employees. 
Worse,  she  says,  she  was  chased  by  a  car 
one  day  when  she  was  driving  near  her 
home.  "It  scared  the  living  daylights 
out  of  me,"  she  says.  She  dropped  her 
threat  to  sue  Kennametal  for  harassment 


GASIOR  SAYS  THE 
FBI  "SLAMMED  THE 
DOOR"  ON  HER 
EVIDENCE  ABOUT 
KENNAMETAL'S 
IRAQI  OEAIINCS 


in  exchange  for  a  financial  settleme.. 

At  the  same  time,  Gasior  was  trying? 
tell  the  FBI  and  U.S.  Attorney  in  Pit- 
burgh  about  Kennametal's  potentially  il- 
gal  Iraqi  dealings.  But  "the  door  slamn  1 
in  my  face,"  she  says.  The  Pittsburgh  i ; 
office  and  the  city's  U.  S.  Attorney  did  i 
return  calls  seeking  comment. 

By  chance,  Gasior  learned  of  FehrV 
vestigation  and  phoned  her  in  early  19'.  H 
a  month  before  the  BNL  indictment  cai 
down.  Fehr  independently  had  documeni 
Kennametal's  questionable  involvenn 
with  Matrix.  But  < 
sior  helped  the  a,ui 
establish  that  Keni 
metal  benefited  f)( 
BNL  letters  of  credi 
While  Kennami'  . 
is  just  one  of  In 
dreds  of  U.  S.  industrial  exporters  to  Ir; 
its  case  shows  how  the  Iraqis  obscui 
purchases  of  industrial  equipment  :i 
technology.  In  sworn  congressional  d 
mony  on  Aug.  1,  1991,  Gasior  expla 
how  Kennametal  arranged  to  ship  ti, 
sten  carbide  cutting  tools,  which  have  n- 
nitions-making  applications,  to  Iraq  vi: 
German  defense  company  (box). 

A  second  deal  is  detailed  in  internal  K 
nametal  documents.  In  the  transact! 
Kennametal  worked  with  Matrix  Churr 
and  Chilean  arms  merchant  Carlos  (' 
doen  to  supply  Iraq's  NASSR  munitn  - 
complex.  In  late  1988,  Iraq,  through  .A 
trix,  contracted  with  Cardoen  for  $16.2  i 
lion  worth  of  machine  tools  for  arm.s  pi 
ects,  to  be  financed  with  a  BNL  letter  i 
credit  later  identified  in  the  BNL  indictmsl 
as  one  with  a  fraudulently  obtained  U 
guarantee.  Kennametal  signed  on  as  a  s 
contractor  and  procurement  agent  for 
price  of  more  than  $500,000. 

That  August,  while  work  under  the  c 
tract  was  proceeding,  federal  agents  raic 
bnl's  Atlanta  office.  Three  months  lat 
British  authorities  raided  Matrix  Ch 
chill's  London  office.  The  raids  made  p; 
ment  for  the  parts  problematic.  In  Dec( 
ber,  1989,  attorney  Joe  D.  Whitley  filed  s 
on  Matrix's  behalf  to  recover  paymi 
from  BNL  Atlanta  for  the  NASSR  contr£ 
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le  next  year,  on  Aug.  3,  the  day  after 
aq  invaded  Kuwait,  President  Bush 
,med  Whitley  to  succeed  Barr  as  Atlan- 
's  U.  S.  Attorney.  Whitley  thus  became 
:Kenzie's  boss,  but  he  immediately  re- 
sed  himself  from  the  BNL  investigation. 
Kennametal  disputes  the  accounts  of 
th  deals  and  says  law  enforcement  au- 
orities  have  cleared  it  of  any  wrongdo- 
y.  "Like  thousands  of  Western  compa- 
ss, Kennametal  had  some  lawful 
siness  with  Iraq  prior  to  its  outlaw  inva- 
)n  of  Kuwait,"  says  a  spokesman. 
Although  federal  prosecutors  had  large- 
ignored  Gasior,  her  congressional  testi- 
fy got  McKenzie's  attention, 
ist  August,  she  demanded  that 
isior  testify  before  an  Atlanta 
and  jury.  When  Gasior  de- 
,-ed  her  appearance  because  of 
less,  McKenzie  threatened  to 
ve  her  arrested.  Only  after 
)use  Speaker  Thomas  S.  Foley 
-Wash.)  intervened  on  Ga- 
ir's  behalf  did  the  prosecutor 
ek  off.  A  few  weeks  later,  Ga- 
■r  did  testify  in  Atlanta.  How- 
er,  she  and  two  others  whom 
;Kenzie  subpoenaed  say  the 
Dsecutor  dwelt  only  on  irrele- 
nt  issues. 

Why  such  bizarre  behavior  by 
federal  prosecutor?  Rose 
arges  that  McKenzie  was  act- 
l  at  the  direction  of  superiors 
Washington  out  to  sabotage 
ler  agencies'  BNL  investiga- 
ns.  He  claims  an  Internal 
venue  Service  agent  is  willing  to  testify 
der  oath  that  in  the  spring  of  1991, 
■Kenzie  carried  a  magnet  in  her  purse  to 
neeting  during  which  bnl  records  were 
ing  loaded  into  a  computer.  She  de- 
■Qved  the  information,  he  says,  by  put- 
g  the  magnet  on  top  of  the  computer, 
hat's  total  nonsense,"  responds  McKen- 
's  supervisor,  Gerrilyn  G.  Brill. 
Fehr  first  got  the  McKenzie  treatment  in 
iril,  1991,  when  McKenzie  requested  that 
;  Cleveland  Customs  office  send  her  all 
legally  seized  pieces  of  evidence"  involv- 
j  Matrix.  What  made  the  request  odd, 
f  congressional  and  Customs  sources,  is 
it  McKenzie  had  rtr'viewed  the  warrant 


that  the  Customs  office  used  to  obtain  its 
evidence.  Then,  in  October,  1991,  McKenzie 
instigated  an  investigation  of  Fehr  for  al- 
legedly leaking  grand  jury  information  to 
Gasior,  according  to  several  independent 
sources.  Early  this  year,  Fehr  was  cleared 
of  any  wrongdoing.  Neither  Customs  nor 
Brill  would  comment  on  the  matter. 

To  critics  in  Congress,  it  all  adds  up,  as 
Gonzalez  puts  it,  to  "a  coverup  mecha- 
nism." Other  moves  suggest  a  concerted 
Administration  effort.  The  Commerce 
Dept.  has  reported  that  in  late  1990,  in  con- 
sultation with  the  State  and  Defense  De- 
partments, it  altered  data  requested  by 


Could  U.  S.  companies  have  been  blind  to 
Iraq's  military  use  of  their  exports?  "Al- 
most certainly  not,"  says  Kenneth  R.  Tim- 
merman,  author  of  The  Death  Lobby,  a 
book  on  Iraq's  military  buildup.  Companies 
including  Hewlett-Packard,  Rockwell,  and 
Tektronix  sold  high-performance  electron- 
ics to  Iraq's  major  missile  research  center 
and  to  the  Iraqi  Atomic  Energy  Commis- 
sion, says  Gary  L.  Milhollin,  director  of  the 
University  of  Wisconsin's  Project  on  Nu- 
clear Arms  Control.  The  three  companies 
insist  that  they  legally  sold  equipment 
that  they  believed  to  be  for  civilian  uses 
in  Iraq. 


McKENZIE:  DID 
WASHINGTON  CUT  HER 
INVESTIGATION  SHORT? 


ROSE:  THE  DEMOCRATIC 
CONGRESSMAN  CHARGES  i 
"WHITE  HOUSE  COVERUP" 


Congress  on  68  licenses  for  exports  to  Iraq, 
including  a  billion-dollar  sale  of  military 
trucks.  Some  changes,  such  as  the  one  cov- 
ering the  trucks,  made  it  appear  the  goods 
were  for  civilian  rather  than  military  uses 
and  were  "unjustified,"  says  the  Com- 
merce Dept.  inspector  general. 
LEGAL  TRADE.  More  intriguing,  in  the  five 
years  before  Desert  Storm,  Commerce  li- 
censed more  than  $1.5  billion  worth  of  stra- 
tegically sensitive  U.  S.  exports  to  Iraq.  By 
law,  Gonzalez  cannot  reveal  the  names  of 
the  licensees,  but  what  their  licenses  dem- 
onstrate, he  says,  is  that  "our  government 
knew  about  the  military  uses  of  this 
technology  and  did  nothing  to  stop  it." 


SHOOB:  THE  FEDERAL 
JUDGE  IS  CALLING  FOR  A 
SPECIAL  PROSECUTOR 

Indeed,  most  recent  trade  with  Iraq  was 
legal.  Under  the  Reagan  and  Bush  Admin- 
istrations, the  U.  S.  tilted  toward  Iraq 
when  Iran  appeared  to  have  the  upper 
hand  in  their  eight-year  war.  It  was  then 
that  Iraq  became  eligible  for  U.  S.  agricul- 
tural credit  guarantees  and  other  sympa- 
thetic trade  treatment.  In  1985,  with  a 
green  light  to  pump  up  business  in  Iraq, 
dozens  of  U.  S.  blue-chip  companies  formed 
the  U.  S.-Iraq  Business  Forum. 

Today,  the  tide  may  be  turning  in  the  ef- 
fort to  force  the  Administration  to  air  the 
details  of  its  failed  Iraq  policy.  Just  last 
month,  Christopher  P.  Drogoul,  a  former 
Atlanta  BXL  manager,  struck  an  11-hour 
plea  bargain  with  the  Justice  Dept.  in 
which  he  agreed  to  plead  guilty  to  60 
counts.  That  set  off  alarm  bells  for  U.  S. 
District  Judge  Marvin  H.  Shoob,  who  has 
joined  the  call  for  a  special  prosecutor  to 
look  into  BNL  and  Iraq's  arms-procurement 
operation. 

Even  if  Congress  manages  to  force  the 
Administration  to  name  a  special  prosecu- 
tor by  November,  any  investigation  will 
certainly  last  beyond  the  election.  While 
it's  a  messy,  inevitably  politicized  business 
sorting  through  the  wreckage  of  a  major 
miscalculation  in  foreign  policy,  it's  busi- 
ness that  must  be  done. 

By  Michael  Schroedcr  in  Pittsburgh 
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THE  ECONOMY  I 


NOWHERE  IS  THE  HOUSING  DOWNTURN  MORE  EVIDENT  THAN  IN  SOUTHERN  CALIFORNIA 


HOUSING  SPARKED  THE  RECOVERY, 
BUT  NOW  IT'S  FALLING— HARD 


Layoffs  have  many  too  nervous  to  commit  to  mortgage  payments 


The  rows  of  empty  new  houses  lin- 
ing Southern  California's  hillsides 
easily  weathered  a  June  28  earth- 
quake, the  region's  worst  in  40  years. 
But  just  two  days  later,  a  jolt  of  another 
sort  set  off  shock  waves  that  may  be 
more  damaging  to  the  area:  Hughes  Air- 
craft Co.,  which  has  already  laid  off 
3,000  workers  this  year,  announced  that 
an  additional  9,000  will  soon  get  pink 
slips.  For  the  workers  and  their  families, 
the  news  is  devastating.  For  the  state's 
housing  industry,  it's  a  disaster. 

The  sea  of  "For  Sale"  signs  stretching 
from  San  Diego  to  Hartford  tells  the 
story.  Even  with  sunken  home  prices 
and  low  mortgage  rates,  potential  home 
buyers  across  the  country  are  sitting  on 
their  savings.  Scared  by  an  unrelenting 
wave  of  layoffs  and  business  failings 
across  the  country,  they're  worried  that 
the  economy's  tepid  recovery  is  simply 
too  unstable  to  commit  to  monthly  mort- 
gage payments. 

'A  BLOODBATH.'  To  anxious  consumers, 
the  news  just  seems  to  get  worse.  On 
June  29,  the  same  day  that  the  Com- 
merce Dept.  reported  that  new-home 
sales  nationwide  fell  by  5.6'/  in  May — 
the  fourth  straight  monthly  drop — Aet- 
na Life  &  Casualty  Co.  announced  that  it 
will  slash  4,800  jobs.  The  next  day.  Alu- 
minum Co.  of  America  said  it  would  cut 
2,100  jobs  by  the  end  of  the  year. 

The  sudden  falloff  in  home  buying 
(charts)  is  bad  news  for  an  economy  that 


had  been  counting  on  an  earlier  upsurge 
in  the  housing  market  to  keep  the  recov- 
ery on  track.  "There's  a  bloodbath  going 
on  in  this  industry,"  says  Richard  D. 
Cosner,  owner  of  The  Prudential  Califor- 
nia Realty  in  Mission  Viejo,  Calif.  Says 
Dean  Crist,  an  economist  with  the  Na- 
tional Association  of  Home  Builders:  "If 
we  are  to  see  home  sales  pick  up,  people 
have  to  go  back  to  work." 

Nowhere  is  the 
housing  downturn 
more  obvious  than  in 
California,  which 
throughout  the  1980s 
accounted  for  18'/  of 
the  nation's  home 
construction.  Now, 
with  the  state  buf- 
feted by  layoffs  in 
the  defense,  bank- 
ing, and  energy  in- 
dustries, sales  have 
slowed  to  a  crawl.  In 
Southern  California's 
San  Fernando  and 
Antelope  Valleys, 
new-home  sales  sank 
more  than  50'/  in  the 
quarter  ended 
June  30. 

The  slump  in  Cali- 
fornia has  helped 
drag  down  the  entire 
West,  where  new- 
home  sales  slipped 


WHERE  DID  THE 
HOUSING  PICKUP  GO? 
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by  a  staggering  34'/  in  May.  But  the 
are  pockets  of  strength  in  such  places 
Las  Vegas,  Boston,  and  New  Jersey, 
the  Northeast,  the  Commerce  Dept.  i 
ports,  new-home  sales  are  20'/  high 
than  a  year  ago.  Throughout  the  coi; 
try,  inexpensively  priced  homes  are  mc 
ing:  Deliveries  of  prefabricated  un 
jumped  W/c  this  year. 

But  even  in  some  of  the  stronger  m; 
kets  there's  a  dark  cloud  hovering, 
the  South,  where  new-home  sales  we 
up  by  8.5'?'c.  in  May,  skyrocketing  lumb 
prices  have  cut  deeply  into  the  margi 
of  many  builders.  A  38'/  hike  in  lumb 
prices  increased  costs  of  houses  built  1 
Colony  Homes  in  Woodstock,  Ga.,  by  i 
to  $1,800  each — costs  that  the  compai 
couldn't  pass  along  to  nervous  buyers 
LAYOFF  INSURANCE.  All  this  has  led  to 
fire  sale  in  housing.  On  June  28,  f 
instance.  Palos  Verdes  Developers  It 
sold  all  18  of  its  Park  Plaza  Estat 
townhouses  in  Torrance,  Calif.,  ju 
down  the  coast  from  Hughes.  But  it  c 
so  only  by  slashing  prices  by  307^  a; 
taking  a  $2  million  loss.  Prudential  Ce 
fornia  is  resorting  to  slick  marketin 
On  July  6,  it  begins  offering  a  form 
layoff  insurance  that  provides  up  to 
months  of  mortgage  payments  to  ci 
tomers  who  lose  their  jobs  within  a  ye<; 

But  no  gimmick  in  the  world  can  co' 
pletely  overcome  fear  of  the  future.  Rii 
and  Julie  Marini  are  agonizing  abo 
whether  to  build  a  new  $350,000  house 
Milford,  Conn.  With  their  home  st£ 
rocked  by  defense  and  insurance  indi 
try  layoffs,  the  Marinis  worry  that  th( 
contracting  business  may  stumble.  "A 
we  going  to  end  up  not  able  to  affo 
the  mortgage?"  frets  Julie  Marini. 

That's  also  the 
sue  for  Ken  and 
sanna  Earnest,  w 
no  longer  are  in  t 
market  after  spei 
ing  most  of  the  pj 
year  looking  for 
$200,000  home.  T 
^Earnests  stopp 
hunting  a  men 
ago,  after  McDonn 
Douglas   Corp.  1 
cut  520  jobs  at 
Huntington  Bea( 
Calif.,  plant  wh€ 
Ken  Earnest  worl 
For  now,  his  $45,0* 
a-year  job  is  sa 
But  "it's  scary," 
says.  "I  could 
next." 
By  Eric  Schine  in  1 
Angeles,  with  Ka 
leen  Madigan  in  N 
York  and  bureau 
ports 
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HE  GRASS  IS  LOOKING  GREENER 
LANDOWNERS 


ovemment  may  have  to  pay  owners  if  regulations  devalue  a  property 
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randt  Child  had  a  grand  vision  for 
the  450-acre  tract  he  bought  two 
years  ago  in  southern  Utah,  just 
tside  Kanab.  The  retired  developer 
ped  to  convert  the  lake  property  into  a 
;reational  oasis,  complete  with  camp- 
junds,  a  golf  course,  and  a  water-slide 
rk.  But  last  year,  the  U.S.  Fish  & 
Idlife  Service  dashed  his  dreams.  The 
siicy  had  discovered  that  the  land  is 
Tie  to  the  rare  Kanab  am- 
•  snail,  which  is  protected 
the  Endangered  Species 
;g|  t.  The  law  would  impose  a 
e  of  as  much  as  $25,000  for 
;h  snail  killed  by  the  hu- 
ns  and  horses  that  Child 
nted  to  lure  to  his  grounds, 
's  cheaper  for  everybody  to 
lot  the  game  warden,"  the 
year-old  Child  jokes. 
Jnless  he  can  sell  the  land 
an  environmental  group. 
Id  plans  to  file  suit  to  chal- 
ge  the  regulations.  But  he 
t  won  a  new  legal  weapon. 
June  29,  the  U.S.  Su- 
me  Court  broke  legal 
and  by  ruling  that  govern- 
at,  in  some  circumstances, 
st  pay  landowners  when 
eral  and  state  regulations 
e  out  a  property's  value, 
the  past,  courts  generally 
uired  such  payment  only 
3n  the  government  physi- 
y  takes  property  to,  say, 
d  a  highway. 

«T  REACH.  The  so-called 
as  decision  may  be  ammu- 
jn  for  a  new  generation  of 
ulation-fighting  lawsuits 
t  aim  to  push  beyond  the 
■reme  Court  ruling.  This  is- 
"is  the  new  frontier  of 
perty  law,"  says  Scott 
lock,  an  attorney  at  the 
servative  Institute  for  Jus- 
in  Washington. 

.t  first  blush,  the  high  court's  6-3  de- 
)n  is  a  disappointment  for  property- 
its  activists.  They  had  hoped  that  the 
rt  would  rewrite  70  years  of  property 
and  substantially  broaden  protec- 
s  for  property  owners.  They  had  ar- 
d  that  the  Constitution  requires  com- 
isation  for  any  regulation — from  rent 
:rol  to  wetlands  protection — that  im- 
s  property  values.  But  the  Lucas  rul- 
I  didn't  go  that  far.  And  it  follows  an 


earlier  Supreme  Court  case  rejecting 
challenges  to  rent  control.  "People  were 
expecting  a  whole  new  body  of  law," 
says  Mona  Zeiberg,  senior  counsel  at  the 
U.  S.  Chamber  of  Commerce. 

The  June  29  decision,  Lucas  vs.  South 
Carolina  Coastal  Commission,  in- 
volved a  suit  filed  by  developer  David  H. 
Lucas,  who  had  paid  $975,000  in  1986  for 
two  beachfront  lots  in  South  Carolina. 


lUCAS:Hi||> 
LAND'S  VALUE 

WAS  sniimo 


THE  LUCAS  DECISION'S  IMPACT  ON; 

PROPERTY  OWNERS  More  protection  against  development  rules 

STATE  LAWMAKERS  Headaches  in  imposing  stringent  environ- 
mental and  land-use  regulations 

ENVIRONMENTALISTS  Most  environmental  rules  will  be  left  un- 
challenged. But  nevv'  difficulties  in  setting  sweeping  protections  of 
wetlands  and  endangered  species 

INDUSTRY  Ea  sier  challenges  to  rules  that  wipe  out  a  property's 
value,  though  most  suits  against  regulations  are  unaffected 


Two  years  later,  the  state  barred  devel- 
opment on  coastal  lands.  Lucas  claimed 
that  the  action  made  his  property  worth- 
less, and  that  South  Carolina  should  pay 
for  the  loss.  He  won  a  $1.2  million  dam- 
age award,  but  the  state's  high  court 
reversed  the  judgment. 

The  Supreme  Court  ruled  that  the 
state  courts  should  take  another  look  at 
Lucas'  arguments.  The  opinion  by  Jus- 
tice Antonin  Scalia  held  that  the  Consti- 


tution generally  requires  regulators  to 
pay  property  owners  when  laws  unex- 
pectedly make  property  worthless.  The 
ruling  cheered  environmentalists.  "It's 
not  going  to  apply  in  the  vast  majority 
of  cases,"  says  National  Wildlife  Federa- 
tion attorney  Glen  P.  Sugameli. 
WARNING  SIGNAL.  But  property-rights 
activists  plan  to  test  how  far  the  court  is 
willing  to  carry  its  logic.  They  are  at- 
tacking environmental,  land-use,  and  his- 
toric-preservation regulations  that  mere- 
ly chip  away  at  a  property's  value. 
"That's  99%  of  the  game;  Lucas  is  1%," 
says  University  of  Chicago  law  profes- 
sor Richard  A.  Epstein,  the  father  of  the 
property-rights  movement. 

One  pending  case  involves  Loveladies 
Harbor  Inc.,  a  Long  Beach  Island  (N.J.) 
developer  that  bought  250  acres  on  the 
island  in  1956.  By  1972,  when 
the  government  passed  the 
Clean  Water  Act,  Loveladies 
had  developed  most  of  the 
land.  But  its  permit  to  fill  12.5 
acres  more  in  1982  was  reject- 
ed because  the  area  had  been 
designated  a  wetland.  Lovela- 
dies won  $2.6  million  from  the 
U.  S.  in  1990.  Now,  a  federal 
appeals  court  in  Washington 
must  decide  whether  the  Lu- 
cas case  applies  when  regula- 
tions bar  an  owner  from  de- 
veloping only  a  portion  of  his 
property. 

Regardless  of  how  property 
owners  fare  in  court,  many 
cash-starved  states  will  be 
more  cautious  in  writing  reg- 
ulations. In  May,  Arizona 
passed  a  law  requiring  state 
agencies  to  assess  whether 
they  might  have  to  compen- 
sate property  owners  before 
issuing  new  rules.  Delaware 
has  a  similar  law.  States  in- 
cluding Colorado,  Kentucky, 
Missouri,  New  Mexico,  and 
Nevada  have  failed  in  the 
past  two  years  to  pass  such 
statutes.  But  the  Lucas  case 
"will  reignite  the  efforts," 
says  Larry  Morandi  of  the 
National  Conference  of  State 
Legislatures. 

That  may  not  be  enough  for 
property  owners,  who  gripe 
that  regulation  has  gone  too 
far.  Lucas  is  just  one  step  in  their  cam- 
paign to  reclaim  what  they  consider 
their  economic  freedom.  "I've  always 
been  able  to  do  on  my  property  what  I 
want  to  do  as  long  as  I  don't  interfere 
with  my  neighbors,"  says  Child.  The  Lu- 
cas case  doesn't  guarantee  that  he'll  be 
able  to  do  that  in  the  future — but  it  does 
give  him  a  fresh  legal  edge  on  his  snails. 

By  Catherine  Yang,  with  Peter  Hong  in 
Washington 
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WALL  STREET  I 


AFTER  THE  BINGE,  INVESTORS 
ARE  ON  A  CRASH  DIET 


Only  the  strong  IPOs  are  succeeding  in  a  sudden  buyer's  market 


COMPANY/ 

FILING  DATE 


March,  1992 


On  weekends,  long  lines  of 
hungry  customers  are  standard 
fare  at  the  Hilltop  Steak  House 
in  Saugus,  Mass.  But  Hilltop  has  had 
less  success  drawing  a  crowd  of  inves- 
tors. The  restaurant's  plans  to  open 
branches  throughout  New  England  suf- 
fered at  least  a  temporary  setback  in 
mid-June  when  it  withdrew  the  $25  mil- 
lion initial  public  offering  dPO)  it  filed  in 
April.  "The  price  that  we 
could  get  just  kept  getting 
lower  and  lower,  so  we  decid- 
ed to  pull  back,"  says  Hilltop 
President  Kevin  J.  Leary. 

He  has  plenty  of  company. 
Despite  underwriters'  furious 
efforts  to  drum  up  buyers, 
companies  large  and  small  are 
finding  it  harder  to  sell  stock. 
Of  the  150  IPOs  that  came  to 
market  in  the  second  quarter, 
60  were  offered  at  a  price  be- 
low the  bottom  of  the  range 
suggested  in  the  offering  doc- 
uments. And  more  companies 
are  postponing  or  withdraw- 
ing issues  altogether  (table). 
Companies  also  are  yanking 
secondary  offerings.  On  June 
29,  Callaway  Golf  Co.,  maker 
of  the  popular  Big  Bertha 
driver,  bailed  out  of  its  at- 
tempt to  sell  holdings  of  its 
big  institutional  investors. 

Don't  expect  Callaway  and 
Hilltop  to  test  the  market 
again  anytime  soon.  An  early 
revival  of  interest  in  new  issues  is  un- 
likely, so  companies  and  their  underwrit- 
ers must  find  other  ways  of  raising  mon- 
ey. And  the  few  brave  issuers  that  are 
going  ahead  with  their  stock  sales  are  in 
for  a  scary  few  weeks. 
'BACKED  UP.'  What's  slowing  down  the 
deal  flow?  A  market  suffering  from  indi- 
gestion. After  an  18-month  stock-buying 
binge  that  drove  many  indexes  to  all- 
time  highs  and  helped  hundreds  of  com- 
panies erase  debt  from  their  balance 
sheets,  yield-hungry  investors  have  fi- 
nally pushed  back  from  the  table  and 
said,  "Enough!"  Since  early  June,  the 
pace  of  new  money  flowing  into  equity 
funds  has  slowed  from  the  record  set  in 
the  first  five  months  of  1992,  when  some 
$34.7  billion  poured  into  stock  funds,  ac- 
cording to  the  Investment  Company  In- 


stitute, the  mutual  fund  trade  group. 

Meantime,  brokerage  firms  are  brac- 
ing for  merely  strong  results  after  ter- 
rific first-quarter  earnings  of  $2.06  bil- 
lion. Already,  PaineWebber  Group  Inc. 
says  its  second-quarter  profits  will  be 
about  $47  million,  one-third  less  than  its 
record  first  quarter.  Anticipating  a  slow- 
down in  underwriting  and  commission 
income,  brokerage  stocks  have  dropped 


THE  BIG  CHILL  DESCEHDS  ON 
HOT  NEW  ISSUES 


UNDERWRITER     FILING  AMOUNT  BUSINESS 
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some  30'a  since  their  early-year  highs. 
And  a  number  of  underwriters  are  deal- 
ing with  the  drop  in  prestige  that  accom- 
panies the  withdrawal  of  a  high-profile 
deal.  Says  one  executive  at  a  major  in- 
vestment bank:  "Everything  is  backed 
up,  and  clients  are  not  happy."  That's 
the  case  at  Goldman,  Sachs  &  Co.,  which 
had  to  pull  a  $1.4  billion  global  offering 
for  Banacci,  a  big  Mexican  financial 


Anticipating  a  slowdown  in 
income,  brokerage  stocks 
have  dropped  some  30%  from 
early-year  highs 


company,  in  the  wake  of  the  Mexic; 
market's  mid-June  plunge. 

The  first  cracks  in  the  market  t 
peared  this  past  spring.  In  April,  Ame 
can  Express  Co.  raised  $968  million 
spinning  off  part  of  its  First  Data  Cor 
but  only  after  reducing  its  offering  pri 
to  $22  a  share,  below  the  $24  to  $26 
anticipated.  On  June  18,  citing  lack 
institutional  interest,  GPA  Group  PLC .  t 
Irish  aircraft-leasing  giant,  withdrew 
$900  million  offer. 

BAROMETERS.  Today,  it's  a  buyer's  m; 
ket.  Underwriters  are  bringing  out  oi 
their  best  deals,  such  as  General  Moti 
Corp.'s  record  $2.15  billion  offering.  T 
key  to  GM's  warm  reception:  conser' 
five  pricing.  Brought  out  at  39,  t 
shares  recently  have  traded  near  44.  f 
investors  shouldn't  expect  all  new  is^i 
to  behave  as  well.  Some  3.') 
the  45  biotech  IPOs  brought 
market  this  year  are  tradi; 
below  their  offer  price.  "P 
individuals  to  be  involved 
this  IPO  market  is  like  cl 
lenging  Saddam  Hussein  w 
a  pocketknife,"  says  Rich; 
B.  Hoey,  who  manages  i 
Dreyfus  Growth  &  Inci  i 
Fund. 

Issuers,  meanwhile,  c; 
only  kick  themselves  for  mi- 
ing  their  shot.  That's  the  ,- 
ry  at  Gulfstream  Aerosp; 
Corp.,  v/hich  tried  to  go 
lic  again  after  a  leverajJ 
buyout.  At  Callaway,  sn 
big  institutional  sharehokli 
including  General  Electric 
vestment  Corp.  and  Banc  ( 
Capital  Corp.,  had  wanteci 
cash  out.  But  they  will  h: 
to  bide  their  time  and 
for  a  sunnier  climate  for 
ing  equity. 

Wall  Street's  eyes  are  fi 
ly  fixed  on  two  pending  me 
deals.  Equitable  Life  Assurance  Soci 
plans  to  sell  more  than  $600  million 
stock  in  mid-July  as  part  of  its  com 
sion  from  a  mutual  to  a  public  compa 
And  Wellcome  PLC  is  readying  the  \i 
est  global  deal  to  date:  a  mammoth 
billion  stock  offering  by  early  Augus' 
international  investors.  With  drug  sto 
plunging  almost  daily,  U.  S.  lead  mar 
er  Morgan  Stanley  &  Co.  has  a  toi 
selling  job  ahead.  "Wellcome  will  pre 
bly  get  done,  but  it  could  weigh  on 
market  if  drug  stocks  are  making  ijl 
lows  when  they  bring  this  to  mark 
says  Hoey.  When  outfits  like  Wellci 
and  Morgan  are  sweating,  other  issi 
and  underwriters  must  be  breaking 
in  hives. 

By  Leah  Nathans  Spiro  in  Netv  1 
with  Geoffrey  Smith  in  Boston 
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The  new  HP  PaintJet  XL300  lets  you  make  a  splash  without  getting  soaked. 


t  last.  A  printer  with  fantastic 
»lor  and  a  brilliantly  low  price. 
1,495. 


SS  USE  OF  COLOR 


teted  U S  ILsl  pni-e  Hewiclt-Pat  kar<KVjm|>aii.v  PKl; 


Vivid  color  has  never  been  so 
affordable.  Hewlett-Packard  intro- 
duces the  PaintJet  XL3()()  inkjet 
printer  Now  you  can  get  laser- 
quality  color  printing  for  about 
half  of  what  you'd  expect  to  pay. 
Only  $3,495.* 

With  access  to  millions  of  colors, 
you'll  be  amazed  at  the  output  you 
can  create.  Rich,  vibrant,  profes- 
sional color  gi-aphics.  Crisp,  clear, 
laser-quality  text.  And  you  can 
print  in  a  wide  variety  of  sizes,  on 
a  choice  of  media  that  includes 
plain  or  glossy  paper  and  trans- 
parencies. 

As  versatile  as  it  is  practical,  the 
PaintJet  XL3()0  switches  effort- 


lessly between  PCs  and  Macintosh. 
And,  with  HP  LaserJet  printer 
compatibility  built  right  in,  the 
PaintJet  XL3()( )  lets  you  riui  all  the 
popular  S(  )ftware. 

Now  that  there's  a  ccjior  printer  as 
practical  a.s  the  PaintJet  XL3()0, 
maybe  it's  time  you  took  the  plunge 
into  color  Call  1-800-752-0900, 
Ext.  3160  for  a  fi-ee  print  sample 
antl  the  name  of  the  authorized 
HP  dealer  nearest  you. 
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PACKARD 


COMPUTERS  I 


THE  BIG  BLUE  BULLS 
ARE  RUNNING 


Suddenly,  the  Street  is  taking  IBM's  makeover  seriously 


It  almost  could  work  as  a  hit  sci-fi 
thriller:  A  once-invincible  computer 
giant  stumbles  and  loses  ground  to 
nerdy,  bespectacled  upstarts.  The  hulk- 
ing ex-hero  struggles  for  a  comeback. 
Nothing  seems  to  click.  A  big  operating 
loss  dashes  Wall  Street's  hopes.  The 
stock  sinks  to  a  nine-year  low. 

But  wait!  Suddenly,  the  giant  swal- 
lows a  bitter  pill:  Over. seven  months,  it 
reorganizes,  slashes  its  pay- 
roll, spends  big  bucks  on  a 
new  image.  In  just  eight 
weeks,  the  stock  rebounds 
by  20%.  Playing  right  now 
on  a  screen  near  you:  Big 
Blue  Returns. 

Yes,    indeed,    IBM  is 
back — at  least,  as  far  as 
Wall  Street  is  concerned. 
The  computer  colossus  saw 
its  stock  plummet  from  a 
high  of  137  last  year  to  un- 
der 82  in  April.  Since  then, 
though,  the  shares  have 
climbed  back  steadily,  to 
near  98  (chart).  In  fact,  the 
stock  has  proved  to  be  one 
of  the  strongest  high-tech 
issues  around:  During  its 
recent  climb,  the  Standard 
&  Poor's  computer  portfo- 
lio, e.xcluding  IBM,  sank  18'A. 
ROCK   BOTTOM.    What  has 
changed?  Not  IBM's  growth 
prospects,  analysts  say,  just 
investors'   perceptions.  "The 
business  is  headed  in  the 
right  direction,"  says  Steven 
Milunovich,  computer  analyst 
at  Morgan  Stanley  &  Co.  Inc. 
"People  are  taking  [iB.M's] 
management  seriously  about 
trying  to  reach  187'  return  on 
equity"— vs.  1990's  14.89^. 

Big  Blue's  biggest  bulls 
project  that  its  shares  could 
hit  120.  That  assumes,  howev- 
er, a  vil)rant  worldwide  economic  re- 
bound. More  likely,  the  stock  will  settle 
in  the  110-plus  range,  where  the  price- 
earnings  multiple  would  be  a  reasonable 
14  or  15,  Soundview  Financial  Group  Inc. 
analyst  Stephen  P.  Cohen  suggests. 

Cohen,  who  has  been  bearish  on  the 
stock  for  several  years,  now  is  warming 
up,  even  though  he  reckons  IBM's  total 
revenues  this  year  will  grow  just  4.2'/', 


to  $67  billion.  Profits  could  look  decided- 
ly better:  Cohen  and  others  recently 
upped  their  1992  earnings  estimates 
from  below  $7  to  as  much  as  $7.50. 

In  truth,  investor  psychology  on  IBM 
couldn't  have  gotten  much  worse  than  it 
was  early  this  year.  In  1991,  IBM  posted 
its  first  loss  in  decades — 99$  a  share. 
Then,  IBM  Chairman  John  F.  Akers  an- 
nounced a  massive  refocusing  of  the 
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company,  creating  a  "federation"  of  in- 
dependent businesses. 

In  the  following  quarter,  ended  Mar. 
30,  IBM's  earnings  hit  $1.04  a  share, 
ahead  of  Wall  Street's  projected  90$ 
(chart).  Earnings  for  the  June  quarter 
are  expected  to  come  in  at  $1.30  a  share, 
vs.  20$  last  year.  Meanwhile,  shipments 
of  new  ES/9000  mainframes  have  be- 
gun, without  major  glitches. 


More  visibly,  the  company  has  be 
shipping  OS/2,  the  software  it  hopes 
win  back  at  least  some  control  of 
personal  computer  business  from  Mi 
soft  Corp.'s  Windows  package.  IBA 
making  an  all-out  effort  to  push  the 
ware  and  says  it  has  shipped  700 
copies.  That's  about  300,000  more 
had  been  expected,  but  far  below  th( 
million  copies  of  Windows  that 
been  sold. 

Perhaps  the  most  compelling  sigr 
better  earnings  ahead:  IBM  has  beer 
undated  with  employees  signing  up 
its  early-retirement  package.  Many 
lieve  this  is  the  last  such  deal  they'll 
After  the  offer  ends  on  July  31,  mai 
ers  will  likely  be  given  authority  to 
off  employees  as  they  please, 
Soundview's  Cohen,  a  former  iBMer 
deed,  IBM's  German  sut 
iary  is  already  moving  to 
ties  to  powerfu 
unions,  which  have  kep' 
bor  costs  high  (page  45) 
together,  ib.m  may  well 
ceed  Akers'  goal  to 
nate  20,000  jobs  from 
payroll  of  344,000. 
cuts — as  many  as  15,00 
1993 — are  coming. 

IBM  does  face  some  to 
challenges.  Analysts  fij 
that,  at  best,  its  PC  op 
tion  is  barely  profita 
even  before  reacting 
price  cuts  in  June  by 
paq  Computer  Corp 
Dell  Computer  Corp. 
Big  Blue's  core  mainfr 
business  is  being  hurt 
weak  capital-spending 
cle,  says  Stephen  C. 
computer  analyst  at 
wood  Research  Group. 

MAINFRAME  MALAISE.  CuS 

ers,  meanwhile,  are  cor 
dating  their  data  center 
cut  costs,  reducing  the 
ber  of  mainframes  and 
ed  software  licenses  IBM 
sell.  Indeed,  market  rese£ 
er  Coinputer  Intellig( 
Corp.  last  year  found 
drop  in  the  number  of 
data  centers  and  an  11% 
cline  in  installed  processo 
What's  likely  to  keep 
earnings  relatively  strong  and  inves 
interested  is  Big  Blue's  all-out  effo: 
cut  costs.  The  company  even  mand 
that  all  employees  in  Westchester  C 
ty,  N.  Y.,  including  those  at  IBM's 
monk  headquarters,  take  a  vacation 
ing  the  July  4th  week.  Not  ex; 
Hollywood  material,  but  maybe  a  stt 
the  right  direction. 

By  John  W.  Verity  in  New 
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AILING  I 


ETTING  FROM 
JOMOIR 


the  U.S.,  two  French  retailers 
I  betting  on  more  French-ness 


■  Mhen  it  comes  to  food  and  fash- 
I^Av  ion,  the  French  are  old  hands. 

■  Iv  But  marketing  the  stuff  re- 
res  a  special  flair — one  that  seems  to 
e  a  lot  in  transatlantic  translation. 

n  recent  years,  two  of  Paris'  best- 
)wn  department  stores  have  opened 
lerican  branches.  And  French  dis- 
mters  have  tried  to  transplant  theii- 
llic     "hypermarkets" — cavernous 
res  that  sell  groceries  and  just  about 
irything  else.  All  have  flopped. 
*low,  two  of  these  French  companies, 
tony  Galeries  Lafayette  and  mer- 
mdising  maestro  Carrefour,  are  out 
prove  that  retailing  a  la  franqaise 
I  make  it  in  America  after  all.  Galer- 
Lafayette  hopes  to  boost  sales  by 
amping  the  product  lineup  at  the 
w  York  department  store  it  opened 
t  fall.  And  in  Philadelphia,  Carrefour 
1  try  to  pump  a  profit  out  of  its  four- 
ir-old  hypermarket  by  sharing  costs 
h  a  sister  store,  opening  on  July  3. 
"'heir  turnaround  attempts  are  far 
m  sure  bets,  retailing  experts  say. 
ieries'  big  French  rival,  Au  Prin- 
ips,  opened  a  Denver  store  in  1987 
,  closed  it  two  years  later.  And 
ince's  Auchan  dumped  its  two  Chica- 
hypermarkets  in  1991.  A  third,  in 
uston,  remains  open  only  as  a  labora- 
y  to  monitor  U.  S.  trends.  Meanwhile, 
5.  imitations  of  hypermarkets,  includ- 
those  run  by  Wal-Mart  Stores  Inc., 
•en't  fared  well,  either, 
'or  Carrefour  and  Galeries,  the  prob-, 
1  may  be  that  neither  of  their  stores 
iistinctive  enough.  There  is  little  to 
"inguish  Carrefour,  for  instance,  from 
er  big  discounters.  "Hypermarkets 
-k  in  France  because  the  competition 
,  little  hole  in  the  wall,"  says  Erin  M. 
ierson,   an  associate  professor  of 
rketing  at  the  Wharton  School. 
VERSAILLES.  Galeries  Lafayette's  big 
take  may  have  been  in  opening  a 
nd  store  that  lacks  savoir  faire.  "We 
ited  a  modern  image  of  France,  not 
•sailles  and  the  Eiffel  Tower,"  says 
phane  Constans-Gavarry,  vice-presi- 
t  for  international  development  of 
eries  Lafayette.  But  the  store,  locat- 
in  garish  Trump  Tower,  "could  be  in 
uburban  mall  in  Topeka,"  says  con- 
ant  Alan  Millstein.  Moreover,  with 
3s  prices  typically  $1,000  and  up,  the 
•e  is  bucking  a  downscale  trend.  Ga- 
es  lost  $3.7  million  in  1991.  This  year. 


GALERIES'  ULASEWICZ  WILL  TRY  EIFFEL 
TOWERS  IN  ITS  TRUMP  TOWER  WINDOWS 


it  will  lose  a  similar  amount,  on  sales  of 
about  $35  million. 

To  boost  profits,  the  store  plans  to 
push  three  private-label  lines,  popular  in 
Paris,  that  will  sell  for  30%  less  than 
designer  brands.  Galeries  Lafayette,  run 
by  Bloomingdale's  veteran  Eugenia 
Ulasewicz,  also  will  try  harder  to  hype 
the  store's  French  roots.  How?  With  Eif- 
fel Towers  in  its  windows. 

At  the  opposite  end  of  retailing's  spec- 
trum, Carrefour  doesn't  need  to  high- 
light its  French  blood  so  much  as  it 


needs  more  advertising  and  deeper 
discounts.  The  new  store,  a  $20 
million  investment,  should  help. 
"We'll  have  the  power  to  buy 
truckloads  and  cut  prices,"  says 
Carrefour's  president,  Michel 
Pinot.  Carrefour's  U.  S.  sales  have 
grown  from  $65  million  in  1988  to 
$100  million  last  year,  though  the 
company  posted  a  1991  loss  of  $1 
million.  Pinot  thinks  both  stores 
may  show  a  profit  next  year. 

The  U.  S.  stores  are  part  of  both 
companies'  worldwide  expansion 
plans.  Carrefour,  which  invented 
the  hypermarket  in  1960,  has  be- 
come the  No.  1  food  retailer  in 
France,  Spain,  and  Brazil.  With 
$236  million  in  sales,  it  is  moving 
([uickly  into  Argentina  and  Taiwan 
and  is  eyeing  Mexico.  Galeries, 
w  hich  has  stores  in  Singapore  and 
Bangkok,  will  open  a  Moscow 
branch  in  September  and  a  Berlin 
store  by  1995.  A  second  U.  S.  store 
is  possible,  maybe  in  Beverly  Hills. 
For  Galeries,  the  goal  isn't  just  profit. 
It  wants  showcases  that  will  draw  tour- 
ists to  the  Paris  store.  There,  foreigners 
accounted  for  some  30%  of  last  year's 
$700  million  in  sales.  Carrefour  likewise 
wants  to  succeed  in  the  U.  S. — "the  land 
where  tomorrow's  retailing  is  born,"  as 
Pinot  says.  For  the  French  retailers, 
there  may  be  more  pride  than  francs 
riding  on  these  turnarounds. 

By  Stewart  Toy  in  Paris,  with  Morton  D. 
Sosland  in  Philadelphia  and  Wendy 
Zellner  in  Dallas 


AIRLINES  I 


SOUNDS  GOOD, 
IF  IT  FLIES 


A  USAir-TWA-British  Airways  proposal  holds  promise  for  all  three 


In  the  37  years  that  Edwin  I.  Colodny 
piloted  USAir  Group  Inc.,  he  didn't 
need  many  maps.  He  confined  the 
airline's  operations  to  the  domestic  mar- 
ket, mostly  in  the  East.  On  July  1,  Chief 
Executive  Seth  E.  Scho- 
field  took  over  as  chair- 
man. And  it  looks  as  if 
he's  planning  to  push 
the  carrier  into  unfamil- 
iar territory. 

Schofield  has  his 
sights  firmly  set  on 
global  competition.  To 
get  there,  USAir  is  nego- 
tiating to  purchase  the 
assets  of  troubled 
Trans  World  Airlines 
Inc.  To  finance  the  deal, 
Schofield  hopes  to  sell 


USAIR:  CAUGHT  IN 
A  DOWNDRAFT 


.MILLIONS  OF  DOLURS 


as  much  as  49%  of  an  expanded  USAir  to 
British  Airways  PLC.  USAir  and  BA  won't 
comment  on  the  report.  But  TWA  Chair- 
man Carl  C.  Icahn  has  confirmed  that  he 
has  had  discussions  with  USAir,  though 
he  says  he  has  received 
no  formal  offer. 

The  vol  a  trois  could 
be  just  what  each  of  the 
three  needs.  Cash- 
starved  TWA,  which  is 
operating  under  Chap- 
ter 11  bankruptcy  pro- 
tection, needs  dough. 
USAir  needs  to  expand 
operations.  And  BA 
wants  entree  into  the 
U.  S.  market. 

To  make  it  all  hap- 
pen, the  carriers  will 
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have  to  clear  some  daunting  hurdles.  BA 
will  need  U.  S.  government  approval  to 
acquire  the  substantial  stake  in  USAir. 
i:SAir  must  figure  out  how  to  buy  TWa's 
assets  without  acquiring  its  huge  pen- 
sion liabilities.  And  both  TWA  and  USAir 
may  have  trouble  completing  the  deal. 
"They're  crazy  if  they  think  they're  go- 
ing to  go  into  bankruptcy  court  and  buy 
TWA  assets  without  any  competing  bids," 
says  a  U.  S.  competitor. 
'I'D  SEii.'  But  if  it  all  works  out,  USAir 
finally  could  find  itself  flying  more  inter- 
national skies.  In  the  past,  Colodny 
shunned  opportunities  to  pick  up  over- 
seas routes  from  the  Transportation 
Dept.  "USAir  was  a  prime  candidate  to 
win  a  Tokyo  route  and  possibly  one  to 
London,  but  it  would  not  compete  for 
them,"  says  a  senior  Transportation 
official. 

New  routes  would  help  boost  USAir's 
finances,  which  have  been  awash  in  red 
ink  (chart,  page  35).  The  arrangement 
could  also  bolster  the  airline's  position  at 
home.  Together,  US.\ir  and  TWA  carried 
73.3  million  domestic  passengers  last 
year,  more  than  any  other  U.  S.  carrier. 
And  their  combined  capacity  would  rank 
them  No.  4  in  the  U.  S.  industry. 

Chances  are,  TWA  is  ready  to  sign  on 
the  dotted  line.  Icahn's  airline  is  gravely 
wounded.  By  selling  it,  Icahn  could  claim 
to  have  kept  it  alive.  "If  I  were  in  his 
shoes,"  says  one  rival,  "I'd  sell  the  cattle 
when  it  still  has  some  meat." 

Then  there's  BA.  The  British  carrier 
has  been  itching  to  gain  a  foothold  in  the 
big  U.  S.  market.  During  the  past  sever- 
al years,  it  has  kicked  the  tires  of  Unit- 
ed, Northwest,  and  Continental  but 
walked  away.  This  time,  BA  may  be  seri- 
ous enough  to  push  the  government  into 
opening  British  skies.  Since  the  Trans- 
portation Dept.  would  have  to  approve 
ba's  497f  stake  in  USAir,  Washington 
plans  to  use  the  threat  of  rejection  to 
force  London  to  ease  its  strict  control 
over  airfares  and  landing  rights  for  U.  S. 
carriers.  Britain's  powers  stem  from  the 
1976  Bermuda  II  treaty,  which  the  U.  S. 
already  is  trying  to  renegotiate. 

London  has  been  unwilling  to  budge. 
But  when  talks  resume  on  July  20  in 
London,  the  U.  S.  may  find  itself  with 
more  clout.  "You  better  believe  there  is 
a  linkage  between  our  talks  and  their 
ability  to  buy  into  a  U.  S.  airline,"  de- 
clares Patrick  V.  Murphy,  Deputy  Assis- 
tant Transportation  Secretary. 

If  this  strategy  works,  it  could  be  a 
major  coup  for  Schofield.  His  first  action 
as  chairman  shows  that  he's  ready  to 
make  some  big  moves — just  what's 
needed  to  pull  USAir  out  of  its  financial 
nosedive. 

By  Seth  Payne  in  Washington,  with 
bureau  reports 


SPORTS  BUSINESS! 


LET  THE  CAPITALIST 
GAMES  BEGIN 


The  ex-Soviet  Olympic  squad  wheels  aiid  deals  its  way  to  Barcelona 


B: 


rother,  can  you  spare  plane  fare 
to  Barcelona?  Once  among  the 
most  powerful  symbols  of  the  So- 
viet state,  the  Olympic  team  of  pole 
vaulter  Sergei  Bubka  and  gymnast  Svet- 
lana  Boginskaya  has  fallen  on  hard 
times.  With  only  days  until  the  Summer 
Games  begin  in  Spain,  cash  is  short. 

The  renamed  Commonwealth  of  Inde- 
pendent States'  Unified  Team  managed 
last  February  to  scrape  up  rubles 
enough  to  send  a  full  squad  to  the  Win- 
ter Olympics  in  Albertville,  France.  But 
in  the  months  since,  the 
economy  has  gone  from 
also-ran  to  no-show  in  the 
former  Soviet  Union. 
"The  government  has  its 
own  headaches,  and  we 
don't  want  to  go  begging 
to  them,"  says  Vitaly 
Smirnov,  president  of  the 
Russian  Olympic  Com- 
mittee, who  is  leading  the 
Unified  Team's  efforts  to 
raise  $3.5  million  for  the 
Barcelona  trip. 

So  they're  trying  a  lit- 
tle capitalism.  Like  any 
big-time  Olympic  squad, 
the  Unified  Team  is  hotly 
pursuing  corporate  spon- 
sorships and  licensing 
agreements. 

Smirnov  first  hit  pay 
dirt  with  German  sneak- 
er-maker Adidas.  The  United  Team's 
package  includes  cash,  sweatsuits,  and 
equipment.  Adidas  promotions  manager 
Antje  Koenig  says  it  is  money  well 
spent,  because  the  Unified  Team's  e.\- 
pected  high  medal  count  should  make 
Adidas  products  highly  visible. 

The  Adidas  link,  though,  means  other 
sporting-goods  companies  are  staying 
away  for  now.  Nike  Inc.  has  a  shoe- 
endorsement  deal  with  Bubka,  but  it 
won't  consider  working  with  the  entire 
Unified  Team  until  the  Olympics  are 
over  and  the  Adidas  contract  expires. 
PRECIOUS  PINS.  Smirnov  also  is  finding 
dealmaking  difficult  in  the  U.  S.  He  says 
he  got  a  thumbs-down  from  longtime 
International  Olympic  Committee  sup- 
porter Coca-Cola  Co.  Atlanta-based  Coke 
says  only  that  it  already  supports  the 
Unified  team  as  part  of  its  overall  spon- 
sorship agreement  with  the  IOC. 


But  Turner  Broadcasting  System  In 
came  up  with  $500,000,  ostensibly  f( 
rights  to  the  1994  Goodwill  Games  b 
tween  U.  S.  and  former  Soviet  athlete 
Says  Goodwill  Games  head  Jack  Kell 
"It's  in  our  interest  for  the  Unifi< 
Team  to  remain  competitive  and  field  tl 
best  possible  team  in  Barcelona." 

Smirnov's  journeys  also  have  intr 
duced  him  to  American  litigiousness.  B 
cause  the  Unified  Team  will  probab 
disband  after  Barcelona,  its  apparel  mi 
become  collectors'  items.  So  in  June, 


BUBKA:  THE  VAULTER'S  PACT  WITH  NIKE  IS  A  SOLO  ACT,  SO  Fi! 


lanta-based  Collegiate  Licensing  Inc 
gan  negotiating  for  the  American  rigl 
to  sell  Unified  Team  gear,  including  p 
and  trading  cards.  The  deal  could  to 
from  $200,000  to  .$300,000. 

But  now,  two  other  American  com 
nies  claim  the  exclusive  rights  to  mar 
Unified  Team  trading  cards  in  the  U 
Smirnov  insists  no  such  rights  have  b( 
sold,  but  Collegiate  Licensing  Chairn 
William  Battle  is  worried:  "This  co 
blow  the  whole  deal." 

Smirnov  says  he  is  about  halfway 
securing  the  money  the  Unified  Te 
needs.  But  he's  already  thinking  beyi 
Barcelona.  "We're  trying  to  survive  1 
year  and  then  work  on  the  future," 
.says.  "We  want  to  show  American  ci 
panies  that  we  can  be  good  for  b 
ness."  Well  said,  Comrade  Smirnov, 

By  Keith  Dunnavant  in  Atlanta, 
Ann  Hollifield  in  Bonn 
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lOOK  10  THE  EUROPEAN  BANK 
THAT'S  LOOKING  lONG-TERM  IN  AMERICA. 

After  twenty  years  in  the  U.S.,  we've  grown  to  be  one 
of  the  largest  foreign  banks,  with  a  reputation  for  excellence, 
and  one  of  the  most  often  chosen  as  agent  or  co-agent. 

More  than  a  demonstration  of  our  technical  skills, 
we  believe  it  shows  our  willingness  to  build  strong  ties. 
To  us,  successful  deals  are  the  result  of  successful  partnerships. 
The  relationships  we've  formed  with  major  U.S.  corporations 
and  businesses  prove  it.  We'd  like  to  prove  it  to  you. 

THE  EUROPEAN  BANK  FOR  AMERICAN  BUSINESS 


CREDIT  LYONIMAIS 

NEW  YORK  •  CHICAGO  •  LOS  ANGELES  •  HOUSTON  •  SAN  FRANCISCO  •  ATLANTA  •  MIAMI  •  DALLAS  •  BOSTON 


ir7l:ilMliT4:^4iiiTgl^ 


EDITED  BY  HARRIS  COLLINGWOOD 


THE  REAL  BUSINESS 
INCUBATORS 

Who  says  public  education  is  out- 
moded? According  to  Standard  & 
Poor's  1 992  survey  of  some 
70,000  corporate  officers,  of  the 
1 2  schools  that  have  awarded  the 
most  undergraduate  degrees  to 
students  v^ho  have  gone  on  to 
lead  businesses,  seven  are  public. 
Here  are  the  rankings: 

SCHOOL         NUMBER  OF  GRADUATES 


CUNY 

1,386 

U.  OF  WISCONSIN 

1,125 

YALE 

1,104 

HARVARD 

931 

U.  OF  CALIFORNIA 

863 

U.  OF  ILLINOIS 

840 

U.  OF  PENNSYLVANIA 

836 

U.  OF  AAICHIGAN 

812 

NEW  YORK  U. 

799 

PRINCETON 

789 

CORNELL 

686 

U.  OF  NORTH  CAROLINA 

DAI*  STANDARD  S  POOR'S  CORP 


679 


MEXICO  CITY  lOSES 
ANOTHER  CARMAKER 


►  Chrysler  is  driving  out  of 
Mexico  City.  The  car  company 
said  on  June  30  that  it  is  clos- 
ing its  54-year-old  small-truck 
plant  in  the  city.  It  didn't  say 
where  or  when  it  will  move. 
Four  months  ago,  (;m  an- 
nounced plans  to  shut  down 
its  Mexico  City  plant  and  open 
a  new  one  in  Guanajuato,  150 
miles  north. 

GM  says  it  is  tiioving  be- 
cause of  Mexico  City's  tough 
new  antipollution  regulations. 
For  its  part,  Chrysler  says  the 
move  will  allow  it  to  expand 
production  in  Mexico.  And  in 
leaving  Mexico  City,  the  car- 
makers also  are  leaving  be- 
hind a  militant  work  force. 


STEELMAKERS  SAY 
IT'S  JUST  NOT  FAIR 


►  After  threatening  to  do  so 
for  months,  the  largest  U.  S. 
steel  producers  on  June  30 
filed  84  cases  alleging  trade- 
law  violations  by  21  countries. 


Armco,  Bethlehem  Steel,  In- 
land Steel,  LTV,  and  usx  filed 
the  complaints  with  the  Com- 
merce Dept.  and  the  U.  S.  In- 
ternational Trade  Commission 
after  the  March,  1992,  expira- 
tion of  steel-import  quotas. 
The  big  integrated  steel  com- 
panies alleged  that  unfair 
trade  by  foreign  makers  of 
flat-rolled  steel  contributed  to 
American  industrywide  losses 
of  $2.2  billion  in  1991. 

The  steel  companies  are 
careful  about  the  fights  they 
pick,  though.  The  four  pro- 
ducers that  have  joint  ven- 
tures with  Japanese  steel- 
makers didn't  join  the  suits 
targeting  the  Japanese. 


EQUIFAX  VOWS  TO 
GET  IT  RIGHT 


►  Eciuifax  successfully  avoid- 
ed being  sued  when  it  agreed 
on  June  30  to  revamp  its  cred- 
it-reporting methods.  After 
talks  with  attorneys  general 
of  18  states,  Equifax  an- 
nounced it  would  go  beyond 
federal  law  to  ensure  the  ac- 
curacy of  its  credit  reports 
and  correct  errors  promptly. 

Equifax  said  it  would  con- 
tinue with  many  of  the  steps 
it  had  already  taken,  includ- 
ing installing  new  software, 
providing  a  toll-free  number 
for  consumer  questions,  look- 
ing into  disputes  within  30 
days,  and  providing  free 
copies  of  reports  to  consum- 
ers denied  requests  for  credit. 
The  state  attorneys  extracted 


'CAN  I  CHARGE  FOR  HAVING  ETHICS?' 


5  {wM  yrtot  ohscX  JUenti] 
p  i^jjJUl  mat  cM^  .  t^  tfi^  / 


Juvenile  delinquents  have  re- 
form school.  Wayward  drivers 
have  driving  school.  Vice-Presi- 
dents can  take  remedial  spelling 
courses.  But  can  "ethics  school" 
really  force  pricey  lawyers  to  re- 
turn your  phone  calls? 

The  Florida  Bar  Assn.  thinks 
so.  Lawyers  accused  of  minor 
misconduct  will  soon  have  a  no- 
brainer  of  a  choice:  a  reprimand 
by  the  bar — or  two  or  three  days 
in  a  classroom  with  a  self-proclaimed  ethics  expert.  Classes 
cover  such  topics  as  professionalism,  courtroom  etiquette, 
dealings  with  clients. 

Ethics  school  will  be  available  only  for  "first-time  offe 
ers,"  says  Thomas  Ervin,  who  headed  the  committee  that  ca 
up  with  the  concept.  And  it's  not  for  the  really  shady  ty 
who  skim  their  clients'  trust  funds.  Even  so,  the  school  sho 
be  well-attended  when  it  opens  next  year:  Complaints  on 
yer  misconduct  in  Florida  now  total  about  8,000  annually. 


a  similar  agreement  last  year 
from  TRW,  another  leading 
credit-report  company. 


A  SPATE  OF  BAD  NEWS 
AT  SEQUOIA 


►  Bad  debts  are  plaguing  Se- 
quoia Systems,  a  Marlbor- 
ough (Mass.)  maker  of  fault- 
tolerant  computers.  On  June 
30,  Sequoia  said  it  will  take  a 
"substantial  loss"  in  the  latest 
quarter,  in  part  because  it  had 
to  write  off  an  unspecified 
portion  of  its  receivables. 

The  news  follows  by  three 
weeks  an  announcement  by 
Sequoia  that  the  Securities 
&   Exchange  Commission  is 


reviewing  its  accounting  pi 
tices  in  connection  with 
$2.5  million  sale  to  a  govt 
ment  contractor.  Sequoia  s 
that  it  is  cooperating  v 
the  SEC.  Also,  a  sharehol 
suit  alleges  that  the  comp 
inflated  its  revenues  and  p 
its.  Sequoia  had  no  comrr 
on  the  suit.  The  compai 
stock,  which  rose  to  17  !4 
January  from  a  Decern 
low  of  lO'/s,  plummeted  t 
on  the  news. 


TEAMSTERS:  THINGS  i 
BETTER  WITH  COKE 


►  The  Teamsters  called  o 
national  campaign  aga 
Coca-Cola  after  the  No.  1 
drink  maker  agreed  to  ho 
series  of  talks  with  the  u 
beginning  July  10.  The 
sides  will  discuss  Team 
complaints  that  Coca-Cola 
tiers  are  cutting  health 
retirement  benefits,  clo 
plants,  and  increasing 
loads.  Union  members  h€ 
small  rally  outside  Coc£ 
la's  Atlanta  headquarters 
July  1,  just  as  the  com] 
agreed  to  the  talks.  Bee; 
of   the   company's  acl 
Teamsters  officials  now 
they  will  hold  off  on  plar 
stage  anti-Coke  protests 
ing  major  sporting  events 
weekend. 
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\  Cellulor  •  TvAAD-woy  •  Fbging  •  Satellite  Comnriugcotions  •  COMMUNI 


dems  •  Melwork  Monogemenr  Sysfe.Tis 


Semiconduct-ors  •  Integrated  Circuits  •  Memories  •  COMPONENTS •  Embedded  Controllers  •  Microprocessors  ■  -| 


rHE  ONE  STANDARD 


%™  is  the  symbol  Motorolo  uses  to  represent  Six 
Sigmo™  quality  It  charts  a  path  to  perfection  and  is 
)  C^^^^  kll7Cr\  \\/^^D  I  rWY/ir^C    odoily  challenge  tor  each  of  our 
\LV-VyvZlMlxLtL/  Wwr\LL/WIL/t.  employees  throughout  the  world 
We  hove  set  our  sights  extremely  high,  engaging  in  a  quest  for  perfection  that  will  never  end. 
ot  even  when  we  reach  Six  Sigma  quality.  Because  we  believe  we  can  always  uncover  new  ways 
)  improve  our  products.  Making  them  better.  Producing  them  faster.  Lowering  the  cost  to  the 
iifetomer.  That's  the  essence  of  renewal.  It's  a  commitment  to  constantly  reevaluate  and  sharpen 
ur  business  processes.  A  commitment  that  allows  us  to  anticipate  solutions  to  product  and  service 
■?eds.  Which  con  only  make  our  customers  happier. 
And  that,  of  course,  means  the  world  to  Motorola.  /XiN 
For  more  information  about  the  principles  that  guide  us,  coll 
>r  o  copy  of  "The  New  Truths  of  Quality"  at  1-800-352-8062. 


ond  Motorolo  ore  registered  trademorks  of  Moforolo,  Inc.©  1992  Motorola,  Inc. 


Quality  Means  The  World  To  Us.' 


MITA  introduces  something  unheard  of 


in  the  world  of  high-speed  copiers, 


Competition, 


Introducing  Mita's  85-copies-per-minute  DC-3585  copier. 


If  you  were  looking  for  a  high-speed  copier  before  now, 
you  probably  didn't  have  many  choices  ■  But  with  the  Mita 
high-productivity  DC-8585,  you  get  everything  you  associate 
with  the  best  high-speed  copiers  along  with  some  interesting 
additions  ■  Our  highly  competitive  Cost-Per-Copy  Program  is 
one  of  them  ■  So  is  our  electronic  remote  monitoring  system 
that  gives  you  fast  and  accurate  billing  ■  And  because  the 
DC-8585  also  comes  with  a  three-year  guarantee,  you  don't 
have  to  wonder  about  reliability  ■  Considering  you  get  all  this 
from  a  copier  company  that's  been  around 
for  58  /ears,  you  not  only  have  another 
choice  ,'ou  have  the  right  one  ■  Fo r  infor- 
mation      J  the  DC-8585  call  1 -800-858-MITA.       [the  image  specialist]' 


mita 


•  THE  MITA  DC-81        I  S  AVA  1  L  A BLE  THRO UG H 
SELECTED  MITA     EALERSHIPS  IN  LIMITED  AREAS. 


1992  MITA  COPySTAR  AMERICA,  INC 


EDITED  BY  STEPHEN  H.  WILDSTROM 


ilVIATEUR  HOUR 
I  OVER  FOR  PEROT 


Bor  nearly  four  months,  he  was  tlie  phenom  of  the  new  sea- 
■  son,  an  appeaHng  newcomer  who  wowed  the  fickle  fans. 

But  Ross  Perot,  springtime  slugger,  is  battling  a  siim- 
r  slump.  After  a  dizzying  rise  to  the  top  of  the  Presidential 
d,  Perot's  image  as  a  can-do  outsider-  has  been  damaged  by 
le  brushback  pitches  thi'own  at  him  by  Bush  campaigii  oper- 
/es— and  tarnished  by  a  few  clubhouse  mishaps, 
rhe  assaults  by  the  Bushies,  especially  rejjorts  that  the 
Has  billionaire  routinely  spied  on  em- 
yees,  political  figures,  and  others,  have 
;  Perot  on  the  defensive  for  the  first 
le.  Now,  the  still-undeclared  candidate 
es  a  critical  time  as  he  tries  to  regain 
itrol  of  the  agenda.  But  before  he  can 
ve  effectively  against  political  enemies, 
must  deal  w'th  dissension  among 
•nds. 

>  TOUR.  After  a  lightning  ascent,  Perot's 
filing  Dallas  political  operation  is  silt- 
ing gi'owing  pains.  The  campaign's  at- 
ipt  to  combine  its  huge  volunteer  or- 
lization  with  a  new  staff  of  political  pros 

set  off  grumbling  among  the  amateurs, 
ew  spats  have  gotten  nasty.  An  ex-vol- 
eer  in  Oklahoma  says  he  was  labeled  a 
;urity  risk."  Perot's  former  Illinois  chair- 
X  fired  on  his  birthday,  claims  he  was 
ely  described  as  a  convicted  felon.  The 
ted  head  of  Perot's  District  of  Columbia 
ration  says  she  was  axed  because  she  is  white. 
)espite  the  fervor  of  Perot's  million-plus  volunteers,  analysts 

it  was  inevitable  that  he  would  need  some  experienced  op- 
■jves  to  harness  their  raw  energy.  Still,  it  has  taken  longer 
1  expected  for  the  bipartisan  brain  trust  to  sort  things 

"When  you  bring  in  lots  of  new  people,  everyone  has  to  stir 

pot  with  their'  own  spoon,"  says  Democratic  consultant 
idy  Sher-man.  "That  takes  time."  Per-ot's  campaigTi  chair-man, 
mas  W.  Luce  III,  pr'omises  that  volunteers  will  i-irn  r-egistr-a- 


tion  drives  and  other  gr-ass-r-oots  politicking— with  some  guid- 
ance ft'om  the  pr'os.  "The  structur'e  doesn't  change,"  Luce  insists. 
"The  volunteer's  ar-e  going  to  be  the  essence  of  the  campaign." 

But  pr'ofessionalization  has  become  an  issue  among  some 
backer's,  who  see  the  Texan's  insur'gency  as  his  political  rcuaoit 
d'etre.  "If  he  r'uns  a  traditional  campaign,  he  totally  loses  his 
point,"  says  Cliffor'd  Amelieck,  a  MK)  Ohio  («)P  congressional  can- 
didate who  supports  Pei'ot.  "If  he  spends  $50  million  to  hir'e  the 
top-gun  PR  firms  to  run  a  manipulative  ad 
campaign,  how  is  he  differ'ent  than  the  oth- 
er's?" Perot  insider's  ai'e  sensitive  to  those 
coneer-ns.  (_)ne  adviser  says  the  pr'os  ar'e  therv 
simply  "to  give  guidance"  to  volunteer's.  Notes 
one:  "This  is  supposed  to  be  a  no-hack  cam- 
paign, rememljer'?" 

STOCK  FLAK.  The  Per'ot  campaign's  str'ug- 
gles  have  ah'eady  delayed  a  forrrral  declar'- 
ation  of  candidacy  fr'orrr  the  tar'get  of  late 
June.  Campaign  co-chair'man  Edwar'd  J. 
Rollins  has  pr'omised  an  announcement  by 
the  end  of  July,  but  Luce  says  the  date 
depends  on  progress  in  remaining  l)allot- 
petition  drives.  "We  don't  have  a  schedule 
yet,"  he  admits. 

On  the  stump,  Per-ot's  penchant  for'  off- 
hand remarks  continues  to  cause  tr-ouble. 
Most  r-ecently,  he  has  caught  flak  for  sug- 
gesting that  Citicorp,  whose  stock  he  has 
sold  short,  might  be  insolvent.  Some  advis- 
ers, hoping  to  get  back  on  the  offensive,  are  pushing  for  a 
big  TV  ad  blitz.  "Things  have  been  going  so  well,  maybe  he 
doesn't  realize  that  the  people  giveth  and  the  people  taketh 
away,"  says  one  adviser.  Fr-om  now  until  late  August,  the 
Democr-atic  and  Republican  conventions  will  shift  .some  of  the 
spotlight  from  Perot.  The  way  things  are  going  in  Dallas 
right  now,  that  may  be  a  br'eak  for  a  candidate  who's  still 
trying  to  j)rove  he  can  play  in  the  big  time. 

It//  liiclidid  S.  DuiiIkhii 


PITALWRAPUPI 


ALTH 


lhances  ai'e  growing  that  a  health 
(care  reform  bill,  once  the  Demo- 
its'  top  legislative  priority,  may  not 
ike  it  to  the  House  floor  this  year, 
e  Democratic  leadership  has  already 
,r-eated  quite  a  long  way  on  the  is- 
3,  dr-opping  a  "play  or  pay"  require- 
!nt  that  businesses  either  provide 
dical  insurance  for  employees  or  pay 
jpecial  tax  to  cover  the  uninsured, 
t  despite  his  exertions.  House  Ma- 
ity  Leader  Richard  A.  Gephardt  (D- 
I.)  has  been  unable  to  craft  a  com- 
)mise  that's  assured  of  the  218  votes 
3ded  for  passage.  Liberals  want 
're  radical  reform.  And  Democratic 


conservatives,  who  prefer  to  use  the 
tax  code  to  push  employers  to  use 
managed-care  health  plans,  object  to 
the  bill's  stringent  price  controls. 

Unless  a  solid  consensus  emer'ges, 
Gephardt  is  unwilling  to  send  a  meas- 
ure to  the  floor.  Failure  of  the  leader- 
ship bill  would  be  embarrassing 
enough,  but  there's  a  bigger  danger 
lurking:  President  Bush  and  House  Re- 
publicans are  pushing  an  alternative 
that  would  reform  the  malpractice 
system  and  make  it  easier  for  small 
companies  to  buy  medical  insurance. 
This  version  might  just  pass.  And, 
warns  Representative  Ron  Wyden  (D- 
Ore.),  "if  that  happens,  then  Bush  has 
taken  away  our  best  issue." 


REGUIATION 


The  Food  &  Drug  Administration  is 
learning  that  giving  people  what 
they  want  doesn't  always  make  them 
happy.  Under  pr-essure  fi'om  the  White 
House,  the  FDA  last  year  gave  in  to  in- 
dustry demands  that  it  supplement  its 
staff  by  using  outside  reviewers  to  as- 
sess some  drug  applications.  The 
change  was  designed  to  speed  prod- 
uct approvals.  But  now  pharmaceutical 
companies  seem  to  have  developed  cold 
feet  about  using  the  new  pr-ocedures. 
"No  company  wants  to  be  first,  be- 
cause they  think  their  review  will  be 
held  up,"  says  a  top  FDA  official.  "It's 
real  annoying." 
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JAPAN  I 


REVENGE 

OF  THE  'OFFICE  LADIES' 

Sexual  hai'assment  is  still  the  norm,  but  Japanese  working  women  are  fighting  back 


lor  one  executive  at  a 
I  prestigious  Tol<yo  ser- 
vice company,  it  start- 
ed about  a  year  ago.  She 
found  notes  on  her  desk  al- 
luding to  her  sex  life.  Her 
male  colleagues  pinned  up  a 
nude  centerfold  resembling 
the  woman.  Another  time, 
they  wrote  the  woman's 
name  at  the  top  of  a  dia- 
gram of  a  human  brain,  indi- 
cating which  lobes  drove  her 
sexual  obsessions.  When  she 
protested,  management  ad- 
vised patience.  This  spring, 
she  was  transferred  to  a 
less  challenging  post,  while 
the  men  were  not  disci- 
plined. "I  spent  half  my  en- 
ergy just  trying  to  cope  with 
the  humiliation,"  recalls  the 
woman.  "My  bosses  just  act- 
ed as  though  it  was  my 
problem." 

For  many  years,  the  only 
recourse  for  Japanese  wom- 
en in  such  situations  has 
been  naki-neiri,  or  quietly 
crying  themselves  to  sleep. 
Now,  that  is  changing.  An 
unprecedented  number  of 
female  workers  are  taking 
on  Japan's  male-dominated 
corporate  society.  They  are 
accusing  companies  of  con- 
doning sexual  harassment — 
or  seku-hara — in  the  work- 
place and  of  sexist  discrimi- 
nation regarding  promotions 
and  pay. 

SURPRISE  RULING.  .\s  the 

cases  proliferate,  j-ume  are 
starting  to  get  resui  s.  Last  April,  a  for- 
mer employee  at  a  si  i  ll  publishing  com- 
pany in  Fukuoka,  700  liles  southwest  of 
Tokyo,  became  the  fi  -  person  ever  to 
win  a  sexual  harassmt  t  cas(^  in  Japan. 
In  that  case,  a  female  <  ployt  e  claimed 
that  her  boss  spread  ri  lors  about  her 
alleged  promiscuity.  W  ''u  she  com- 
plained, she  was  forced  tc  juit.  The  sur- 
prising ruling  h;is  breati  . '  fear  into 


DENTSU'S  'WORKING  GIRL'  A  brochure  that  the  ad  giant  used 
to  recruit  college  seniors  comes  with  what  are  supposed  to  be 
playful  comments.  But  half  of  them  stress  physical  traits,  such  as 
"[her  breasts]  are  pretty  large"  and  "her  rear  is  also  rather  soft" 


fr 


C 


some  companies,  while  the  Japanese 
news  media  have  stirred  a  national  de- 
bate on  sexual  behavior  in  the  work- 
place. Two  days  after  the  case  ended, 
the  Tokyo  government  issued  10,000 
copies  of  a  booklet  on  sexual  harass- 
ment, and  all  were  quickly  snapped  up. 
Says  Yukiko  Tsunoda,  a  lawyer  who  was 
involved  in  the  decision:  "This  case 
showed  that  sexual  harassment  is  the 


company's  responsibility 
they  don't  take  measures 
prevent  it,   they  wi 
sued." 

Indeed,  they  are.  Curre 
ly,  Hitachi  Ltd.  faces 
$437,000  wage-discriminat 
suit  in  which  nine  won 
charge  that  men  with  si 
lar  employment  histo 
were  routinely  paid 
10%  to  74%  more.  Hitachi 
nies  the  charges.  At  Su 
tomo  Life  Insurance 
two  dozen  women  have 
cused  the  company  of 
laying  the  promotions 
married  women.  Says 
Sumitomo  official:  ' 
don't  believe  there  was 
discrimination." 

Japanese  companies  in 
U.  S.  are  also  becoming 
gets  of  harassment  ca; 
Trading  company  Sumito 
Corp.,  for  example,  face 
complaint  before  the  Eq 
Employment  Opportun 
Commission  that  its  Chic; 
office  abused  Kimberly  ( 
raway,  a  U.  S.  citizen 
worked  as  a  sales  assist; 
She  charges  that  Japan 
managers  allowed  por 
graphic  materials  to  be 
culated  and  that  one  mar 
er  repeatedly  asked  her 
photos  of  herself  in  a  b; 
ing  suit.  Meanwhile, 
claims,  she  was  given 
token  promotions.  A  law 
for  Sumitomo  declined 
ment.  And  trading  firm  ( 
toh  &  Co.  is  trying  to  reach  an  out 
court  settlement  with  the  female 
ployees  at  its  New  York  office  who  h 
initiated  a  class  action,  claiming  sex 
crimination.  A  C.  Itoh  lawyer  decline 
comment. 

In  Japan,  it's  nothing  new  for  woi 
to  find  themselves  stuck  at  the  hot 
of  the  corporate  ladder.  The  first  bar 
to  success  is  Japan's  two-track  hii 
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;em,  which  leaves  fewer  than  \\"/<-  of 
professional  positions  at  blue  chip 
I)anies  open  to  women.  As  a  result, 
)itious  women  who  fail  to  secure  one 
hese  full-time  jobs  often  end  up  as 
'ice  ladies"  who  file,  wear  uniforms, 
politely  bow  while  serving  tea  to 
sts  and  male  colleagues, 
^omen  lucky  enough  to  land  a  profes- 
al  job  may  run  into  a  second  barri- 
-a  hostile  corporate  climate.  A  Labor 
istry  poll  indicates  that  437'  of  all 
nen  in  management  positions  com- 
n  of  sexual  harassment.  Another 
ile  is  customers'  tendency  to  feel 
hted  if  a  company  does  not  send  a 
1  as  its  representative.  Although 
fien's  rights  to  equal  employment 
e  been  protected  by  Japanese  law 
e  1986,  "companies  still  expect  wom- 
;o  get  married  and  retire,"  says  Ma- 
Tii  Kaneko,  labor  consulting  chief  for 
Tokyo  Metropolitan  Government, 
ut  now,  women  in  Japan  are  starting 
speak  out.  On  June  27,  the  weekly 
^azine  Gendai  ran  an  essay — ironi- 
preceded  by  a  six-page  glossy  pic- 
il  of  a  nude  woman — by  the  woman 
I  won  the  $13,200  judgment  in  April. 
1  female  employees  at  an  apparel 
.pany  in  Tokyo  recently  protested 
in  the  firm  insisted  they  all  wear  a 
■  miniskirt  the  company  was  trying 
iromote. 

iBLE  STANDARD.  Even  Sophisticated 
panies  in  Japan  can  be  blind  to  sexu- 
larassment.  Take  ad  giant  Dentsu 
Its  1992  recruiting  brochure,  aimed 
ollege  seniors,  features  a  drawing  of 
typical  Dentsu  "Working  Girl,"  cov- 
l  with  what  are  intended  as  playful, 
iwritten  comments.  But  they  focus 
her  physical  charms  and  seductive 
ers  instead  of  her  intellectual  and 
tive  talents.  One  message  notes  that 
breasts  are  "pretty  large."  Another 
vs  attention  to  her  "rather  soft"  bot- 
,  A  drawing  of  the  Dentsu  Working 
also  pokes  fun,  but  makes  almost 
omment  on  his  physical  qualities.  A 
tsu  official  says  that  "we  were  not 
ig  to  say  especially  that  she  was 
or  sexy.  It  was  partly  meant  as  a 
."  He  says  that  the  brochure  has 
i  withdrawn.  Still,  several  prospec- 
employees  have  received  copies 
in  the  past  two  months, 
'en  though  Japanese  women  are 
:ing  to  hit  back,  few  if  any  compa- 
are  setting  up  procedures  for  for- 
y  dealing  with  discrimination  and 
ssment.  "They'll  make  things  look 
says  lawyer  Tsunoda,  "without 
ng  with  real  problems."  If  that's 
t  happens,  it  will  only  create  more 
Dlaints,  court  battles,  and  pressure 
Jrporate  Japan  to  guarantee  women 
qual  deal. 

'  Ted  Holden  in  Tokyo,  with  Jennifer 
er  in  New  York 


EUROPE  I 


A  HELPING  HAND 

FOR  EUROPE'S  HIGH-TECH  HEAVIES 


Losses  are  forcing  the  Eurogiants  to  seek  U.S.  partners 


DIGITAL  EQUIPMENT  WILL  BUY  A  10%  STAKE  OF  ITALY'S  OLIVETTI 


Olivetti  Chairman  Carlo  De  Bene- 
detti  knows  how  to  pick  his  mo- 
ments. Since  the  1989  breakup  of 
a  computer  partnership  with  American 
Telephone  &  Telegraph  Co.,  he  has  flirt- 
ed with  everyone  from  Dutch  giant  Phil- 
ips and  Britain's  ICL  to  IBM  in  search  of  a 
replacement.  Now,  with  U.  S.  companies 
waging  a  fierce  fight  for  European  mar- 
ket share  and  hungry  for  allies,  De  Ben- 
edetti  is  making  his  move.  On  June  26, 
he  exacted  a  princely  price — about  $300 
million — from  Digital  Equipment  Corp. 
for  a  10%  stake  in  money-losing  Olivetti. 
In  return,  DEC  gets  to  pump  its  new 


BIG  DEALS 
ON  THE  CONTINENT 


ni  11  I    Sells  5.7%  stake  to  IBM  for 
DULL  $  1 00  million  and  adopts  its  mi- 
croprocessor technology 


II  A  jp  A    Sells  20 %  holding  in 
If  In  I  IVrTI  communications  unit  to 
Northern  Telecom  for  more  than  $100  mil 
lion  and  forms  cellular-phone  venture 


ni  IVCTTI  Sells  10%  Interest  for 
ULiVLI  11  about  $300  million  to 
Digital  Equipment  and  uses  its  advanced 
processors;  forms  office-printer  joint  ven- 
ture with  Canon 


DUli  IDC  '^^'■9^5  VCRs,  camcorders 
I  I  IILill  J  in  joint  venture  with  Grun- 
dig;  co-designs  consumer-electronics  chips 
with  Motorola 


workstation  technol- 
ogy through  Olivet- 
ti's vast  European 
sales  network  in  com- 
petition with  IBM, 
Hewlett-Packard,  and 
Sun  Microsystems. 

As  European  high 
tech  undergoes  a  dra- 
matic shakeout,  a 
wave  of  technology 
alliances  and  invest- 
ments is  washing 
over  the  Continent. 
Sapped  by  big  loss- 
es, such  leaders  as 
Groupe  Bull,  Philips, 
and  Thomson  are 
fast  shedding  nation- 
alistic pride  and  seeking  the  technology 
and  capital  they  need  to  survive.  They're 
getting  some  help  from  each  other,  but 
increasingly  such  aid  is  coming  from  op- 
portunistic foreign  rivals.  As  the  politi- 
cally correct  partners  of  choice,  Ameri- 
cans and  their  technology  are  gaining 
influence.  For  now,  the  more  cautious 
Japanese  seem  to  be  losing  ground. 

Northern  Telecom  Ltd.  is  among  those 
looking  to  cash  in  on  the  shakeout.  On 
July  2,  the  Toronto  maker  of  phone 
equipment  was  expected  to  agree  to  pay 
more  than  $100  million  for  at  least  a  207' 
stake  in  the  ailing  communications  unit 
of  French  conglomerate  Matra.  For 
starters,  the  two  plan  a  joint  venture  in 
cellular-phone  networks.  Matra  gets  the 
capital  it  desperately  needs  to  enter  new, 
high-growth  markets,  and  Northern  gets 
a  foothold  on  the  Continent.  Other  pro- 
jects in  switches  could  help  Northern  re- 
alize its  ambition  to  rival  European  gi- 
ants Alcatel  and  Siemens  by  the  end  of 
the  decade. 

HOUSE  SNUB.  Such  linkups,  driven  by  the 
rising  costs  of  research  and  develop- 
ment, have  been  growing  for  years.  But 
in  Europe,  any  cooperation  beyond  shar- 
ing basic  research  has  been  rare.  Now, 
executives  are  realizing  that  unless  they 
become  more  competitive  fast,  the  single 
European  market  will  give  U.  S.  and  Jap- 
anese rivals  such  an  edge  that  Europe- 
ans may  never  recover. 

As  one  way  to  stay  in  the  game.  Phil- 
ips and  German  rival  Grundig  recently 
merged  their  VCR  and  camcorder  busi- 
nesses to  combat  market-share  gains 
and  price-cutting  by  Sony  Corp,  and  Pan- 
asonic Co.  And  in  a  rare  snub  to  its  in- 
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house  chip  unit,  Philips  is  setting  up  a 
joint  design  center  with  Motorola  Inc.  to 
make  video  circuits  critical  to  a  new  mul- 
timedia compact-disk  player.  The  U.  S. 
chipmaker  hopes  to  widen  the  pact  to 
other  products  and  gain  the  expertise  it 
needs  to  reenter  the  consumer-electron- 
ics market,  which  it  abandoned  in  the 
1970s.  As  for  Philips,  it  is  a  sign  that 
"we  can't  afford  the  luxury  to  go  it 
alone  anymore  and  survive,"  says  a  stra- 
tegic planning  executive. 

One  reason  is  that  the  European  Com- 
munity can  no  longer  be  counted  on  to 
protect  the  home  teams  at  any  price. 
Last  winter,  the  EC  refused  to  endorse 
fully  a  high-definition  TV  standard  devel- 
oped to  help  Philips,  Thomson,  and  No- 
kia. Protectionist  howls  from  such  out- 
spoken leaders  as  Thomson  Chairman 
Alain  Gomez,  who  exhorts  the  EC  to 
raise  tariffs  against  low-cost  Japanese 
electronics  imports,  have  fallen  on  deaf 
ears.  While  EC  Commission  President 
Jacques  Delors  wants  to  boost  annual 
R&D  spending  62^^  by  1997,  totaling  $23 
billion  over  five  years,  even  that  now 
appears  dead  in  the  wake  of  post-Maas- 
tricht budget  wrangling. 
ALPHA  BET.  Technology,  in  fact,  may  not 
be  in  as  short  supply  in  Europe  as  stra- 
tegic and  marketing  skills.  With  only  7^- 
of  Olivetti's  $7.4  billion  of  sales  in  North 
America,  says  De  Benedetti,  "mostly, 
what  we  need  is  help  to  become  a  glob- 
al— not  merely  a  European — player." 

That's  where  Digital  could  come  in. 
Beyond  using  its  superfast  microproces- 
sor, Alpha,  in  the  workstation  wars 
against  IBM  and  others,  Olivetti  also  sells 
PCs  and  notebook  models  to  Digital  for 
resale  in  Europe.  The  Italians  hope  the 
new  alliance  will  prompt  Digital  to  buy 
more — up  to  100,000  units  this  year  from 
60,000  in  1991.  The  deal  to  date  doesn't 
go  beyond  Alpha,  but  the  two  have  even 
discussed  how  they  might  comarket 
products  and  services  in  both  Europe 
and  the  U.  S.,  such  as  in  banking  and 
retailing.  "There's  potential  for  us  to 
work  much  more  closely  on  a  global  ba- 
sis," says  Peter  J.  Smith,  Digital's  vice- 
president  for  European  marketing. 

The  tightening  transatlantic  bonds 
may  not  sit  well  with  the  Japanese.  The 
Digital-Olivetti  deal  and  a  similar  axis 
formed  in  February  by  IBM  and  France's 
Groupe  Bull  appear  to  curb  the  chances 
of  Hitachi- Ltd.  and  NEC  Corp.,  the  Euro- 
peans' respective  suppliers  of  main- 
frames, from  expandinu'  ties  into  other 
computer  sectors.  Of  il  ^  Japanese  ma- 
jors, only  Fujitsu  Ltd.  ow  has  a  firm 
hold  through  its  1990  p  ;rchase  of  Brit- 
ain's ICL.  The  surprise  isi.  t  that  the  Jap- 
anese didn't  act  faster  bi  t  that  the  Eu- 
ropeans and  Americans  waited  so  long. 

By  Jonathan  B.  Li  -ine  in  Paris 


BRITAIN  I 


BOB  NORTON  MAY  NAVE 
'AMERICANIZED'  BP  TOO  WELL 


Behind  his  resignation  was  a  blunt,  U.S.-style  corporate  coup 


Rl 


lObert  B.  Horton  was  fond  of  tell- 
ing his  senior  executives  that  the 
key  challenge  of  the  1990s  was 
"managing  surprise."  By  that  test,  the 
o2-year-old  chairman  and  chief  executive 
of  British  Petroleum  Co.  came  up  short. 
He  was  whipsawed  by  volatile  oil  prices 
and  slow  worldwide  economic  growth, 
leaving  Britain's  largest  industrial  com- 
pany reeling.  But  Horton's  fatal  blind 
spot,  it  now  appears,  was  his  failure  to 


'unpleasant  and  undiplomatic,' 
and  bp's  board  faced  mounting 
evidence  of  morale  problems 


realize  that  his  closest  colleagues  had 
turned  against  him. 

Horton's  stunning  resignation  on  June 
25  was  the  result  of  a  rare  British  corpo- 
rate coup.  Interviews  with  BP  insiders 
reveal  that  Horton  was  ousted  by  a  solid 
front  of  BP  executives  and  outside  direc- 
tors. Like  former  Soviet  President  Mik- 
hail Gorbachev,  Horton  waxed  eloquent 
about  perestroika  and  the  "revolution" 
he  was  leading  to  shake  up  the  hide- 
bound bureaucracy  at  the  world's  third- 
largest  oil  company.  Yet  he  failed  to  de- 
liver financially.  And  insiders  say  he 
had  an  imperious  manner  that  under- 
mined his  stated  aim  of  encouraging  dis- 


sent and  initiative.  Horton  declined 
comment. 

Horton's  dismissal  came  at  the  hai 
of  a  17-member  board  made  up  oi 
who's  who  of  international  industry 
includes  banker  Lord  Ashburton  (1 
merly  known  as  Sir  John  Baring);  C 
Hahn,  chairman  of  Volkswagen;  i 
Charles  F.  Knight,  chairman  of  Emeri 
Electric  Co.  The  board  quickly  separa 
the  functions  of  chairman  and  CEO 
former  goes  to  Ashburton 
nonexecutive  role,  the  latter 
David  A.  G.  Simon,  who 
been  chief  operating  officer, 

HIGH-HANDED   WAYS?  Sour 

say  the  nine  outside  direct 
were  galvanized  by  numen 
secret  discussions  since  at  le 
early  February  with  Hortc 
fellow  executives.  The  direct 
were  presented  with  mount 
evidence  of  morale  problei 
brought  on  by  financial  pi 
sures  and  layoffs.  The  exc 
tives  were  increasingly  agita 
by,  as  one  claims,  the  "unpl 
ant  and  undiplomatic"  man 
in  which  Horton  would 
with  them,  including  niggl 
phone  calls  at  all  hours.  BP 
rectors  declined  to  comment 
In  Cleveland,  home  of 
America  Inc.,  formerly  knc 
as  Standard  Oil  Co.  (Ohio^ 
big  round  of  cutbacks  was 
nounced  the  day  before  Hoi 
quit.  Recent  executive  de| 
tures  included  not  just  its  E 
ish  chairman,  James  H.  R 
who  left  for  the  top  job  at  I 
ain's  Cable  &  Wireless  PLC, 


its  refining  and  marketing  boss,  Johr 
McDonald.  In  the  London  office,  ex( 
tives  openly  circulated  memos  spooi 
Horton's  management  style,  incluc 
one  that  referred  to  his  desk  chair  as 
Napoleonic  throne." 

The  most  substantive  row,  say  sev 
insiders,  was  over  Horton's  insistenc< 
maintaining  the  company's  annual 
dend  payout  of  $1.7  billion  despit 
cash-flow  crunch.  In  meetings  with 
nior  officials,  Horton  would  routii 
brush  aside  arguments  that  the  divid 
should  be  shaved  in  order  to  strengt 
the  balance  sheet.  The  battering 
stock  has  taken — down  13%  since 
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ignation — suggests  that  investors 
V  fear  the  dividend  will  be  cut. 
lorton's  fall  is  a  far  cry  from  the  late 
Os,  when  he  returned  to  London  from 
veland.  His  turnaround  of  Sohio,  cou- 
i  with  earlier  successes  in  BP's  tanker 
1  chemical  units,  catapulted  him  to  the 
job.  Two  years  ago,  he  embarked  on 
idical  plan,  called  Project  '90,  to  wake 
BP.  Horton  was  hell-bent  on  "Ameri- 
izing"  a  head  office  mired  in  commit- 
5  and  paper-pushing.  "We  needed 
leone  to  shake  us  out  of  the  dol- 
ms,"  says  a  former  executive.  Hor- 
's  dream:  to  create  no  less  than  "the 
Jel  corporation  for  the  21st  century." 
uv  BALLGAME.'  Yet  what  worked  in 
veland  hasn't  in  London.  Part  of  it  is 
ural  resistance.  "It  was  a  whole  new 
game  for  BP,"  says  Frank  E.  Mosier, 
red  vice-chairman  of  BP  America.  But 
ics  say  a  big  part  of  the  problem  was 
r  execution.  "There  was  a  lot  of  talk 
ut  empowerment,"  says  one  insider, 
t  it  turned  into  a  conflict  between 
it  was  said  and  what  was  done." 
if  course,  BP's  financial  problems 
iplicated  Morton's  task.  BP  is  saddled 
1  the  legacy  of  a  $16  billion  spending 
36  in  1987-89.  The  money  flowed  to 
1  control  of  Sohio,  purchase  North 
producer  Britoil  PLC,  and  buy  back  a 
chunk  of  BP  stock  from  the  Kuwait 
sstment  Office.  For  a  company  that 
ilted  heavily  toward  exploration  and 
iuction  earnings,  low  oil  prices  have 
:i  a  disaster.  First-quarter  1992  earn- 
;  plunged  82%,  and  bp's  debt-to-equi- 
atio  is  an  onerous  85%. 
^thin  days  of  Horton's  departure,  bp 
ounced  new  efforts  to  conserve  cash, 
lically,  many  of  them  come  from  a 
tegic  review  launched  earlier  by 
ton  himself.  BP  is  retrenching  in  the 
I.  and  may  put  its  filling  stations  and 

refineries  outside  the  Midwest  and 
theast  on  the  block.  Overall,  capital 
iding  is  being  slashed  from  last 
•'s  $8  billion  to  no  more  than  $5  bil- 
a  year  in  1993  and  1994.  If  oil  prices 

any  extra  cash  will  be  used  to  pay 
n  debt. 

s  with  any  oil  company,  the  key  is 
ing  more  oil  than  you  are  produc- 
-something  BP  hasn't  excelled  at. 
1  its  core  Alaskan  and  North  Sea 
its  declining,  new  CEO  Simon  will 
huge  pressures  to  marshal  his 
ce  resources  in  productive  areas, 
big  bet  now  is  Colombia  and  the 
)  water  of  the  Gulf  of  Mexico, 
eantime,  Simon  will  need  to  buck  up 
troops.  On  June  29,  he  sent  a  mes- 
!  to  all  headquarters  employees, 
ssing  the  importance  of  "team- 
<."  Horton  had  used  the  same  word 
self  many  times  before.  Now,  Simon 
have  to  show  he  means  it. 
/  Richard  A.  Melcher  in  London,  with 
ary  Schiller  in  Cleveland 


GERMANY  I 


IBM  DROPS  A  BOMB 
ON  LABOR 


Germany's  cozy,  costly  union-management  consensus  is  splintering 


IC  METALL  WILL  LOSE  l7,SOO  IBM  WORKERS 


estled  in  Stuttgart's  hilly  sub- 
urbs, IBM  Deutschland's  placid 
headquarters  is  an  unlikely  spot 
from  which  to  launch  a  revolution.  But 
that's  exactly  what  Hans-Olaf  Henkel, 
chief  executive  of  IBM's  $10  billion-a-year 
German  subsidiary,  is  attempting. 

At  a  boardroom  breakfast  on  June  30, 
Henkel  disclosed  that  IBM  would  pull 
17,500  of  its  24,500  workers  out  of  the 
national  labor  contract  with  IG  Metall, 
Germany's  most  powerful  union.  De- 
manding "performance  and  results" — 
and  b7(  annual  productivity  gains — Hen- 
kel plans  to  create  four  operating  com- 
panies. Only  one,  the  7,000-employee 
manufacturing  unit,  will  remain  under 
contract.  Says  Henkel:  "It's  the  first 
time  someone  has  dared  escape  the 
stranglehold  of  the  metalworkers." 

That  may  be  so.  But  many  employers 
already  are  doing  more  than  just  com- 
plaining about  high  German  wages  and 
restrictive  work  rules.  Across  the  coun- 
try, the  comfortable  and  costly  labor- 
management  consensus  in  place  for  de- 
cades is  starting  to  crack  in  the  face  of 
recession,  looming  European  free  trade, 
and  global  competition. 

Earlier  this  year,  public  workers 
backed  off  on  demands  for  double-digit 
pay  hikes  after  Chancellor  Helmut  Kohl 


stood  his  ground  during  11  days  of 
strikes.  And  big  manufacturers  are 
stepping  up  offshore  investments 
in  search  of  cheap  labor.  BMW  is 
building  its  next  plant  in  South 
Carolina.  Daimler-Benz  and  Volks- 
wagen are  moving  offshore.  And 
even  IBM  is  selling  Europeans  a 
line  of  Asian-made  PCs. 

What's  bothering  employers  as 
much  as  Germany's  $28-per-hour 
manufacturing  labor  costs  are 
work  rules  that  sharply  limit  their 
flexibility.  IBM  now  pays  workers 
more  than  union  scale  and  is  likely 
to  continue  doing  so.  But  with  the 
company  forced  to  spread  90%  of 
its  pay  hikes  across  its  entire  work 
force,  Henkel  complains  he  hasn't 
been  able  to  reward  productive 
workers.  He  and  other  employers 
also  rail  at  deals  in  several  indus- 
tries to  shrink  the  work  week  to  35 
hours  by  1995,  from  37  now.  "IBM's 
move  worries  us,"  concedes  Her- 
mann Zoller  of  the  IG  Medien  pub- 
lishing and  communications  union. 
Labor  could  still  try  to  blunt 
IBM's  move.  Henkel  is  pulling  IBM  out  of 
an  employers'  federation  that  negotiates 
wages  industrywide.  But  under  German 
law,  he  still  is  obliged  to  deal  with  the 
company's  workers'  council.  That  re- 
quirement has  enabled  IG  Metall  to  force 
1,500  other  breakaway  employers  into 
deals  similar  to  ones  reached  by  bigger 
companies.  But  there's  no  guarantee 
that  the  metalworkers  will  succeed 
against  the  powerful  IBM. 
STERN  WARNING.  Indeed,  even  before 
Henkel's  bombshell,  pattern  bargaining 
was  fraying.  In  eastern  Germany,  em- 
ployers are  fighting  to  impose  deals  re- 
flecting the  region's  lower  productivity. 
And  publishing  giant  Gruner  &  Jahr,  us- 
ing a  variant  of  IBM's  tactic,  has  pulled  a 
plant  near  Hamburg  out  of  the  Print 
Industry  Employers'  Federation  so  it 
could  print  Stern  magazine  on  week- 
ends. That  practice  had  l^een  banned  un- 
der a  pact  on  working  conditions. 

With  German  manufacturers  opening 
plants  everywhere  from  Czechoslovakia 
to  South  Carolina  to  slash  production 
costs,  it  will  be  harder  and  harder  to 
justify  such  restrictions.  Finally,  the 
global  economy  is  catching  up  with  Ger- 
many's well-paid  unions. 

Bi/  John  Tern  pieman  in  Stuttgart,  irith 
Ann  Hollifield  in  Bonn 
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THE  RULES,  REGULATIONS  AND  CUSTOMS  OF  130  COUNTRIES 
AROUNO  THE  WORLD  AREN'T  FOREIGN  TO  US.  Most  of  AlG's  34,00 
people  are  native  to  the  lands  in  which  they  work.  So  they  have  a  deep  understanding  of  local  law: 
practices  and  traditions.  They  know  how  to  design  insurance  products  specifically  for  their  own  markei 


i  can  respond  quickly  to  changing  conditions  and  customer  needs.  Together  they  form  a  unique  network 
service  capabilities.  Because  the  quality  of  our  services  to  clients  is  a  product  of  the  number 
i  experience  of  our  people.  And  that  is  something  no  one  else  can  match  in  this  fast-changing  world. 

WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES. 

American  International  Group.  Inc..  DepL  A.  70  Pine  Street.  New  York,  NY  10270. 


Before  you  can  even  tkink.  ot  openine'  a  tusiness  or  a  plant  in 
Alabama,  vou  mi^lit  kave  to  overcome  some  misperceptiorLS 
alxjut  tke  state— irtia^s  skaped  W  tke  media 
and  m^•tlls  about  tke  5outla .  Il  tliat  s 
tke  case,  tke  krst  tkin?  ^^■e  ^^■ant 
vou  to  open  is  vour  mind. 
Because  onlv  tken  •\\"ill  vour 
eves  ke  open  to  all  tkat 
ama  kas  to  oiler. 
Xkat  s  absolutely  not 
tke  case,  Rav 
Rose\v-all 
_  savs  oi  kis 
friends 
comments . 
"Mobile. 

oskeA  us.  Wlien  you  oally,      vers"  1 

aet  on  dio  plane,     .  1  •  1  •      •      ^   r 

-j'-       ,  tiimkmg  m  attracting  ne^v 

do  ifoit  set  iidur  c  c 


watch  hack 
20  iiearsf 


Rau  RosewaU. 
ExixuHk  ^  ice  Presidetii 
QMS  MobL 


kusiness ,  verv  open  to 
cliancfe.    He  add^,    Xke  cits' 
LS  mucli  more  ot  a  raeltin?  pot 
ot  people  tkan  I  expected .    Concermn^  tke  | 
work  lorce,  Rav  savs,    Tkev  re  ver\"  liard- 
■\s  orldng  and  take  pnde  m  dieu'  work  tliat  vou  don  'ttind  m 
die  re^t  ot  tke  countrv'.  As  tor  protessionaL,  we  ve  tound 
many  knqlit  entjineers  trom  die  state  s  umversities . 

Xim  and  Pat  I^i^an  didn  t  reallv  expect  to  mo\  e  to 


Alabama  ^s  ken  tke^'  came  kere  tor  Tim  s  inter\-ie-\\-  -w-itk  tke 

Alab  ama  5kakespeare  Festival.    But  we  sa-sv  tke  best 

production  of  Ckel5ko^■  ever,  and  made  up  our 

mmds  at  mtermission,     1  im  savs.  "We 

felt  tkat  workin?  -\s-idi  a  tkeater  tkat 

draws  trom  all  avsi  the  nation, 

ev  en  fa^  toreign  countries,  would 

be  an  excellent  opportunitN'.  And 

I  ve  nev  er  seen  suck  strong  com- 

mumt\'  support  for  a  tkeater. 

Xke  X^an^ans,  wko  kave  a  six- 

vear-old  son  and  a  itvear- 

old  dau^kter,  sav  tkat  tke 

move  trom  Rliode 

Island  to  Alakama  kas 

en  us  our  lamilv  back. . , 

tke  fairuly  unit  is  more  to^etke 

kere,  and  people  knoA\-  ko-v\-  to 

relax  and  f"  ^ 

Shakespeare  to 

enjoy  tkem- 

elA'cs . 
Wken  considering  a 
location  tor  a  ne\\  plant 
or  business ,  don  t  close  vour  mind  to 
Akb  ama.  Because  a  closer  look  at  us 


Ix  perfonyietJ  witJj 
Soumeni  acceyit! 

Irm  Laiuxzn. 
yianaging  Director 
TJjs  Alabama  SimKesf 
Festival,  yicmtaome. 


CO  uldb  roaden  vour  min  d.And  your 
pos 


jssibikties . 


\mm\ 


-A.    I    a     h  a 


W  k 


Y^ow  Think  I 


For  more  inlomiation,  contact  tiie  Economic  Development  Partnersliip  ol  AJatama:  P.O.  Box  i-b^i.  Birmin^rkam,  Alatama  Sozgi-oooi;  2o5  25o-22it 
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UGOSLAYIA:  IS  COMMANDER  BUSH 
AKING  CHARGE? 


t  was  hardly  the  European  Community's  finest  perfor- 
mance. During  the  past  year,  Yugoslavia's  civil  war  has 
driven  up  body  counts  in  Vukovar,  Dubrovnik,  and  Saraj- 
.  Yet,  with  their  incessant  squabbling,  EC  diplomats  have 
ven  themselves  incapable  of  handling  the  crisis.  So,  Pres- 
it  George  Bush  is  now  leading  the  crusade.  Backed  by  the 
'"I.,  he's  vowing  to  use  U.  S.  military  force  to  get  supplies 
)  battered  Sarajevo,  capital  of  breakaway  republic  Bos- 
Herzegovina.  So  much  for  the  grand 
on  of  an  independent  EC  foreign  pol- 
For  now  at  least,  the  U.  S.  still  calls 

shots  on  Europe's  security, 
fet  for  Bush,  who  faces  a  tough  re- 
^tion  campaign,  the  strategy  could 
kfire.  The  military  mission  doesn't 
ipare  with  booting  Saddam  Hussein 
of  Kuwait.  The  Yugoslavian  conflict 

sticky,  fratricidal  civil  war  more  like 
tnam,  complete  with  guerrillas  and 
)ers.  Nor  does  the  U.  S.  have  a  com- 
ing economic  interest,  such  as  oil,  in 
region.  Even  so,  on  June  30,  Bush  of- 
id  U.  S.  Navy  and  Air  Force  jets  to 
cover  for  U.  N.  troops  and  supply 
voys  on  the  gi'ound.  He  ordered  six 
>s  can-ying  Marines  into  the  Adriatic 
.  Two  U.  S.  military  cargo  planes 
id  ready  to  lly  supplies  into  Sarajevo. 
:PRiSE  VISIT.  The  U.  S.'s  global-cop  gambit  will  also  compli- 
i  relations  with  the  Europeans,  particularly  France.  The 

fumbling  on  the  issue  plays  into  the  hands  of  Pentagon  of- 
ils.  who  want  to  refashion  the  U.  S.-led  NATO  as  Europe's 
nary  security  organization.  If  it  deals  successfully  with 

Yugoslovian  crisis,  NATO  will  be  encoiu'aged  to  play  police- 
1  in  other  troubled  spots.  The  idea,  says  one  senior  Admin- 
ation  official,  is  "to  get  to  conflicts  before  they  arise." 
'he  French,  who  prefer  an  all-European  defense  structure 

a  diminished  NATO,  strongly  resent  Washington's  continued 


IN  SARAJEVO:  THE  EC  HAS  BEEN  LETHARGIC 


domination  of  Europe's  foreign  policy.  Such  initants  have  al- 
ready come  to  play  in  the  Yugoslavian  crisis.  When  he  paid  a 
surprise  visit  to  Sarajevo  on  June  28,  French  President 
Frangois  Mitterrand  was  as  much  driven  by  a  desire  to  one-up 
Bush  as  to  draw  attention  to  the  city's  plight.  When  the  U.  N. 
sent  more  than  800  troops  to  Sarajevo,  Mitterrand  quickly  an- 
nounced that  some  450  French  soldiers  would  join  them. 
But  whatever  their  nationalities,  the  troops  face  huge  obsta- 
cles. The  Sarajevo  airport  is  sun'ounded 
by  mountains  as  high  as  7,000  feet,  offer- 
ing Serbian  artillery  units  the  high 
ground.  Even  if  the  airport  remains 
open,  it's  not  big  enough  to  supply  the 
city.  To  do  that,  the  U.  N.  will  need  to 
secure  a  160-mile  land  corridor  from  the 
Croatian  port  of  Split. 
LOCAL  FEUD.  If  things  turn  bloody,  the 
U.  N.  likely  will  ask  for  U.  S.  airpower 
to  root  out  Serbian  artillery  positions 
near  Sarajevo.  Bush  has  ruled  out  using 
ground  troops.  Yet  if  U.  S.  pilots  are 
captured  or  killed,  U.  S.  public  opinion 
could  force  him  to  back  off,  eroding  his 
credibility  as  the  Mr.  Fix-it  of  world 
diplomacy.  The  Serbs  also  could  pull 
back  and  attack  other  cities,  making 
Bush's  effort  pointless.  "I  think  we 
ought  to  stay  out,"  warns  retired  Ma- 
rine Lieutenant  General  Bernard  Trainor.  "That  has  been  a 
center  of  violence  for  centuries." 

Now  that  the  world's  remaining  superpower  is  on  the 
scene,  the  Serbians  have  a  new  rallying  point.  This  may  only 
preserve  the  regime  of  Serbian  leader  Slobodan  Milosevic,  who 
had  been  facing  opposition  at  home.  It  is  the  kind  of  local  feud 
the  Administration  would  rather  let  the  Europeans  handle.  But 
they're  not.  Bush  is  putting  the  U.  S.  in  a  situation  more 
complicated  than  most  Americans  imagine. 

Bi/  Bridti  Brvnnier  iti  Wa.Hhiniitun  and  Bill  Jaretski  in  Paiis 
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[or  beleaguered  McDonnell  Dou- 
glas Corp.,  the  stunning  victory 
Israel's  Labor  Party  in  general 
•ctions  is  good  news.  Fearing  polit- 
1  fallout  in  an  election  year,  the 
sh  Administration  had  sidelined 
i  company's  bid  to  .sell  F-15  fight- 
•  to  Saudi  Arabia.  But  Labor's  gain 
lid  pave  the  way  for  a  thinly 
led  quid  pro  quo  that  would  give 
!  F-15  deal  a  green  light. 
Yitzhak  Rabin,  the  new  Israeli 
me  Minister,  has  pledged  to  freeze 
istruction  of  Jewish  settlements  in 
!  West  Bank.  In  return,  the  White 
use  is  likely  to  reward  Israel  by 


approving  some  of  the  $10  billion  in 
U.  S.  loan  guarantees  it  wants  to  help 
house  former  Soviet  Jews.  That,  Cap- 
itol Hill  and  defense-industry  sources 
say,  could  defuse  congressional  and 
voter  opposition  to  the  F-15  sale.  For 
McDonnell,  the  stakes  are  big.  Al- 
ready, 1,000  workers  have  been  laid 
off,  and  without  a  Saudi  order,  the  F- 

15  line  will  go  cold  in  1994. 

EUROPEAN  COMMUNITY  

ow  that  Jacques  Delors  will  be 
European  Commission  i)resident 
for  two  more  years,  the  politicking  is 
hot  and  heavy  to  fill  the  seats  of  the 

16  other  EC  commissioners.  Some 
stalwarts  seem  sure  to  stay,  such  as 


antimonopoly  czar  Sir  Leon  Brittan 
and  single-market  chief  Martin 
Bangemann.  Yet  several  of  Europe's 
biggest  political  personalities  are  ru- 
mored contenders  for  other  posts. 

Neil  G.  Kinnock,  the  gadfly  from 
the  U.  K.'s  Labor  Party,  may  replace 
Bruce  Millan  as  regional  policy  chief. 
And  former  Italian  foreign  minister 
Gianni  De  Michelis  wants  to  succeed 
Frans  Andriessen  as  EC  foreign  policy 
commissioner.  Another  spot  available 
is  environment  commissioner.  The 
last  one.  Carlo  Ripa  di  Meana  of  Ita- 
ly, resigned  after  he  refused  to  at- 
tend the  Rio  Earth  Summit,  com- 
plaining that  the  EC  failed  to  back 
his  positions. 
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BRITAIN'S  RATHER 
GOOD  SHOW 

THE  U.S.  DIDN'T  DO  BADLY,  EITHER.  BUT  JAPAN  TOOK  A  DIVE 


S! 
1 


tudying  the  British  economy  can 
I  be  a  grim  exercise.  Locked  in  the 
longest  recession  since  World  War 
II.  Britain  is  struggling.  The  jobless  rolls 
have  risen  by  1  million  people,  while  cor- 
porate bankruptcies  are  hitting  record 
levels.  Consumer  confidence  is  faltering. 
And  one  of  the  nation's  biggest  industri- 
al companies.  British  Petroleum  PLC — 
buffeted  by  huge  debts  and  internal  dis- 
sension— sacked  its  chairman,  Robert  B. 
Horton,  in  late  June. 

But  there's  some  good  news  behind 
the  gloom.  Despite  the  countr}-'s  trou- 
bles, a  growing  number  of  British-based 
companies  are  becoming 
world  class,  selling 
products  as  diverse  as 
the  antiulcer  drug  Zan- 
tac and  Johnnie  Walker 
Scotch  whisky.  Results 
of  BUSINESS  week's 
fifth  annual  Global 
1000,  which  ranks  the 
world's  largest  compa- 
nies by  market  capital- 
ization, reveal  solid, 
sometimes  spectacular, 
gains  by  British  compa- 
nies. Led  by  big  jumps 
in  value  at  drugmaker 
Glaxo,  drinks  producer 
Guinness,  and  consum- 
er-products giant  Grand 
Met,  Britain  added  16 
companies  to  this  year's 
Top  1000,  second  only  to 
the  U.  S.,  which  added 
24.  Overall,  Britain  add- 
ed $162  biUion  to  its  to- 
tal market  capitalization,  up  26^'^  over 
the  year  before. 

'BUY  THE  WORLD.'  The  Strong  British 
showing  underscores  a  major  theme  run- 
ning through  much  of  the  list:  In  a  peri- 
od of  slow  growth  across  much  of  Eu- 
rope and  Japan  and  only  a  modest 
pickup  in  the  U.  S.,  investors  turned  to 
recession-resistant  companies  with  solid 
brand  names  and  a  broad  spread  of  in- 
ternational acti\-ities.  What's  more,  in- 
vestors favored  companies  that  have 


taken  big  restructuring  hits  or  digested 
big  acquisitions — or  both — and  now  are 
emerging  as  industr\-  leaders.  Many 
such  seasoned  operations  are  found  in 
Britain.  Says  Eric  Elstob,  joint  manag- 
ing director  of  Foreign  &  Colonial  In- 
vestment Trust  PLC:  "If  there  is  one 
place  to  buy  the  world  economy,  it's  in 
London." 

The  Global  1000,  compiled  by  Geneva- 
based  Morgan  Stanley  Capital  Interaa- 
tional,  tracks  2,.500  companies  in  22  coun- 
tries in  developed  markets.  The  publicly 
traded  companies  are  ranked  on  a  world- 
wide basis,  using  market  value  and  oth- 


MARKET  GUIDE  FOR  INVESTORS 

Natio"a!  cofnposites  of  Global  1000  stocks 


Market  capitalization 

Billions  of  U.S.  dollars 

P-E  ratio 

Yield 

Return  on 
equity 

1.  U.S. 

S2,869.3 

25 

2.7% 

16.7% 

2.  JAPAN 

1,675.5 

49 

1.0 

7.3 

3.  BRITAIN 

777.2 

29 

4.8 

17.7 

4.  GERMANY 

269.6 

23 

1.7 

12.8 

5.  FRANCE 

254.3 

19 

3.0 

12.9 

6.  SWITZERLAND 

118.5 

17 

2.3 

11.9 

7.  HONG  KONG 

117.8 

18 

3.2 

17.5 

8.  NETHERLANDS 

114.5 

13 

3.8 

35.0 

9.  CANADA 

110.3 

46 

3.4 

9.5 

10.  AUSTRALIA 

90.8 

18 

3.5 

10.3 

er  data  as  of  May  29.  A  countr\"-by-coun- 
try  listing  follows,  putting  market 
performance  in  a  national  context.  The 
list  also  incorporates  data  on  U.  S.  com- 
panies from  Standard  &  Poor's  Compus- 
tat  Services  Inc.  To  cast  the  net  as  wide 
as  possible,  BUSINESS  week  adds  a  sepa- 
rate table  (page  104)  ranking  top  compa- 
nies in  South  Korea,  Taiwan,  Brazil,  and 
Mexico  by  sales  and  profits.  These  four 
countries  have  global-scale  companies, 
but  their  markets  are  either  difficult  for 


foreigners  to  enter  or  aren't  tracked 
Morgan  Stanley. 

After  Britain's  noteworthy  gains,  1 
next  big  trend  was  Japan's  slide.  Ma 
moth  Nippon  Telegraph  &  Telephc 
Corp.  suffered  a  325  billion  drop  in 
market  value.  Indeed,  the  29^f  drop 
the  Nikkei  stock  average  in  the  per 
measured  sent  Japanese  compan 
dowTi  the  rungs  of  the  Global  1000.  Fc 
fell  out  of  the  Top  10,  and  44  of  1 
biggest  50  decliners  in  market  va 
were  Japanese.  Japan's  banks  have  b( 
clobbered  by  real  estate  loan  proble 
and  steep  falls  in  their  equitj'  portfoli 
Japan's  only  conspi 
ous  gainer:  Toyota  . 
tor  Corp.,  flush  w 
813.5  billion  in  cash 
liquid  investmen 
boasts  a  dominant  m 
ket  share  at  home  an 
rising  one  in  the  U 
As   a  result,  Toy( 
jumped  to  No.  11. 
HAVENS.  There's 
question  that  the  "b 
ble  years"  in  Japan 
over  and  that  a  sha 
out  is  now  under  v 
across  a  wide  swath 
industries.  Only  a  i 
of  Japan's  Global  1 
companies  have  b( 
left   untouched.  Y 
mindful  of  the  S3.5 
lion  spent  by  Japan 
companies  during 
late  1980s  on  resea 
and  development 
plant  and  equipment,  economic  anal 
and  author  Naoki  Tanaka  argnies  t 
"the  market  crash  has  had  hardly 
impact  on  the  competitiveness  of  Js 
nese  companies." 

Competitiveness  aside,  Am.erican  c 
panies  outdid  the  rest  of  the  work 
this  year's  list,  grabbing  the  lion's  si 
of  total  market  value.  Well-run  old 
bles  that  weathered  the  U.  S.  recess 
such  as  Exxon,  Philip  Morris,  and  Gei 
al  Electric,  solidified  their  claims  on 
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SALES 

Billions  of  U.S.  dollars 

SHARE-PRICE  GAIN 

Percent  from  1991,  U.S.  dollars 

1.  C.  ITOH 

$151.6 

1.  CISCO  SYSTEMS 

184% 

2.  SUMITOMO 

149.7 

2.  GOODYEAR  TIRE  &  RUBBER 

169 

3.  MITSUI 

148.2 

3.  NEWS  CORP. 

139 

4.  MITSUBISHI 

140.4 

4.  AUTOZONE 

133 

5.  MARUBENI 

139.2 

5.  FRUIT  OF  THE  LOOM 

132 

6.  EXXON 

115.0 

6.  MICHELIN 

127 

7.  GENERAL  MOTORS 

105.0 

7.  HANG  SENG  BANK 

110 

8.  ROYAL  DUTCH/SHELL 

102.7 

8.  MIDLAND  BANK 

107 

9.  NISSHO  IWAI 

97.3 

9.  WHARF  (HOLDINGS) 

99 

10.  FORD  MOTOR 

88.3 

10.  SIEBE 

99 

PROFITS 

Billions  of  U.S.  dollars 

I.EXXON 

$5.60 

2.  GENERAL  ELECTRIC 

4.44 

3.  ROYAL  DUTCH/SHELL 

4.29 

4.  PHILIP  MORRIS 

3.93 

5.  BRITISH  TELECOM 

3.64 

6.  TOYOTA  MOTOR 

3.13 

7.  MERCK 

2.12 

8.  UNILEVER 

2.09 

9.  BRISTOL-MYERS  SQUIBB 

2.06 

10.  BRITISH  GAS 

2.03 

DATA:  MORGAN  STANLEY  CAPITAL  INTERNATIONAL  INC.,  BW 
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RETURN  ON  EQUITY 

Percent 


1.  DORDTSCHE  PETROLEUM 

207.9% 

2.  SMITHKLINE  BEECHAM 

90.8 

3.  AVON  PRODUCTS 

83.2 

4.  POLYGRAM 

60.4 

5.  CANAL  PLUS 

59.9 

6.  FREEPORT  McMORAN  C&G 

59.4 

7.  UST 

53.7 

8.  RENTOKIL  GROUP 

53.0 

9.  HONG  KONG  TELECOM 

52.8 

10.  WOLTERS  KLUWER 

50.8 

iOOO 
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Top  10.  And  new  entrants  to  the  lofty 
ranks,  such  as  Coca-Cola  Co.  at  No.  7, 
reflect  investor  appetite  for  proven  glob- 
al leaders  in  consumer  products.  Anoth- 
er clear  beneficiary  of  safe-haven  invest- 
ing: Wal-Mart  Stores  Inc.  In  a  bombed- 
out  retail  sector,  this  discounter  par 
excellence  continued  its  climb  and  now 
ranks  an  eye-popping  No.  6  among  all 
companies,  worth  $61  billion. 

Britain's  market  success  in  this  period 
holds  some  sober  lessons  for  its  econo- 
my as  a  whole.  By  and  large,  the  win- 
ners are  consumer  and  drug  companies 
that  have  spent  heavily  developing  and 
nurturing  brands  sold  around  the  world. 
At  the  same  time,  the  Global  1000  shows 
the  waning  importance  of  manufactur- 
ing in  the  British  econo- 
my. True,  conglomer- 
ates Hanson,  BTR,  and 
Imperial  Chemical  In- 
dustries are  industrial 
powerhouses.  But  the 
big  industrials,  along 
with  consumer-product 
companies,  are  increas- 
ingly putting  their  as- 
sets overseas — not  at 
home. 

A  HEYDAY?  That's  a 
worrying  long-term 
trend  for  the  domestic 
British  economy.  David 
C.  Roche,  chief  global 
strategist  at  Morgan 
Stanley  International, 
expects  the  next  few 
years  to  be  a  heyday 
for  capital-goods  and 
other  manufacturing 
companies  in  most  econ- 
omies. But  "in  the  back- 
to-basics  shift,"  he  says, 
"Britain  will  lag  be- 
hind." 

The  shakeup  at  BP 
(page  44)  is  a  stark  ex- 
ample of  weakness  be- 
hind the  year's  gains. 
Consider  its  fortunes 
contrasted  with  archri- 
val Royal  Dutch/Shell  Group.  Although 
slow  growth  around  the  world  has  taken 
its  toll  on  the  Anglo-Dutch  company,  its 
resilience  and  impeccable  balance  sheet 
have  won  over  investors.  So  much  so,  in 
fact,  that  it  edged  out  Japan's  giant  NTT 
to  take  the  No.  1  spot  in  the  Global  1000. 

On  the  Continent,  dozens  of  big  Euro- 
pean companies  are  proving  their  mettle 
during  tough  times  by  driving  down 
costs  and  successfully  absorbing  com- 
petitors. Although  Germany  has  rela- 
tively few  big,  publicly  held  companies, 
they  are  formidable  players.  Allianz 
Holding,  now  Europe's  largest  insurer, 
shook  off  investor  worries  about  its  ac- 
quisition binge  a  year  ago  and  has 
jumped  to  No.  30  on  "the  Global  1000,  just 


as  a  downturn  in  the  insurance  cycle 
seems  to  be  taking  hold.  Daimler  Benz, 
which  is  in  some  ways  a  proxy  for  Ger- 
many Inc.,  is  confident  that  its  earnings 
are  firmly  on  the  upswing  as  German 
growth  picks  up.  Even  so,  39th-ranked 
Daimler,  with  a  market  capitalization  of 
$23.5  billion,  is  ruthlessly  slashing  costs 
and  dumping  businesses  that  can't  be- 
come world  players. 

SPANISH  PLEDGE.  The  relatively  healthy, 
low-inflation  French  economy  provided  a 
fillip  to  powerful  supermarket  discount- 
er Carrefour.  Although  Carrefour  has 
had  difficulties  in  the  U.  S.,  the  company 
consolidated  its  leadership  in  French 
food  retailing  with  the  $950  million  pur- 
chase last  year  of  Euromarche.  Inves- 


EUROPE'S  BIG  GAINERS:  BRITAIN  LEADS  THE  WAY 


such  Spanish  companies  as  Endesa,  th 
largest  electric  company,  and  new) 
merged  electric  utility  Iberdrola. 

In  contrast  to  Spain's  vitality,  Italy 
is  in  deep  decline,  stuck  in  political  gri( 
lock  and  plagued  by  swelling  budge 
deficits.  Its  sagging  economy  is  draj 
ging  down  blue  chips.  Auto  maker  Fi; 
has  lost  a  huge  chunk  of  market  shar 
down  from  54%  to  447c,  over  the  pai 
two  years,  and  lost  6%  of  its  markc 
value  this  year,  down  to  $9.35  billio 
Although  Milan's  Montedison  still  enjoi 
rich  earnings  in  agroindustry,  its  $5 
billion  in  debt  makes  it  difficult  for  tl 
company  to  rebound  from  a  deep  slun 
in  chemicals.  It  lost  ground  on  th 
year's  list,  as  well.  Overall,  Italian  coi 
panies  have  been  slo 
to  establish  themselvi 


Company 

Country 

1992  market 
value 

(billions) 

Increase  in 
market  value 
from  1991 
{billions) 

1.  vLAAO  nwLDINv9 

Britain 

1  o  ^ 

$I2.0 

2.  WELLCOME 

Britain 

15.3 

6.9 

3.  GUINNESS 

Britain 

21.4 

6.6 

4.  GRAND  METROPOLITAN 

Britain 

19.3 

6.2 

5.  BTR 

Britain 

17.2 

5.7 

6.  ROCHE  HOLDING 

Switzerland 

20.8 

5.6 

7.  MARKS  &  SPENCER 

Britain 

17.0 

5.4 

8.  J.  SAINSBURY 

Britain 

15.2 

5.1 

9.  TOTAL  FRANCAISE  PETROLES 

France 

9.2 

4.3 

10.  CIBA-GEIGY 

Switzerland 

14.2 

4.3 

11.  L'OREAL 

France 

9.9 

4.2 

12.  SMITHKLINE  BEECH  AM 

Britain 

21.2 

4.1 

13.  B.A.T.  INDUSTRIES 

Britain 

21.9 

4.1 

14.  ENDESA 

Spain 

9.5 

3.9 

15.  ALCATEL  ALSTHOM 

France 

14.8 

3.7 

16.  SIEMENS 

Germany 

23.1 

3.5 

17.  BSN 

France 

11.9 

3.3 

18.  ELFAQUITAINE 

France 

18.9 

3.3 

19.  REUTERS  HOLDINGS 

Britain 

9.5 

3.2 

20.  RHONE-POULENC 

France 

6.6 

3.2 

DATA:  MORGAN  STANLEY  CAPITAL  INTERNATIONAL  INC 


in  Europe. 


tors  are  also  spotting  a  turnaround  story 
at  the  world's  largest  tiremaker,  Miche- 
lin.  After  $900  million  in  restructuring 
costs  over  the  past  two  years,  Michelin 
rejoined  the  Global  1000  after  falling  off 
the  list  last  year. 

Spanish  Prime  Minister  Felipe  Gonza- 
lez' firm  signal  that  he  has  joined  Eu- 
rope's free-market  enthusiasts  is  invigo- 
rating industry  in  Spain,  from  electric 
utilities  to  banks.  Tight  fiscal  and  mone- 
tary discipline  is  helping  to  bolster  inves- 
tor confidence  and  lift  a  growing  num- 
ber of  Spanish  companies  into  the  Global 
1000.  Pryca,  a  retailer  partially  spun  off 
by  Carrefour,  made  the  list  this  year. 
And  a  move  to  cleaner  sources  of  energy 
supply  and  freer  prices  have  benefited 


BOOMING.     No  SU( 

stay-at-homes  plagi 
Hong  Kong,  where  w( 
ries  about  the  handii 
over  of  power  to  Chii 
have  been  set  asid 
The  Hang  Seng  index 
up  a  blistering  56%  tl 
year,  highest  of  ai 
major  market.  Boomii 
real  estate  values,  ti 
to  the  demand  for  hoi 
ing  by  newly  afflue 
young  families,  ha 
pushed  Wharf  Hoi 
ings,  Henderson  Lar 
and  Hong  Kong  La: 
high  up  the  ranks  of  t 
Global  1000.  Th 
there's  the  frantic  tra 
with  China's  Guan 
dong  Province,  which 
lifting  the  big  tradi: 
houses,  Jardine  Matl 
son  and  Swire  Paci 
Ltd.  These  old-stj 
British  trading  com] 
nies  are  benefit! 
greatly  from  the  bl' 
ring  of  boundaries  1 
tween  southern  Chii 
Hong  Kong,  and  even  Taiwan. 

This  border-leaping  ability  is  one  li 
characteristic  of  most  of  this  yea 
Global  1000  gainers.  Another  is  stro 
brand  names,  whether  Coca-Co 
Toyota,  or  Smirnoff.  These  kinds  of  cc 
panies  can  ride  out  currency  swings  a 
stock  market  fluctuations.  They  also  ( 
eke  out  profit  gains  in  slow-growth  eo 
omies  because  of  their  brand  names  a 
strong  core  areas.  At  the  same  til 
they  are  big  enough  and  savvy  enou 
to  tap  into  emerging  markets  in  faraw 
lands.  Across  the  globe,  it's  clear  tl 
formula  works  through  bad  times 
well  as  good. 

By  Richard  A.  Melcher  in  London,  v  " 
bureau  reports 
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^NK  MARKET 

I  1991                        Billions  of  U.S.  dollars  VALUE 

RANK  MARKET 

1992   1991                        Billions  of  U.S.  dollars  VALUE 

2  ROYAl  DUTCH/SHELL  CROUP                 Neih  /Bnia  n  77  82 
1    NIPPON  TELEGRAPH  &  TELEPHONE               Japan  7752 

3  EXXON                                                         U.S.  75.30 
6    PHILIP  MORRIS                                                  U  S    71  29 

4  GENERAL  ELECTRIC                                    U  S  66  00 

51  29    HITACHI  LTD.                                                   Japan  20  64 

52  61     HANSON  TRUST                                                Bntom  20  59 

53  57    BRITISH  GAS                                                   Britain  20.49 

54  64    DEUTSCHE  BANK                                             Germany  20,16 

55  78    WALT  DISNEY                                                   U  S    19  79 

14   WAL-MART  STORES                                    U  S  60  82 
20    COCA-COLA                                                   US  58,47 
)5    MERCK                                                        US.  58  41 
18    AMERICAN  TELEPHONE  &  TELEGRAPH              U  S  55  85 
7   INTERNATIONAL  BUSINESS  MACHINES             U  S   51  82 

56  104    GRAND  METROPOLITAN                                Bnta  n  19  33 

57  45    ELI  LILLY                                                      US    19  31 

58  101    HEWLETT-PACKARD                                    US    19  12 
5  9     74    ELF  AQUITAINE                                                France   18  87 
60     47    KANSAI  ELECTRIC  POWER                                Japan   18  50 

16  TOYOTA  MOTOR                                                  Japan  43  97 
26    GLAXO  HOLDINGS                                            Bnto  n  42  64 
19   BRITISH  TELECOMMUNICATIONS                  Bnta  n  40  45 

9    MITSUBISHI  BANK                                           Japan  39  84 

17  BRISTOL-MYERS  SQUIBB                             U  S  3760 

61  56    BELL  ATLANTIC                                              U  S    18  50 

62  51    ATLANTIC  RICHFIELD                                  U  S    18  18 

63  76    SOUTHWESTERN  BELL                                     U  S    18  08 

64  54   AMERICAN  INTERNATIONAL  GROUP                 U  S  1794 

65  69    ASSICURAZIONI  GENERALI                                  Italy    17  75 

11    SUMITOMO  BANK                                            Japan  3712 
22    DU  PONT                                                        U.S.  35.41 
28    PROCTER  &  GAMBLE                                      U  S   34  74 
10    DAI-ICHI  KANGYO  BANK                                  Japan  34  68 
5   INDUSTRIAL  BANK  OF  JAPAN                     Japan  34  04 

66  50   WASTE  MANAGEMENT                                   U  S  1765 

67  73    IMPERIAL  CHEMICAL  INDUSTRIES                 Brta  n  1748 

68  49    BANK  OF  TOKYO                                              Japan  1732 

69  119    BTR                                                                  Britain  1720 

70  91     BROKEN  HILL  PROPRIETARY                          Australia  1713 

8    FUJI  BANK                                                       Japan  33.99 
25    JOHNSON  &  JOHNSON                                    U  S  32  28 

12    SANWA  BANK                                                  Japan  30  41 
39    UNILEVER                                                Neth./Britain  29  77 
21     TOKYO  ELECTRIC  POWER                                  Japan  29  25 

71  118    MARKS  &  SPENCER                                          Bntam  16.97 

72  108    MCDONALD'S                                                 U.S.   16  74 

73  71    AMERITECH                                             US.  16  62 

74  6  8    TEXACO                                                               US.  16.54 

75  83    DOW  CHEMICAL                                             U  S    16  51 

13    SAKURA  BANK                                                 Japan  29  05 
38    PEPSICO                                                         US   28  96 
42   ABBOTT  LABORATORIES                              U  S  28  50 
36    GTE                                                             US  2789 
33    ALLIANZ  HOLDING                                          Germany   27  48 

76  70    PACIFIC  TELESIS                                            U  S    16  42 

77  41     NIPPON  STEEL                                                  Japan  16.34 

78  90   SEVEN-ELEVEN  JAPAN                                 Japan  16  23 

79  60    TOSHIBA                                                              Japan    16  00 

80  79    SCHLUMBERGER                                            US    15  78 

31    GENERAL  MOTORS                                     U  S  2740 
24    BRITISH  PETROLEUM                                   Bnta in  26  95 

30    MOBIL                                                         US  25  89 
35    CHEVRON                                                     US  24  75 

43    NESTLE                                                         Switzerland  24  60 

81  59    MITSUBISHI  HEAVY  INDUSTRIES                    Japan  15  59 

82  201    BANKAMERICA                                              U.S.  15.58 

83  89    NYNEX                                                         US    15  48 

84  200    WELLCOME                                                       Britain   15  35 

85  82    ANHEUSER-BUSCH                                          US    15  32 

53    PFIZER                                                               US  2460 
32    AMOCO                                                        US  24,38 
55   AMERICAN  HOME  PRODUCTS                        US  23  71 
48    DAIMLER-BENZ                                            Germany  23  50 
40   BELLSOUTH                                             US  23.16 

86  109    FEDERAL  NATIONAL  MORTGAGE  ASSN.             US    15  25 

87  150    J.  SAINSBURY                                                  Bnlom    15  17 

88  95    SEARS,  ROEBUCK                                           US    15  01 

89  205    HOME  DEPOT                                                U  S    14  98 

90  66    BOEING                                                              US.   14  97 

52    SIEMENS                                                          Germany  23.14 

37   MATSUSHITA  ELECTRIC  INDUSTRIAL              Japon  22  63 
23    NOMURA  SECURITIES                                   Japan  22  10 

62  B.A.T.  INDUSTRIES                                     Bria  n  2189 

63  FORD  MOTOR                                               US    21 45 

91  128    ALCATEL  ALSTHOM                                              France    14  76 

92  72    CHUBU  ELECTRIC  POWER                              japan  14  67 

93  27    LONG-TERM  CREDIT  BANK  OF  JAPAN             Japan  14  61 

94  34    TOKAI  BANK                                                       japan    14  59 

95  114    SANDOZ                                                    Switzerland   14  58 

85    GUINNESS                                                        Britain  2136 
107    MICROSOFT                                                  US,  21.32 
65   SMITHKLINE  BEECHAM                               Bnto  n  2121 
46  MINNESOTA  MINING  &  MFG.                        U  S  20  96 

80    ROCHE  HOLDING                                       Switzerland  20  82 

96  87    US  WEST                                                             us  14,26 

97  105    ITO-YOKADO                                                    Japan  1422 

98  152    CIBA-GEIGY                                               Switzerland  14,16 

99  113    KELLOGG                                                   us    14  07 

100    156    HONG  KONG  TELECOMMUNICATIONS           Hang  Kong    14  04 

Footnotes  on  page  57 
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What  you  need  toda^ 

Somehow  the  word  "foreign"  seems  foreiji 
these  days.  The  world  is  smaller,  so  people  are  U- 
thinking  bigger,  beyond  borders.  I< 

Yet  cultures  will  always  be  different,  and  B 
the  paradox  of  international  business — the  nee» 
be  global  and  local  at  the  same  time.  I' 

At  IBM  weVe  old  hands  at  it.  and  much  oli 
what  weVe  learned  can  really  help  you.  P 

Being  local.  We  do  business  in  over  130  cu 
tries,  and  our  offices  are  staffed  and  run  by  pecJi 
who  were  born  there.  IBM  Brazil  is  Brazilian.  IV 
Italy  is  Italian.  So  they  understand  not  just  \*)u 


international  business  machine. 


inical  needs,  but  your  marketplace  and.  most 
ly,  your  industry.  Which  can  help  you  avoid  costly 
1  sometimes  embarrassing)  mistakes.  Also,  we 
d  things  near  your  locations  and  customized  for 
n.  So  your  software  in  Taiwan  speaks  Chinese, 
your  cash  drawers  in  France  will  fit  franc  notes. 

Being  global.  Of  course,  your  global  opera- 
s  can  t  be  islands,  you  have  to  manage  the  whole, 
we'll  help  you  do  it.  Our  branches  may  be  local, 
they're  all  on  the  same  team,  and  they'll  support 
m  a  consistent  way  no  matter  where  you  go. 
i    For  example,  Woolworth,  Burger  King^'^  and 


3M^'^  use  our  Selected  International  Account  pro- 
gram. It  helps  them  bridge  cultural,  legal  and  tech- 
nical differences  by  providing  a  single  point  of  con- 
tact that  aligns  IBM's  worldwide  presence  with  theirs, 

We  can  also  help  you  communicate,  whether 
you  have  your  own  global  network  or  hook  into  ours. 
The  IBM  Information  Network  makes  it  easier  to 
connect  more  than  90  countries  for  electronic  mail, 
EDI  and  more.  You  can  even  pay  in  one  currency. 

To  learn  more,  call  our        —  -— - 
International  Marketing  Informa-   Z  ZTZm 
tion  Desk  at  1  800  IBM-1774.        =  ==r  =  "  = 


Comfort 

Only  one  of  the  reasons  people  are  climbing 
out  of  their  imports. 


The  1992  Buick  Regal  Sedan 

The  Regal  Sedan  for  '92  truly  defines  American 
comfort  and  quality. 


Spac 


lOUS 

The  leg-  and  headroom  are  generous  in  every 
seat.  And  you'll  find  the  rich  optional  leather 
seating  areas  inviting  to  the  eye  as  well  as  to 
the  touch. 

omooth 

Smooth  and  agile,  Regal's  advanced  DynaRide® 
suspension  delivers  the  ride  you  expect  from 
a  premium  American 
motorcar. 


The  security  of  available  anti-lock  brakes  and  dual 
ComforTemp  climate  control  add  to  your  comfort. 

Quality 

Regal  also  delivers  something  no  other  car  in  its 
class  can  offer— Buick  quality. 

To  learn  more  about  the  comfort  and  quality  of 
the  Buick  Regal,  sit  back  and  enjoy  the  ride  with 
a  test  drive  at  your  local  Buick 
dealer  today,  or  call 
1-800-423-6787. 


QM     Buckle  up,  America' 

S'1992  GM  Corp  All  rights  reserved. 
Regal  IS  a  regislered  trademark  of  GM  Corp. 


BUICK 


The  New  Symbol  For  Quality 
In  America. 
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COUNTRY  BY  COUNTRY 


OSSARY 

RKET  VALUE: 

■e  price  on  May  29,  1992,  multiplied  by 
,t  available  number  of  shares  outstanding, 
ilated  into  U.  S.  dollars  at  May  29 
lange  rates.  Market  value  may  include 
ral  classes  of  stock;  price  and  yield  data 
Dosed  on  tfie  company's  most  widely  held 


lRE  price  and  annual  CHANGE: 

ing  per-share  price  on  May  29,  1 992,  in 
,  dollars.  Annual  percent  change  from  May 
1991,  to  May  29,  1 992,  both  in  U.  S.  dollars 
in  each  company's  local  currency. 


PRICE/BOOK  VALUE  RATIO: 

The  ratio  of  May  closing  price  to  latest  available 
net  worth  per  share  or  common  shareholders' 
equity  investment 

PRICE/EARNINGS  RATIO: 

The  ratio  of  May  closing  price  to  latest  1 2 
months'  earnings  per  share. 

YIELD: 

Latest  1  2  months'  dividends  per  share  as  a 
percent  of  May  closing  price. 

SALES: 

Net  sales  reported  by  company,  translated  at 
May  29  exchange  rotes;  revenues  for  banks 
and  other  financial  institutions  ore  not  included 
because  they  are  not  comparable  to  those  of 
industrial  companies. 


PROFITS: 

Latest  aftertax  earnings  available  to  common 
shareholders,  translated  at  May  29  currency 
exchange  rotes;  profits  are  from  companies' 
continuing  operations  before  extraordinary 
items.  Soles,  profits,  and  assets  ore  for  1991 
fiscal  year  unless  noted. 

RETURN  ON  EQUITY: 

Latest  1  2-months'  earnings  per  share  as  percent 
of  most  recent  book  value  per  share. 

INDUSTRY  CODE: 

For  key  to  the  two-digit  code,  see  page  104, 

Data  for  Individual  componies:  Morgan  Stanley 
Capitol  International,  unless  otherw/lse  indicated. 
Country  composites  and  rankings  calculated  by 
BUSINESS  WEEK.  Additional  data  by  Standard  &  Poor's 
Compustat  Services  Inc.  if  footnoted. 


MARKET 

PRICE/ 

RETURN 

ClOBAl 

VAlUf 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

1 

1000 

J  S 

PER  SHARE 

EROM  1991 

VALUE 

P/E 

YIELD 

US 

U  S 

US 

EQUITY 

INDUSTRY 

RANK 

SMIL 

U.S.S 

(U.S.  51 

1  LOCAL) 

RATIO 

RATIO 

SMIL 

SMIL. 

SMIL 

% 

CODE 

BAL 

POSITE 

6762936 

177 

11 

7 

2.5 

20 

3.0 

7704781 

317867 

23325369 

14.3 

STRALIA 

MTRY  COMPOSITE 

90819 

6 

20 

20 

1.8 

18 

3.S 

71337 

4959 

326751 

10.3 

Broken  Hill  Proprietary 

70 

I7I34 

1  1 

16 

16 

2  8 

23 

2  8 

1  1878 

915 

166440 

120 

1  1 

National  Australia  Bank 

237 

7522 

6 

19 

20 

1.3 

13 

5  6 

NA 

576 

73909 

9  7 

61 

CRA 

285 

6592 

1  1 

17 

17 

1.9 

25 

2  3 

3761 

266 

6166 

7  8 

24 

News  Corp. 

333 

5838 

1  7 

1  39 

139 

0  8 

15 

0  5 

8439 

247 

19115 

5  2 

51 

Coles  Myer 

376 

5180 

10 

15 

16 

2.5 

19 

3  0 

1  1623 

286 

4300 

13  4 

54 

STR  Nylex 

401 

4930 

2 

-7 

-7 

2.3 

23 

3  4 

3758 

266 

4768a 

99 

37 

Commonwealth  Bank  of  Australia 

407 

4858 

6 

NA 

NA 

NA 

22 

2  6 

NA 

205 

69 

NA 

61 

^NZ  Banking  Group 

496 

3991 

3 

19 

20 

0.9 

19 

4.7 

NA 

213 

78505 

4.7 

61 

i/Vestern  Mining 

516 

3832 

4 

1  1 

1  1 

17 

12 

3  2 

1  185 

278 

3142 

13  9 

24 

Pacific  Dunlop  Olympic 

533 

3726 

4 

5 

6 

2.4 

23 

3  8 

3786 

185 

3572 

10.5 

71 

^estpac  Banking 

577 

3493 

3 

-27 

-26 

0.6 

LOSS 

7.0 

NA 

261 

84732 

NEG 

61 

-osters  Brewing  Group 

591 

3414 

2 

30 

31 

1  8 

15 

15 

8178 

166 

7002 

12.2 

43 

VI.  1.  M.  Holdings 

667 

2962 

2 

69 

69 

1  4 

LOSS 

1  4 

1515 

-3 

3993 

NEG 

24 

\mcor 

679 

2883 

6 

42 

43 

2,0 

15 

3.7 

3381 

175 

2938 

13.8 

23 

:sR 

709 

2783 

3 

-20 

-20 

1.3 

16 

5  8 

3537 

251 

4814 

7.9 

71 

irambles  Industries 

726 

2720 

13 

3 

3 

2.5 

19 

3  1 

1  761 

153 

1965 

13  2 

52 

.end  Lease 

809 

2458 

12 

0 

1 

1.9 

15 

3.9 

1  109 

141 

1959 

12.4 

64 

ioral 

837 

2364 

3 

-4 

-4 

1.4 

18 

4  7 

2953 

162 

3259 

8  0 

21 

'ioneer  International 

906 

2155 

3 

34 

34 

16 

17 

4  5 

4132 

126 

3642 

9,5 

21 

A/oodside  Petroleum 

981 

1985 

3 

19 

20 

2  3 

23 

2  0 

339 

89 

2255 

103 

1  1 

STRIA 

JTRY  COMPOSITE 

9243 

151 

-17 

-23 

2.6 

38 

1.5 

1346 

296 

107100 

7.0 

'-Landerbonk  Bank  Austria 

424 

4732 

91 

NA 

NA 

NA 

36 

14 

NA 

170- 

45593a 

NA 

61 

lA-Generali 

854 

2318 

310 

-3 

-10 

4.3 

37 

04 

1346a 

67a 

5121a 

1  1.6 

63 

>editanstalt-Bankverein 

894 

2193 

51 

-32 

-37 

1.0 

40 

2  6 

NA 

59 

56386 

2.5 

61 

GIUM 

ITRY  COMPOSITE 

39386 

191 

9 

2 

1.8 

14 

5.2 

52645 

3440 

226861 

11.9 

•etrofina 

235 

7555 

325 

-2 

-8 

2  0 

16 

5  2 

19131 

505 

1  1530 

12  8 

1  1 

lectrabel 

259 

7067 

138 

9 

1 

1.3 

10 

8  1 

5913a 

750a 

13693a 

12.5 

12 

iociete  Generale  de  Belgique 

497 

3987 

67 

4 

-3 

09 

1  7 

5  0 

NA 

243 

19018a 

5  2 

71 

ractebel 

603 

3362 

248 

4 

-3 

13 

13 

5  2 

7538 

282 

16766a 

10  2 

71 

iolvay 

614 

3281 

396 

4 

-3 

12 

1  1 

5  1 

8144 

543a 

891  la 

1  10 

22 

•■  OP  nonconsolidated  results.  **  Based  on  nonconsolidaled  earnings  per  share  and  consolidoled  book  value  per  share.  o|  Based  on  1  990  data  b)  Based  on  1  992  data,  c)  Partial  year  dota  be- 
( fi'.cal-year  change.  1 1  Global  ranking  calculated  for  Royal  Dutch/Shell  Group  combining  nnorket  value  of  the  Netherlands'  Royal  Dutch  Petroleum  and  Britain's  Shell  Transport  &  Trading.  2) 
ranking  colculoted  for  Unilever  by  combining  market  value  of  the  Netherlands'  Unilever  NV  ond  Britain's  Unilever  PLC.  3)  Global  ronking  colculated  tor  Eurotunnel  by  combining  market  value 
unnel  [London)  and  Eurotunnel  (Ports)  Sales,  profits,  and  assets  in  the  individual  country  listings  are  for  the  three  combined  companies  above,  shore  price  and  relative  ratios  are  for  separate  com- 
41  Global  ranking  calculated  for  ABB  Asea  Brown  Boveri  by  combining  market  value  of  Sweden's  ASEA  and  Switzerland's  BBC  Brown  Boveri  5)  Global  ranking  calculated  for  USX-Morothon 
el  Groups  by  combining  market  value  of  USX-Marathon  Group  and  USX-U.  S.  Steel  Group.  6)  Data  far  this  company  provided  by  Standard  &  Poor's  Compustat  Services  Inc.  Unless  otherwise 
ill  other  data  provided  by  Morgan  Stanley  Capitol  International.  LOSS  =  Negative  ratio.  NA  =  Not  available.  NEG  =  Negative  return.  NM  =  Not  meaningful.  NR  =  Not  ranked 


)    1 000 


BUSINESS  WEEK/JULY  1  3,  1  992  57 


THE  GLOBAL  lOOO 


hah:: 

lUliH 

SilDt. 

1DDI) 

ii-S- 

FTD* 

UNI, 

5#IL 

'li  i 

U"1D 

t.ci: 

,  «.  - 

i  mL 

■  1 

J 1  ■  I 

Generale  de  Banque 

3~-ir 

~c 1 23c 

5      Groupe  Bruxelles  Lombert 

-4 

1. 

4222o 

Royole  Beige 

31  S3 

".33 

4 

1-5 

27 

■47 

201? 

S7c 

1 6969q 

5-C 

Krediefbonk 

2'27 

151 

24 

"6 

33 

4.9 

172 

54B05 

1  J.c 

Electrafina 

3  33-; 

c  • 

343  rr 

z  - 

BRITAIN 

COUNTRY  COMPOSITE 

777 1S8 

9 

23 

15 

2.9 

29 

4.8 

752S67 

■45716 

2030398 

17.7 

ulaxo  Holamgs 

—  ^  C  J 

-  - 

: 

77 

24 

£. 

'  sS 

-335 

23  - 

_      British  Telecornmunications 

. ; 

1  0 

~6 

^.  1 

I 

5-5 

23037 

35954 

19.3 

3      Shell  Transport  &.  Trading 

N? 

3 " "  ?c 

^  6 

2" 

54 

42  SS 

105553 

7y 

-:      British  Petroleum 

3.--3: 

5 

-  *  c 

s 

43 

59421 

3.2 

-       D.A.  1.  inatjsrries 

~~ 

- 

_ 

4  ^ 

.  . 

— ; 

31720 

14-2 

c  Guinness 

. : 

.  J 

c4 

3^4 

7  - 

1 1/^ 

141 14 

19.^ 

1  "      SmithKline  Beecham 

21212 

17 

21 

14 

15 

2.4 

8757 

5193 

7677 

90.E 

s      Hanson  Trust 

4 

-  3 

3  4 

'  5 "  r 

29093 

29.5 

oririsn  \jas 

-  - 

-  -  ,  -  , 

. 

. 

-  -  -  - 

.:6540 

i3.c 

Grand  Metropolitan 

'  v33i 

4 " 

-3 

_  7 

. : 

z2-^  ■ 

i54 

1 61 1 B 

19.7 

Imperial  Chemical  Industries 

67 

':  7475 

25 

4 

2.0 

5-4 

233^2 

2C5S9 

1ZC 

1  BTR 

~o 

■  "233 

-  - 

2c 

■  ; 

4  5 

-  77  ~ 

150D4 

42.E  . 

'     -  -       k.A       I  Be 

Marks  &  Spencer 

_. 



-  3~  . 

- 

-  ■ 

- 

e-S37 

16.6 

-  Wellcome 

. 

-  J  — c 

£ 

r : 

—  - 

3039 

26." 

5    J.  So i ns b ury 

S7 

":5:75 

3S 

2?' 

1  V 

24 

:6D00b 

7623 

674! 

19.9 

c    Unilever  PLC  ]2' 

Kr 

■33=S 

2^ 

-  c 

5  = 

2  S 

42-?= 

239S7c 

40-2 

'  ~  DTT 
K  1  L 

: 

~  " 

r    Cable  &  Wireless 

_  r 
-  -3 

:  - 

- 1 

.  -  - 

-     General  Electric 

-  -  -  c  - 

3  - 

3  - 

;3_ 

9515 

203; 

^  ■     Barclay s  Bonk 

- 

- 

-  r 

77 

-  i 

.133 

25813; 

4-2 

AllieO'Lyons 

1 37 

1 0675 

31 

22 

2.2 

"  z 

4-C 

5433 

557 

il  5642 

15J^ 

1 1    National  Westminster  Bank 

"-i3 

1C4?7 

6 

1 S 

1 1 

1  -G 

NV. 

6.6 

77 

233333a 

O.B 

::    Lioyds  Bank 

3 

•  ; 

^  - 

NA 

0-6  ~ 

95907 

34^ 

1-  Bass 

3- 

"  3: " ; 

:r 

"7 

-  - 

3  5 

r4-3 

:4c 

11223 

Tesco 

_  £ 



4 

4 

_   

.  -4. 



.731  K> 

1          Reuters  Holdings 

5 ' 

41 

22 

".9 

2742 

430 

2217 

33-2 

Boots 

- 

3 - 

•o 

=243 

4"=' 

4455 

^9 .5 

~S  Prudential 

73 

7  c 

r  — 

c     ~  ^  - 

33  4 

1 

1   2^    Argyll  Group 

--  - 

- 

'5 

3-- 

-3-4 

3:>c 

3.555 

2Z" 

0.    Abbey  Notional 

2:^  *: 

/  :  /  2 

5 

13 

V 

4_7 

76c 

S9595c 

15.3 

3      Vodofone  Group 

36' 

~055 

7 

-  2 

7^ 

'  0 

IC^S 

42  S 

31    Greet  Universol  Stores 

3~-: 

r  r '  - 

.1.1  "  - 

3  -  s 

r4;3 

3-    Rothmons  International 

- - 

~  -  - 

~  ~  ' 

-  -  - 

3-i    Cadbury  Schweppes 

3  3'-^ 

-£ 

:  - 

o34l 

363 

45  c 

7.  ; 

3f    Midland  Bank 

333 

5  c-o 

= 

^4 

'  4 

N.4 

-90 

1 "49;3g 

BAA 

33-i 

3^-' 

7  ; 

"  4r  " 

54-6 

7-9 

.-  ~    BOC  Group 

--- 

---- 

.- 

-- 

7  - 

7_  ^ 

5535 

15-2 

3;    Reed  International 

IsZ 

5  w 

3— 

4^ 

3  4 

7  5 

4o53 

1037 

j   3 ^     NotiOna'  Po w e r 

335 

54-0 

£ 

3-2 

7667 

525 

6760 

18.: 

Lloyds  Abbey  Life 

£ 

■  c 

7  - 

-7 

3  4 

4"  3 

"-5S"" 

2C.4 

-      Peninsular  &  Onental  Steam  Navigation 

--- 

- --- 

- 

" .  - : 

7,1 

-Ii7 

.  7  _ 

-^3  Kingfisher 

-33 

— --^3- 

3^ 

- 

-  - 

—3    Thorn  EMI 

z '  ' 

4;2^ 

- ; 

4  ? 

C4 '  L' 

1^--  " 

5072 

25.5 

^  Redlond 

s'  ~ 

J.  5 

-3 

4 

-  c 

35  " 

"5" 

4426 

97 

-3    Ladbroke  Group 

-~3: 

.  ■ 

_  { 

- 

:~33 

6  " 

-r  Inchcope 

7  7 

r  f  I  - 

:: : 

i  33  c 

-  : 

;  :  ' 

■■•33 

-3  Fisons 

^3  3 

--  : 

-3 

-  ■ -c 

y.'z 

34-3 

343 

^-    Reckitt  &  Colman 

4  ~ 

3~"  4 

3 '05 

30-3 

3,"  Peorson 

-:;3 

43  33 

1  0 

■  0 

2  4 

3  D 

230 

3659 

12.6 

f      Rank  Organisation 

-3  j  ~ 

"  J. 

345r 

5  2 

33    Waste  Management  International 

3"    TSB  Group 

"  ~  -  - 

33343c 

N33 

3-  Courtoulds 

-iB3 

4^S= 

10 

4? 

:5 

2.4 

252 

2337 

34-S 

33    Land  Securities 

4  3'"3 

c 

-"4 

'4 

N- 

"  c— u 

5~3.= 

49 

3r    Commercial  Union  Assurance 

*  0  ~  ~ 

NE3 

3"    British  Airways 

1  r  3  - 

:  r  - : 

33  Whitbread 

^  ■  ? 

3553 

~- 

7  5 

402 

7157 

3-    Arjo  Wiggins  Applefon 

3'-: 

354- 

"  4 

"  4 

4  3 

2— 

^-5- 

-  .1 

; ."    General  Accident  Fire  &  Life  Assurance 

-  -— ; 

r      Enterprise  Oil 

^33; 

r;    Associated  British  Foods 

33-i 

5 

J.  ."7 

53- 

4-55 

33: 

r3  Forte 

3^3 

3572 

4 

-5 

-i: 

0-6 

40 

5j 

-1755b 

34i 

'.6 

United  Biscuits  iHoidings 

3343 

-  ; 

55r  = 

2 "  .4 

Legal  &  General  Group 

f  - 1 

PowerGen 

34-~ 

"  4  - 

:^    Scottish  &  Newcastle  Breweries 

~  J. 
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MARKET 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICE 

\  CHANCE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

y 

1000 

US. 

PER  SHARE 

FROM  1991 

VALUE 

f/l 

YIELD 

u  s 

U  S 

US, 

EQUITY 

INDUSTRY 

RANK 

SMIL 

US  s 

ni  s  SI 

(LOCAL) 

RATIO 

RATIO 

% 

SMIL 

SMIL 

SMIL 

% 

CODE 

Rentokil  Group 

633 

3182 

3 

64 

54 

15  3 

29 

1  2 

727 

1  13 

504 

53  0 

52 

Northern  Foods 

636 

3169 

1  1 

53 

44 

3  2 

17 

3  3 

2079 

135 

1081 

18  3 

44 

Thames  Water 

641 

3154 

8 

25 

1  7 

1  2 

9 

5  3 

1464 

338 

3637 

13  2 

52 

Bowater  Industries 

643 

3129 

15 

60 

50 

2  7 

19 

3.5 

2249 

150 

2159a 

14,2 

23 

Williams  Holdings 

673 

2920 

6 

26 

1  8 

4  8 

1  5 

4  8 

1  873 

1  87 

1  749 

3  1  7 

2  1 

British  Steel 

674 

2905 

1 

~33 

J/ 

0.4 

LOSS 

14  6 

8828 

338 

10919 

NEC 

25 

Rolls  Royce 

676 

2903 

3 

1  3 

6 

1  4 

66 

5  8 

6570 

45 

5673 

2  1 

31 

North  West  Water  Group 

685 

2861 

8 

25 

1  7 

1  0 

8 

60 

1049 

338 

4040 

12  2 

52 

Losmo 

693 

2820 

4 

-31 

-36 

1 . 1 

61 

5.5 

525 

23 

7237 

1 ,8 

1  1 

Smith  &  Nephew 

699 

281  1 

3 

28 

20 

7  2 

17 

3  9 

1480 

167 

1581 

42  9 

45 

Royal  Bank  of  Scotland  Group 

703 

2804 

4 

1  4 

7 

1.0 

27 

5.9 

NA 

140 

56456 

3  5 

61 

NFC 

713 

2770 

5 

NA 

NA 

4.5 

20 

3  1 

.  2919 

131 

1726 

22  5 

57 

Scottish  Power 

723 

2732 

3 

NA 

NA 

3  8 

1  4 

6  9 

2  1  75 

270 

2407 

27  7 

1  2 

English  China  Clays 

729 

2714 

10 

59 

49 

16 

17 

4  8 

1892 

130 

2319 

9.3 

26 

Severn  Trent 

756 

2637 

7 

2  1 

1  3 

0.8 

6 

5.9 

1098 

399 

3998 

12  5 

52 

Sears 

768 

2598 

2 

22 

1 5 

1.1 

20 

7.5 

3542b 

224 

4102 

5.6 

54 

Siebe 

771 

2586 

1  3 

99 

86 

2.4 

1  3 

3.1 

2592 

1  76a 

2 1 90a 

1  8  2 

71 

Tomkins 

786 

2534 

9 

NA 

NA 

4  4 

16 

2  7 

1779 

1  19 

NA 

26.9 

37 

Tate  &  Lyie 

803 

2468 

7 

1  8 

I  0 

2.1 

10 

3  9 

5725 

228 

3707 

211 

44 

Blue  Circle  Industries 

804 

2468 

4 

9 

3 

1.9 

12 

6.1 

2075 

256a 

3619a 

15.0 

21 

Bank  of  Scotland 

805 

2465 

2 

20 

12 

1 .5 

26 

4  7 

NA 

1  38 

37375 

5  8 

61 

British  Aerospace 

821 

2433 

6 

~36 

-40 

0.5 

7 

9  4 

19742 

264 

17589 

70 

31 

Carlton  Communications 

841 

2360 

12 

53 

43 

3  1 

21 

3.3 

1054 

96 

1230 

14  8 

52 

RMC  Group 

846 

2341 

1  1 

7 

0 

1.9 

17 

4  2 

5230 

131 

3444a 

111 

21 

MB-Caradon 

851 

2332 

5 

53 

44 

3.2 

20 

3.8 

1  269 

1  1  1 

1  475a 

1  6.2 

26 

Anglian  Water 

858 

2306 

8 

1  D 

1  0 

9 

5  6 

807 

236 

3133 

1  1.7 

52 

Guardian  Royal  Exchange 

861 

2290 

3 

—  0  1 

—  0  c 
Zo 

1.3 

LOSS 

6.4 

5757 

-449 

21409 

NEC 

63 

W.  H.  Smith  Group 

864 

2286 

9 

'J 

J  J 

ZO 

3.0 

15 

3  6 

3375 

98 

1521 

19  3 

54 

Hillsdown  Holdings 

880 

2234 

3 

-18 

-23 

1 .5 

9 

6  5 

8705 

228 

4222 

1  7  8 

44 

Coats  Viyella 

881 

2234 

4 

JO 

46 

1.9 

21 

4.4 

3641 

108 

2908 

9  4 

47 

S.  G.  Warburg  Group 

910 

2146 

10 

o6 

z/ 

1.7 

13 

42 

NA 

138 

26130 

13  4 

61 

MEPC 

919 

2121 

7 

-2! 

-26 

06 

12 

74 

NA 

177 

6905 

4.8 

64 

Standard  Chartered 

923 

2116 

9 

50 

41 

1 .2 

1  1 

5.4 

NA 

1  94 

43869 

1 0  5 

61 

Burmah  Castrol 

928 

2110 

12 

27 

1 9 

2  2 

15 

5  1 

4393 

151 

3164a 

14  6 

1  1 

De  La  Rue 

931 

2102 

1  1 

84 

72 

3.5 

22 

2.9 

648 

69 

736 

16  1 

52 

Pilkington 

935 

2094 

3 

~5 

-1  1 

1 .2 

59 

9.5 

464  1 

1  1  2 

5  1  87 

2  1 

26 

Royal  Insurance  Holdings 

940 

2075 

4 

-43 

-47 

0  4 

LOSS 

6.4 

6467 

-619 

16651a 

NEC 

63 

GKN 

955 

2040 

8 

33 

25 

17 

30 

6  3 

4546 

69 

3121 

5  5 

38 

Granada  Group 

963 

2028 

5 

87 

75 

1.7 

16 

3.4 

2439 

127a 

2976a 

10.7 

53 

Willis  Corroon 

969 

2014 

5 

-0 

-7 

5.1 

17 

6.6 

NA 

120 

3824 

29,2 

63 

Tl  Group 

971 

2012 

13 

49 

40 

4  5 

15 

40 

1682 

134 

1310 

29  3 

71 

BET 

991 

1951 

3 

-15 

-20 

2  3 

1  1 

12  3 

4888 

240 

3266 

20,0 

71 

Eurotunnel  (London)  (3) 

NR 

1801 

7 

-17 

-22 

1  2 

NM 

0,0 

NA 

Oa 

7644a 

0  1 

52 

MADA 

■JTRY  COMPOSITE 

110318 

23 

-7 

-2 

1.7 

46 

3.4 

86117 

5091 

598677 

9.5 

BCE  (Bell  Canada  Enterprises) 

123 

1  1352 

37 

-1 

4 

13 

1  1 

5  9 

17216 

1151 

39567 

1  1,6 

55 

Seagram 

126 

1  1081 

29 

6 

12 

1.7 

15 

1.9 

5409b 

620b 

1 1884b 

1  1,6 

43 

Northern  Telecom 

168 

9630 

39 

4 

10 

2  6 

19 

0.8 

7085 

446 

9542 

13  9 

34 

Imperial  Oil 

249 

7224 

37 

-21 

-17 

1.3 

NM 

4.0 

8002 

78 

1  1723 

1  0 

1  1 

Thomson 

263 

6970 

12 

-13 

-8 

2.3 

23 

3  6 

4839 

277 

8172 

99 

51 

Royal  Bank  of  Canada 

319 

5984 

19 

-13 

-8 

1.2 

8 

5.0 

NA 

875 

1 1 7705 

14,3 

61 

Mean  Aluminium 

414 

4804 

21 

1 

6 

10 

LOSS 

2  8 

6708 

-31 

10823 

NEC 

24 

Canadian  Pacific 

425 

4732 

15 

-17 

-12 

0.8 

LOSS 

1,8 

8719 

-791 

17827 

NEC 

71 

Sank  of  Montreal 

449 

4455 

37 

16 

22 

15 

9 

4  8 

NA 

529 

74867a 

16.1 

61 

Toronto-Dominion  Bank 

480 

4095 

14 

-16 

-1  1 

1  1 

1  1 

4,6 

NA 

442 

61308 

10.2 

61 

Canadian  Imperial  Bank  of  Commerce 

483 

4085 

22 

-22 

-18 

09 

7 

5  0 

NA 

722 

107651 

13.5 

61 

ihell  Canada 

493 

4014 

36 

1 

6 

1.6 

92 

2  1 

4145 

10 

51  17 

17 

1  1 

masco 

551 

3628 

30 

8 

14 

18 

14 

3  7 

3048 

287 

4651 

13  4 

71 

American  Barrick  Resources 

572 

3520 

25 

19 

26 

4  2 

34 

05 

299 

80 

1307 

12  2 

81 

iank  of  Nova  Scotia 

581 

3466 

17 

10 

15 

1.1 

7 

5  0 

NA 

563 

78923 

17  1 

61 

nco 

632 

3199 

30 

-15 

-1  1 

19 

NM 

3  4 

2597 

72 

4481 

1  6 

24 

^ova  Corp.  of  Alberta 

675 

2905 

7 

-10 

-5 

2  1 

NM 

2  8 

2661 

40 

5023 

1.7 

12 

^oranda 

720 

2740 

15 

-16 

-1  1 

1.0 

LOSS 

5,7 

7325 

-1  15 

12626 

NEC 

24 

.aidlaw 

722 

2734 

10 

-7 

-2 

1  5 

LOSS 

13 

1649 

-288 

3151 

NEC 

52 

'ancanadian  Petroleum 

741 

2671 

21 

-18 

-14 

2  0 

NM 

2  3 

741 

42 

2532 

1  2 

1  1 

*lacer  Dome 

780 

2557 

1  1 

-18 

-14 

2  1 

LOSS 

2,0 

839 

-210 

1958 

NEG 

81 

TonsCanada  PipeLines 

828 

2409 

14 

-10 

-6 

1  7 

12 

4  5 

2679 

217 

5719 

14  5 

12 

Moore 

946 

2063 

21 

-26 

-22 

1.3 

24 

4  5 

2158 

76 

2118 

5  4 

52 

MiMARK 

'  JTRY  COMPOSITE 

16473 

8250 

16 

8 

2.3 

24 

3.6 

3182 

264 

66296 

11.3 

>ampskibsselskabet  Af  1912 

548 

3649 

16892 

16 

8 

0.7 

7 

10,0 

NA 

24a 

279a 

10  7 

58 

)ampskibsselskabet  Svenborg 

552 

3613 

24166 

16 

8 

4.7 

46 

1,2 

NA 

28a 

321a 

10  3 

58 

^lovo-Nordisk 

610 

3305 

91 

41 

32 

2.4 

20 

0,7 

1585 

157 

2164a 

1  1  9 

45 

larlsberg 

618 

3271 

51 

10 

3 

3.0 

25 

0,9 

1596 

121 

2043 

12  2 

43 

>en  Danske  Bonk 

758 

2635 

50 

-3 

-10 

0.8 

LOSS 

5  2 

NA 

-65 

61489 

NEG 

61 
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MARKET 


PRICE/ 


GlOBAl 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

US 

PER  SHARE 

FROM  1991 

VAIUE 

P/E 

YIELD 

U.S. 

U.S. 

U.S. 

EOUIIY  1 

RANK 

RANK 

SMIL 

U.S.S 

(U.S.S) 

(LOCAll 

RATIO 

RATIO 

% 

SMIL 

SMIL 

SMIL 

FRANCE 

COUNTRY  COMPOSITE 

254300 

184 

29 

19 

2.4 

19 

3.0 

403202 

16994 

1851384 

12.9 

1      Elf  Aquitaine 

59 

1  8865 

74 

1  7 

8 

1.3 

10 

4  9 

38676 

1  886 

42559a 

1  2  9 

2      Alcatel  Alsthom 

9 1 

1 4758 

1  2 1 

1 9 

9 

1 .9 

1 3 

'3  1 

30787 

1  1  89 

444Aft 

1 5  0 

3  BSN 

1  10 

1 1942 

209 

35 

24 

2  5 

19 

1.9 

12713 

663 

13506 

13.5 

4     LVMH  Moet  Hennessy 

1  14 

1  1723 

744 

12 

4 

3  2 

17 

2  5 

4240 

719 

8863a 

19.0 

5     Compagnie  Generate  des  Eaux 

1  56 

9929 

443 

7 

-1 

3  1 

21 

2.6 

25977 

502 

27857a 

14.9 

6  L'Oreat 

1  57 

9910 

1  70 

72 

59 

4,3 

25 

1 .4 

6435 

415 

56 1  3 

1  7  5 

7     Total  Francaise  Petroles 

183 

9169 

50 

49 

37 

12 

9 

3  9 

27516 

1118 

21945 

14.0 

8     Compagnie  Financiere  de  Suez 

192 

8657 

61 

2 

-6 

09 

12 

3,7 

NA 

737 

157510a 

7.2 

9     Union  Assurances  Paris 

202 

8335 

99 

-1 

-9 

1  3 

1  2 

3  1 

20262 

725 

97686a 

1  1.1 

1  W        b    nil  klUWIUC 

226 

771  1 

1 48 

24 

1 4 

2  6 

20 

2  6 

6123 

41 0 

7464 

1  3  5 

1  1    Societe  Generale 

236 

7544 

101 

34 

23 

1  3 

12 

4  1 

NA 

648 

233981 

108 

12    Compagnie  de  Saint-Gobain 

238 

7506 

1  1  1 

46 

34 

1  4 

16 

3  6 

14451 

483 

18243 

8.6 

13  Peugeot 

245 

7382 

148 

44 

32 

0  8 

7 

2.4 

30787 

1058 

23453 

10.8 

I'd  Poribfls 

280 

6642 

76 

-6 

- 1  4 

1  0 

LOSS 

4  4 

NA 

-38 

1  f!';275n 

I  \j  ^  Z.  / 

NEG 

15  Rhone-Poulenc 

289 

6563 

1  15 

93 

78 

1.9 

23 

3.7 

16129 

237 

21402a 

8.5 

16  Carrefour 

298 

6434 

503 

48 

36 

4.2 

29 

1.8 

19242 

233 

9415 

14.7 

1 7  Axa 

323 

5952 

194 

15 

6 

1.1 

13 

3.2 

NA 

462a 

37235a 

8.2 

1 8  BNP 

373 

5 1 92 

73 

62 

50 

0.7 

1 0 

4.0 

NA 

565 

791 373n 

7. 1 

19    Lyonnaise  des  Eaux-Dumez 

397 

4949 

104 

2 

-6 

2  2 

23 

2.7 

16834 

225 

22426 

9.4 

20  Michelin 

463 

4277 

40 

127 

110 

2  1 

LOSS 

0.0 

13017 

-135 

14302 

NEG 

21    Canal  Plus 

469 

4212 

219 

20 

10 

1  2  4 

21 

2.9 

1347 

208 

2059 

59.9 

476 

4 1 08 

1 09 

1 0 

2 

0  6 

7 

5  9 

NA 

608 

9R6ft6'^,-i 

Z  OCJ  OU  OvJ 

8  4 

23    Groupe  Victoire 

488 

4059 

238 

40 

29 

1.8 

12 

2.3 

NA 

347 

42000a 

14.8 

24  Havas 

506 

3904 

100 

19 

10 

3.5 

21 

1.9 

5096 

208 

3427a 

16.6 

25    Euro  Disney 

521 

3808 

22 

8 

0 

2.9 

83 

0  0 

1094 

44 

281  8 

3.5 

ZQj     cir  ^anoTi 

524 

3786 

205 

36 

25 

1  8 

2 1 

3  1 

3772 

1  84 

4201 

8  4 

27    Lafarge  Coppee 

526 

3768 

69 

6 

-2 

1  6 

17 

3  6 

6090 

237 

9226 

9.5 

28  Thomson-CSF 

594 

3397 

31 

17 

8 

1  1 

8 

6  2 

6756 

452 

13873a 

13.5 

29  Pechiney 

597 

3392 

67 

16 

7 

1  1 

22 

5.4 

14316 

158 

M237a 

4.8 

601 

3371 

287 

4 1 

30 

2  7 

1 9 

3  1 

3327 

1  84 

3508 

1 4  3 

31    Pechiney  International 

621 

3257 

39 

31 

21 

1  4 

27 

2.6 

8683 

112 

8086a 

5.1 

32  Accor 

630 

3217 

148 

1  1 

2 

2  1 

23 

3.0 

4317 

147 

5309a 

9.1 

33    Compagnie  de  Navigation  Mixte 

681 

2879 

207 

-8 

-15 

1  0 

1  8 

5  4 

NA 

1  68 

9984a 

5.5 

OA    MicoTci  ^>aDie 

696 

2815 

8 1 6 

3  1 

2 1 

3  4 

1  2 

3  1 

5289 

244 

4326 

28  0 

35  Carnaudmetalbox 

718 

2745 

34 

38 

27 

1.5 

17 

3.0 

4907 

164 

5147 

8.3 

36  Poliet 

736 

2686 

109 

38 

27 

1  5 

16 

2.5 

6870 

175 

2836a 

9.3 

37  Legrand 

790 

2519 

913 

48 

36 

3  1 

19 

1  7 

191  1 

135 

2507 

16.1 

P      nA o >*  1 1  n  ^vonn 
.JO      rvidiiii  \^ vT  1  III 

8 1  7 

2436 

1  1  2 

27 

]  7 

2  8 

20 

2.6 

3962 

1 27 

3545a 

1 4.0 

39  Promodes 

836 

2366 

702 

89 

75 

4  1 

28 

11 

14692 

87 

4722a 

14  8 

40    Groupe  Schneider 

890 

2200 

144 

13 

4 

1  5 

43 

2.5 

1  1353 

53 

9722a 

3.4 

41    Cap  Gemini  Sogeti 

938 

2088 

56 

-2 

-10 

1  5 

20 

3.5 

1930 

108 

2367 

7.6 

42  Bouygues 

939 

2085 

1  16 

10 

1 

20 

17 

3.6 

12382 

122 

1 1 380a 

12.0 

43    Television  Francaise  1 

966 

2022 

96 

77 

63 

10  8 

32 

2  3 

1258 

66 

1  126 

33  7 

44    Banque  Worms 

967 

2021 

64 

-1  1 

-17 

1  3 

1  1 

3  0 

NA 

193 

2084a 

1  1.9 

45    Compagnie  Bancaire 

979 

1989 

85 

-4 

-1  1 

1.0 

13 

3.3 

NA 

167 

47681 

7.7 

46  Synthelabo 

980 

1985 

220 

61 

49 

3.5 

29 

1.6 

665 

35 

537a 

12.0 

47    Credit  Commercial  de  France 

989 

1955 

36 

37 

26 

1  2 

1  1 

3.0 

NA 

159a 

55588a 

10.3 

48    Eurotunnel  (Paris)  i  j 

twR 

1788 

-10 

-25 

1  2 

LOSS 

0.0 

NA 

Go 

7644a 

NEG 

GERMANY 

COUNTRY  COMPOSITE 

269597 

429 

9 

1 

2.9 

23 

1.7 

543207 

12752 

1447880 

12.8 

1      Allianz  Holding 

30 

27480 

1410 

3 

-4 

4  1 

55 

0.9 

31776 

385q 

98465a 

7.4 

2  Daimler-Benz 

39 

23497 

504 

14 

7 

2  1 

15 

2.5 

62276 

1  123a 

44953a 

14.6 

3  Siemens 

41 

23135 

435 

16 

8 

2  2 

16 

2  9 

43928 

1112 

41793 

13.7 

4     Deutsche  Bank 

54 

20157 

439 

12 

5 

19 

NA 

3.3 

NA  . 

910 

294671 

NA 

5  Bayer 

1  1  1 

1  1860 

184 

8 

1 

12 

1  1 

69 

27895 

1200 

24947 

1  1.7 

6  VEBA 

1  18 

11516 

255 

16 

8 

1  4 

14 

4.6 

39148 

726 

31724 

9.9 

7  RWE 

132 

10832 

257 

5 

-3 

2  6 

16 

4  2 

27548 

477 

29476a 

15.9 

8      Miinchener  Ruck. 

140 

10600 

1474 

6 

-2 

6  8 

NA 

0  7 

7884 

50 

21303 

NA 

9  Hoechst 

172 

9520 

164 

2 

-5 

1  3 

10 

7.1 

31043 

999a 

22824a 

13.7 

10  BASF 

189 

8834 

155 

3 

-4 

1  0 

12 

75 

30675 

684 

24651 

8  2 

1  1  Volksvt/agen 

206 

8234 

255 

12 

4 

1  0 

1  1 

4.2 

50207 

726 

461  18 

8.7 

1 2    Dresdner  Bank 

225 

7717 

215 

-4 

-10 

1  3 

NA 

5  4 

NA 

603a 

186515a 

NA 

13  BMW 

272 

6829 

381 

30 

21 

1  8 

1  1 

3.2 

19631 

515 

1671  1 

16.2 

14  Mannesmann 

318 

5996 

188 

16 

8 

1.8 

14 

4.6 

15855 

317a 

121 16a 

13.2 

15  Henkel 

360 

5439 

387 

10 

2 

2  7 

18 

2.5 

8492 

260a 

611 7a 

14.5 

16    Bayerische  Vereinsbank 

402 

4925 

257 

13 

5 

1  5 

NA 

4  9 

NA 

195 

148882 

NA 

17    Bayerische  Hypotheken 

426 

4731 

245 

15 

7 

1  4 

NA 

5.2 

NA 

228 

1 26447 

NA 

1 8  Thyssen 

430 

4706 

150 

18 

10 

17 

1  1 

6.5 

21999 

288 

14332 

15.1 

19  Mercedes-Automobil-Holding 

441 

4552 

387 

7 

-0 

2  8 

NA 

3  0 

NA 

89a 

1750a 

NA 

20  VIAG 

448 

4462 

251 

15 

7 

1  9 

14 

3  5 

15724 

195a 

10153a 

13.3 

21  Commerzbank 

473 

4161 

161 

4 

-3 

1.0 

NA 

6.0 

NA 

297 

148750 

NA 

22  Hochtief 

491 

4034 

807 

-8 

-15 

46 

NA 

14 

4009a 

55a 

2573a 

NA 

23  Preussag 

515 

3834 

260 

24 

15 

2  3 

13 

3  7 

15322 

300 

8191 

18.1 
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GLOBAl 


mm 


PRICE/ 


Linde 
MAN 
Schering 
Karstadt 


GLOBAL 

VAlUf 

PRICE 

%  CHANGE 

800K 

SALES 

PROFITS 

ASSETS 

ON 

1000 

US 

PER  SHARE 

FROM  1991 

VALUE 

P/[ 

YIELD 

US 

U  S. 

US 

EQUITY 

RANK 

SMIL 

U.S.S 

(USS)  (LOCAL) 

RATIO 

RATIO 

% 

SMIL 

SMIL 

SMIL 

542 

3679 

539 

10  2 

2  3 

20 

2.7 

4547 

142a 

3862a 

1  1  3 

557 

3597 

250 

10  3 

2.0 

13 

4.7 

10509 

21  1 

10039 

15  8 

595 

3396 

497 

4  -3 

2.2 

18 

2  5 

41  84 

180 

4478 

12  1 

617 

3274 

390 

10  2 

2.4 

30 

3.0 

9890a 

150a 

4025a 

7  9 

CODE 

38 
38 
45 
54 


Aachener  &  Munchener  Bet. 

700 

2810 

603 

22 

14 

1.6 

31 

2.0 

NA 

45a* 

1917a 

5.2 

63 

Vereinigte  Elektrizatswerke  Westfolen 

742 

2669 

134 

10 

2 

2.2 

21 

4.7 

4428 

101a 

6708a 

10  4 

12 

Kaufhof 

749 

2655 

312 

0 

-7 

3.1 

28 

3.7 

1  1862 

65a 

3882a 

1  1.0 

54 

sor-Amperwerke 

795 

2499 

380 

4 

-3 

6.7 

76 

2.0 

101  1 

27 

2123 

8.9 

12 

Metallgesellschaft 

807 

2460 

279 

-6 

-13 

1.9 

44 

3.5 

12744 

28 

7954 

4.3 

71 

Deutsche  Lufthansa 

810 

2457 

82 

10 

2 

1.3 

33 

00 

9505a 

10a 

9706a 

40 

56 

AEG 

827 

241  1 

130 

18 

10 

2.5 

NA 

1.9 

9243 

-171a 

6087a 

NA 

34 

Victoria  Holding 

834 

2376 

864 

3 

-5 

3.6 

NA 

1  1 

2879a 

44a 

16949a 

NA 

63 

Rheinelektra 
Beiersdorf 
Philipp  Holzmann 
SAP 


907 
936 
949 
990 


2153 
2094 
2060 
1954 


769 
499 
733 
1057 


-20  -25  20.4 

13  5  3.3 

-18  -24  3  6 

33  23  44 


51  1.6 

22  2.5 

NA  1 .5 

24  1.7 


377 
2953 
5197a 

465 


27 
77a 
la 
81 


406a 
1895a 
3949a 

439 


40.2  38 

148  45 

NA  32 

179  52 


NG  KONG 


hJTRY  COMPOSITE 

1 1 7759 

3 

65 

65 

3.0 

18 

3.2 

18369 

5838 

266027 

17.5 

riong  Kong  Telecommunications 

100 

14042 

1 

43 

43 

10.1 

19 

3.9 

2087 

650 

2207 

52  8 

55 

HSBC  Holdings 

150 

10052 

6 

81 

82 

1.4 

14 

3.9 

NA 

728 

160457 

10  1 

61 

Hang  Seng  Bank 

191 

8730 

6 

1  10 

I  1  1 

4  2 

24 

2.7 

NA 

361 

31603 

175 

61 

Sun  Hung  Kai  Properties 

218 

7864 

4 

82 

82 

2  2 

12 

3  0 

1  127 

442 

5182 

18  6 

64 

Hutchison-Whampoa 

221 

7795 

3 

30 

30 

2.2 

18 

3.4 

2467 

428 

7662 

12  0 

71 

Cheung  Kong  Holdings 

232 

7577 

3 

53 

53 

2.6 

12 

2  5 

1283 

628 

3866 

2!  5 

64 

Swire  Pacific 

239 

7483 

5 

96 

96 

17 

19 

2.4 

4317 

396 

10126 

8  8 

71 

China  Light  &  Power 

242 

7390 

4 

66 

66 

5.0 

18 

2  8 

1532 

368 

2681 

28.0 

12 

Jardine  Matheson  Holdings 

377 

5170 

8 

87 

88 

3  1 

19 

2  1 

924 

35 

7255 

16  5 

71 

Wharf  (Holdings) 

404 

4877 

2 

99 

99 

1  3 

31 

3  1 

306b 

156b 

5114 

4  1 

52 

hlongkong  Electric  Holdings 

415 

4800 

2 

56 

56 

4.2 

16 

3  8 

625 

301 

2199 

26  5 

12 

Cathay  Pacific  Airways 

420 

4772 

2 

52 

52 

3  7 

13 

3  3 

2690 

379 

4070a 

29  6 

56 

Hongkong  Land  Holdings 

437 

4580 

2 

61 

61 

11 

15 

5  3 

NA 

38 

5722 

70 

64 

Henderson  Land  Development 

500 

3957 

2 

81 

81 

2  7 

17 

2.2 

NA 

258 

2 

16  2 

64 

?4ew  World  Development 

608 

331  1 

2 

76 

76 

1  1 

15 

3  0 

NA 

150 

5002 

7  3 

64 

lardine  Strategic  Holdings 

609 

3306 

3 

53 

53 

1  6 

15 

3  0 

NA 

29 

4450 

10  8 

71 

Hopewell  Holdings 

690 

2825 

1 

57 

57 

12 

20 

5  0 

NA 

93 

1985 

5  6 

64 

3airy  Farm  International  Holdings 

731 

2703 

2 

14 

14 

5.6 

19 

2  8 

593 

19 

1676a 

30.4 

54 

Hongkong  &  China  Gas 

857 

2313 

2 

53 

54 

66 

23 

2  4 

341 

100 

635 

28  7 

12 

A/orld  International  Holdings 

875 

2248 

1 

72 

72 

1  1 

19 

2  5 

NA 

1  19 

2362 

5  9 

71 

lavendish  International 

987 

1965 

1 

46 

46 

1  3 

12 

40 

76 

160 

1770 

104 

71 

LAND 


JTRY  COMPOSITE 

4008 

6 

-10 

-3 

1.5 

11 

2.7 

1697 

373 

NA 

13.5 

imurfit  Group 

945 

2063 

10 

-10 

-4 

1  7 

1  1 

0.8 

1697 

202 

NA 

15  2 

23 

Vllied  Irish  Banks 

995 

1945 

3 

-9 

-3 

1  3 

1  1 

4  6 

NA 

171 

NA 

1  18 

61 

LY 

ITRY  COMPOSITE 

81271 

8 

-4 

-9 

2.2 

21 

2.9 

118248 

5957 

710914 

9.5 

Usicurazioni  Generali 

65 

17748 

24 

-3 

-8 

3.4 

37 

0.6 

10587a 

414a 

37203a 

9  1 

63 

iat  Group 

177 

9350 

4 

-5 

-10 

0.9 

12 

4  3 

50176 

1428a 

65910a 

7  7 

42 

•JET 

246 

7340 

2 

-9 

-13 

0.9 

9 

5  0 

17322a 

831a 

49571a 

9  4 

55 

HP 

306 

6292 

1 

15 

9 

0.6 

17 

5  0 

16879 

422 

42328a 

3  7 

55 

stituto  Bancario  San  Paolo  di  Torino 

330 

5856 

9 

NA 

NA 

NA 

13 

NA 

NA 

469 

135792 

NA 

61 

Uleonzo  Assicurazioni 

350 

5557 

1  1 

22 

15 

1  15 

43 

09 

466a' 

137* 

7340a 

26  4 

63 

Aediobanca 

510 

3858 

1  1 

-14 

-18 

2.4 

25 

1  5 

NA 

137* 

14513 

9  5 

61 

Aontedison 

620 

3265 

1 

2 

-3 

0  8 

26 

3  4 

12789a 

482a 

22236a 

3  3 

71 

;as 

697 

2814 

15 

-7 

-12 

2.0 

26 

16 

3764a 

>  135a 

12555a 

8  0 

63 

lanca  Commerciale  Italiana 

746 

2662 

3 

-31 

-35 

0.6 

9 

6  3 

NA 

314 

101605 

67 

61 

Iredito  Italiano 

871 

2261 

1 

-30 

-34 

08 

10 

4  8 

NA 

258 

80614a 

8  4 

61 

>enetton  Group 

900 

2169 

12 

58 

49 

3  9 

16 

2  1 

1986 

143 

1932 

24  7 

47 

a  Fondiaria 

909 

2148 

26 

-24 

-28 

2  2 

25 

1  9 

2182a 

89a 

7991a 

8  7 

63 

dison 

918 

2124 

3 

34 

26 

I  5 

21 

18 

422a 

80a 

2587a 

7  1 

1  1 

'Onco  di  Roma 

978 

1992 

2 

-27 

-31 

0.9 

17 

2.5 

NA 

125 

66447a 

5  4 

61 

anco  Ambrosiano  Veneto 

988 

1957 

3 

-19 

-24 

1.3 

1  1 

3  7 

NA 

202 

26617a 

118 

61 

Al 

998 

1940 

14 

-12 

-17 

2.7 

37 

1  0 

1675a 

75a 

4878a 

7  3 

63 

erruzzi  Finanziario 

999 

1938 

1 

-19 

-23 

0  8 

16 

2  5 

NA 

215a 

30793a 

4  8 

71 

AN 

TRY  COMPOSITE 

1675544 

13 

-18 

-24 

2.5 

49 

1.0 

2413592 

52168 

7687013 

7.3 

lippon  Telegraph  &  Telephone 

2 

77524 

4970 

-25 

-30 

2.4 

52 

0.8 

44489 

1679 

81022 

4.6 

55 

oyota  Motor 

1  1 

43974 

12 

0 

-8 

1  2 

13 

1.3 

71569 

3130 

65272 

9.4 

42 

Mitsubishi  Bank 

14 

39839 

14 

-31 

-37 

3  0 

142 

0.5 

NA 

726 

380595 

2.1 

61 

umitomo  Bank 

-1  

16 

371  18 

12 

-34 

-39 

2.2 

33 

0.6 

NA 

1032 

446695 

6.7 

61 

'  ai-lchi  Kangyo  Bank 

19 

34676 

1  1 

-40 

-44 

2.3 

53 

06 

NA 

655 

428286 

4  3 

61 

'.  idustrial  Bank  of  Japan 

20 

34044 

14 

-47 

-51 

3.2 

74 

05 

NA 

470 

290144 

4  4 

61 

jji  Bank 

21 

33990 

12 

-42 

-46 

2.3 

47 

06 

NA 

719 

399651 

4  9 

61 
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mAKKtl 

PRICE/ 

RETURN 

GLOBU 

VWUf 

PRICE 

\  CHANGE 

SOOK 

SAifS 

PROFITS 

ASSETS 

ON 

COUMTliY 

1000 

U.S. 

PES  SHARE 

FROM  1991 

VALUE 

P/E 

YIEID 

U.S. 

US 

U.S. 

EOUIIY  INI 

UHK 

KANK 

S  MIL 

U.S.  s 

(U  S  S) 

(LOCAL) 

Ratio 

RATIO 

% 

S  MIL 

S  MIL 

S  MIL 

%  C 

8 

Sanwa  Bank 

23 

30407 

10 

-39 

-44 

2.1 

36 

06 

NA 

804 

436967 

5.8  < 

9 

25 

29247 

22 

-22 

-28 

2.7 

52 

1.8 

31 168" 

420* 

78901 

5.2 

]  r 

26 

29046 

9 

-40 

-45 

2.3 

46 

08 

NA 

612 

408866 

4.9  < 

1  ', 

^AotsusHito  Electric  IncJustriol 

42 

22625 

1  1 

-1  1 

-1  8 

0.8 

22 

09 

55931b 

998b 

62343 

3.9  . 

i  2 

Nomura  Securities 

43 

22 1 02 

]  ] 

-28 

-34 

]  5 

37 

1  0 

N.A 

Q  "7  ^ 
0/0 

4  J/ j6 

4.6  < 

1  3 

Hitachi  Ltd. 

51 

20640 

6 

-26 

-3 1 

0.9 

21 

1.4 

55056 

1637 

60670 

4.5 

1  4 

60 

18502 

19 

-10 

-1  7 

2.3 

33 

2.0 

15975* 

398* 

41301 

7.1 

1  5 

Bank  of  To Ic ^o 

68 

1  7321 

9 

-16 

-22 

2.3 

55 

0  8 

NA 

349 

223248 

4.2  < 

16 

Nippon  Steel 

77 

1 6338 

2 

-30 

-35 

2  0 

23 

2  0 

22835 

648 

3  1 374 

]  7 

Seven-Eleven  Japan 

78 

16227 

57 

1  3 

4 

iO.8 

54 

0.4 

7034* 

251* 

2075 

19.8 

1  8 

To  s  K 1  b  a 

79 

15996 

5 

-1  2 

-19 

1.7 

52 

16 

33409 

861 

39351 

3.3 

1  9 

^Aitsubishi  Heavy  Industries 

8 1 

1 5588 

5 

-1  4 

-2 1 

2.1 

1 9 

1 .4 

1  8252 

690 

25788 

1  1 .3 

20 

Chubu  Electric  Power 

92 

1 4670 

20 

-7 

-14 

2  2 

30 

2  0 

1 30 1 5* 

22 1  * 

32847 

7 

2 1 

Lo  n^-Te  r  m  Credit  Banic  of  J  op  a  n 

93 

14607 

6 

-5 1 

-55 

1.8 

30 

1  0 

NA 

265 

214951 

6.0  ( 

22 

Tokai  Bonk 

94 

14590 

7 

-44 

-48 

1.8 

37 

09 

NA 

312 

249819 

4.8  < 

23 

1 1  o  "Yo  k  a  d  o 

97 

14219 

34 

9 

3.5 

25 

0.7 

1 381 1 

522 

771 4 

14.1 

24 

Kyowa  Saitama  Bank 

1 02 

1  3  1  46 

^ 

-40 

-44 

1  8 

44 

1  0 

NA 

zAo 

1 1 zo/ J 

A  f  , 

25 

Sony 

1  04 

;26-3 

34 

-1  8 

-25 

1.0 

13 

12 

28679b 

901b 

22747 

78 

26 

AAitciinicnt  ^ nr n 

105 

12485 

8 

-1  2 

-19 

2  3 

30 

0.8 

140376 

465 

84893 

75 

27 

Nissan     o to  r 

1 06 

1  2424 

5 

-9 

-16 

0.9 

33 

2.2 

42446 

349 

45933 

2.7 

28 

Tokio  Marine  &  Fire 

1 07 

1  2334 

g 

-18 

-24 

3  0 

50 

u.o 

7 1 59* 

OAT* 
ZO  J 

TOyl^yl 
J  z*lo*l 

A  ^ 

29 

N 1  n  te  n  d  o 

1  1  2 

1  1752 

83 

- 1  9 

-25 

60 

17 

06 

4219b 

654b 

3026 

34  8 

30 

All       1  n n n n  Air\Aynwc 

1  13 

;  1  742 

8 

- 1  9 

-25 

7  7 

130 

05 

5714 

82 

8602 

5.9 

3  1 

NEC 

1  1  6 

1  "  6 1  2 

8 

-3  1 

-36 

1  7 

97 

1  0 

26322 

387 

27966 

1 .7 

32 

Honda  Motor 

1  1  / 

1  ]  577 

1  2 

22 

13 

1  4 

23 

0  9 

306 1  3 

543 

21013 

6  0 

33 

Fiiii  Prinfn  Pil  m 

120 

1  1473 

22 

0 

-7 

1  6 

15 

0.5 

8509 

722 

1 2 1 1 4a 

10.4 

34 

\J  1  W  U    D  U  1  1  K 

139 

10631 

7 

-24 

-29 

1,3 

37 

0.8 

NA 

264 

1 22066 

3.7 

35 

Japan  Air  Lines 

1  42 

10539 

6 

-26 

-3 1 

3  2 

96 

0.7 

9623 

100 

1  2992 

3.3 

36 

sharp 

1  47 

1 035 1 

1 0 

-16 

-22 

1  8 

34 

0  9 

1 0645 

334 

1  4780 

37 

149 

10072 

4 

-2  1 

-27 

34 

74 

1.1 

5543 

124 

7356 

4.6 

3c 

Kinn  Brev/ery 

151 

10048 

10 

-1 2 

-19 

2.4 

30 

0.7 

12247 

345 

9466a 

8.1 

39 

A  cn  rt  1        1     c  c 
ndUIII    \J  1  U  3  9 

155 

9974 

9 

-1  5 

-2 1 

2  3 

34 

0.8 

9990 

302 

9684a 

6.7 

40 

Mitsubishi  Trust  &  Banking 

1 58 

9896 

g 

-46 

-50 

1  5 

36 

0  9 

NA 

293 

1311 96 

4  2 

4  1 

To hoku  Electric  Po v^e r 

164 

9741 

20 

-6 

- 1  3 

2.5 

35 

2  0 

8240* 

256* 

17356 

7.0 

42 

N  ippondenso 

166 

9687 

12 

-6 

- 1  3 

1.8 

20 

0.9 

1  1847 

487 

10277a 

8.9 

43 

Osaka  Oas 

1  69 

9596 

4 

Q 

-7 

3.4 

59 

1 .0 

4526 

147 

6998 

5  7 

44 

Mitsubishi  Estate 

1  73 

9475 

-29 

-34 

2  9 

27 

0  9 

3344 

3  1  3 

1  3257 

1 0  6 

4 

Fujitsu 

176 

9363 

-37 

-42 

10 

98 

1  5 

21  141 

588 

26592 

1.1 

46 

178 

9299 

7 

-30 

-35 

1.1 

19 

1.0 

NA 

434 

46133 

5.7 

47 

Nippon  Credit  Bank 

180 

9235 

53 

-3 1 

-36 

2.3 

54 

0.9 

NA 

157 

128357 

4  2 

48 

Sumitomo  Trust  &  Banking 

1  85 

9050 

7 

-42 

-46 

1  4 

36 

0  9 

NA 

326 

1 26920 

3  9 

49 

i\  1  n K 1  Nippon  Kaiiw^ay 

1  88 

8853 

6 

~6 

- 1  3 

5  3 

54 

0  7 

6141 

150 

8404 

9,8 

5  C 

Bank  of  Yo  k  o  h a  m a 

194 

8532 

8 

- 1  8 

-24 

2.2 

1  10 

0.5 

NA 

77* 

98427 

2.0 

5 " 

Dai  Nippon  Printing 

197 

8442 

1  I 

_3 

- 1  1 

1.8 

25 

0.7 

8326 

308 

8368 

7.1 

52 

Canon 

20 1 

8343 

]  ^ 

2 

-6 

1  6 

20 

0  9 

1  3573 

379 

1 4597 

7  8 

53 

u-  u-  ci     *  • 
M  ( tsu  t3isn  1  electric 

205 

8243 

4 

-30 

-35 

1  3 

29 

2.0 

23596 

568 

236 1  1 

4.6 

54 

itsui  Trust  &  Banking 

209 

8102 

7 

—40 

-45 

15 

42 

1  0 

NA 

241 

102491 

3-6 

55 

-  '  - 

33 

- 1 5 

-22 

2.5 

27 

0  4 

:  345 

269 

3298 

9.4 

56 

Sankyo 

^  '  ' 

ZU 

13 

5 

A  A 
zi.O 

0  4 

3224 

'  """^ 

3216 

1 0  1 

S  e  1  b  u  R  Q 1 1 V/  a  y 

216 

7901 

18 

_28 

-34 

19.4 

495 

0.2 

3515 

15 

6172 

3.9 

KyusHu  Electric  Po^^er 

219 

7863 

17 

- 1  7 

-24 

20 

31 

2.3 

8319* 

236* 

22479 

6.3 

[  "'5 

NKK 

220 

7859 

2 

-27 

-32 

2  0 

34 

1  8 

13812 

2  1  1 

22828 

5  8 

Kojima 

Z  Z  J 

7749 

0 

o 

-29 

-34 

90 
z  z 

1  3 

1  34y2 

"^25 

1  8822 

1  3  7 

6 1 

A s a n  1  ^ n 6 m icai  inaustry 

228 

7665 

5 

-7 

- 1 4 

2.2 

32 

1.3 

9258 

304 

9159 

7.0 

62 

To k e d a  Che m icol  Industries 

230 

7656 

9 

-26 

-3 1 

1  9 

22 

1.1 

4917 

317 

6861 

8.6 

6" 

K a asoki  Steel 

231 

7583 

2 

_27 

-32 

1  6 

22 

2  0 

9350 

310 

14744 

7.2 

64 

Nikko  Securities 

/  ZiO  Z 

-33 

-38 

1  0 

22 

1  3 

NA 

3  1  3 

32392 

4  8 

Tasucio  Trust  &  BanKing 

241 

7398 

7 

"48 

-52 

1.7 

36 

10 

NA 

189 

94478 

4.9 

66 

ivooc  9Teei 

243 

7389 

3 

-38 

2  3 

36 

1.8 

10354 

188 

16459 

6.4 

67 

244 

7384 

5 

_  1  7 

-24 

1  5 

35 

1.1 

1 48246 

292 

69999 

4.3 

68 

Sumitomo  Corp. 

7164 

-i5 

-22 

1  4 

1  tiv  /  UUD 

z  /  ZID 

42532 

5  4 

69 

oricJaesTone 

254 

7128 

9 

20 

]  1 

2.1 

122 

1.2 

14120 

60 

12868a 

1.7 

Shizuoko  Bank 

256 

7107 

9 

—  1  T 
i  O 

_  ]  9 

2  5 

39 

0.5 

NA 

145* 

54743 

64 

7  ^ 

Sumitomo  Mctol  Industries 

260 

7064 

2 

—1 

4U 

1  6 

1  7 

2.0 

1  2915 

385 

1  8032 

9.6 

72 

Sanyo  Electric 

0  AO 
ZOZ 

703  8 

^ 

-16 

-22 

1  2 

53 

\  7 

1  2225 

1  29 

1 4989a 

2  3 

7  " 

Nippon  Oil 

264 

6954 

6 

-  A 

J  i 

1  6 

36 

0  8 

20878 

175 

18978 

4.5 

74 

Toroy  Industries 

265 

6923 

5 

2  1 

32 

11 

7335b 

208b 

8182 

6.4 

Daiwa  House  Industry 

275 

6812 

14 

_  ^ 

-9 

3.1 

19 

09 

5757 

320 

7483 

15.9 

7c 

Shimizu 

282 

6602 

8 

-20 

-26 

O  1 

z./ 

1  / 

1  ^2  1  7 

344 

1  oo7n 
1  vz  /  u 

1 5  3 

Ajinomoto 

284 

6596 

10 

-10 

-17 

2.4 

79 

0  8 

4227 

87 

5205 

3.0 

78 

Yamanouchi  Pharmaceutical 

287 

6585 

20 

4 

-4 

29 

26 

0.5 

2185 

233 

4492 

1  1.3 

79 

Mitsui  Real  Estate  Soles 

290 

6547 

8 

-22 

-28 

1.5 

20 

0.9 

8945 

295 

24500 

7.3 

80 

Kyocera 

293 

6477 

35 

-25 

-31 

17 

31 

1.1 

3408b 

203  b 

4795 

5.5 

8" 

Matsushita  ."lectric  Works 

305 

6302 

9 

-19 

2  0 

23 

1  1 

8288 

268 

7544a 

8.6 

Tonen 

308 

6274 

10 

-21 

2  1 

40 

2  0 

5952a 

147a 

4282a 

5.2 

83 

Ono  Pharma  utical 

310 

6253 

51 

73 

60 

79 

58 

02 

532* 

95* 

1395 

13.7 

84 

Sekisui  Hous 

31  1 

6199 

10 

-8 

-15 

1  5 

17 

1  4 

9178b 

381b 

9646 

9.3 
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MARKH 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICt 

X  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

1000 

US 

PER  SHARE 

ER0M1991 

VALUE 

P/E 

YIELD 

US 

US. 

US 

EQUITY 

INOUSTRV 

RANK 

S  MIL 

U  S,  S 

(U  S  SI 

(LOUL) 

RATIO 

RATIO 

% 

S  MIL 

S  MIL. 

S  MIL 

0 

CODE 

"hu^oku  Electric  Power 

3  16 

6064 

1  7 

- )  2 

- 1  9 

2  1 

35 

2  3 

6390* 

154* 

15200 

5  9 

12 

(ubota 

322 

5953 

4 

/J 

Z  V 

2.4 

180 

1.1 

6355 

51 

7643 

13 

38 

Sumitomo  Chemical 

327 

5914 

4 

~A 

- 1  1 

3.3 

38 

1.3 

8725 

161 

8673a 

8.9 

22 

roppon  Printing 

336 

5824 

9 

-16 

-22 

1 .6 

22 

0.9 

7557 

245 

7244 

7  6 

52 

Foisei 

338 

5790 

6 

—OA 

^0  A 
ZO 

2.2 

22 

1.7 

13293 

234 

18992 

9.9 

32 

Nippon  Express 

339 

5787 

5 

—  1  7 
1  / 

— 0'5 
Z  J 

4.2 

29 

0.9 

10830 

129 

6897 

14  7 

57 

Sumitomo  Electric  Industries 

345 

5649 

8 

~3  1 

2.1 

23 

1.0 

7927 

225 

7441 

9.5 

37 

Yomaichi  Securities 

348 

5570 

5 

-39 

0  9 

18 

1.3 

NA 

285 

3891  0 

4.9 

62 

foyo  Trust  &  Banking 

351 

5554 

7 

A/ 

0  1 

1 .5 

33 

0.9 

NA 

154 

68704 

4.7 

62 

Mitsubishi  Kasei 

356 

5489 

4 

1  / 

—  O  9 
ZO 

2  3 

49 

1.3 

8995 

101 

1  1  144 

4.7 

22 

Tokyu  Corp. 

370 

5215 

5 

2.6 

63 

0.8 

2989 

75 

8901 

4  1 

57 

Chibo  Bank 

371 

5205 

7 

-24 

-30 

1 .9 

35 

0.6 

NA 

1  20* 

62663 

5  3 

61 

'ioneer  Electronic 

375 

5186 

29 

A 

u 

—7 

2.1 

23 

0.7 

4270 

244 

3474 

9  2 

41 

Toyo  Seikan  Kaisha 

380 

5131 

25 

—A 

o 

-  ]  3 

2,3 

18 

0.3 

5387 

262 

4151 

13  1 

26 

Secom 

382 

5120 

48 

1  1 

0 

z 

4.3 

57 

0.6 

1338 

81 

2097 

7.5 

52 

Kao 

386 

5054 

8 

-0 

-8 

2,3 

32 

0.9 

5480b 

150b 

4521 

7  2 

44 

Comatsu 

389 

5005 

5 

-00 

-9  Q 
Z  o 

1 ,2 

59 

1  3 

7038 

223 

9387 

2  1 

38 

Marubeni 

395 

4977 

3 

—  T  A 

1,3 

56 

1.5 

139223 

243 

67203 

2.3 

59 

Foyo  Sash 

403 

4923 

23 

—  1  9 
I  Z 

2,4 

27 

0.4 

3437 

167 

4259 

9.0 

21 

C.  itoh 

405 

4875 

3 

-32 

-37 

1  2 

51 

1 .4 

151598 

224 

58543 

2.3 

59 

Hachijuni  Bank 

416 

4791 

8 

—  1  9 
1  Z 

2  9 

40 

0.5 

NA 

98* 

39593 

7.2 

61 

shikawajima-Harima  Heavy  Industries 

418 

4776 

4 

—9  A 
JO 

3,9 

31 

1.1 

6881 

141 

9507 

12  5 

38 

Shikoku  Electric  Power 

421 

4771 

17 

—  1  0 

—  1  O 

2  1 

26 

2.3 

3095* 

167* 

8183 

8.2 

12 

KDD 

423 

4743 

74 

-18 

-25 

2.1 

40 

0.5 

1715 

95 

3407 

5.2 

55 

Taisho  Pharmaceutical 

436 

4587 

15 

— o 

—  1  A 
1  0 

2,9 

26 

1.1 

1231* 

159* 

2018 

1  1.2 

45 

'Nippon  Yusen 

440 

4566 

4 

— 9A 
ZU 

2,5 

92 

0  8 

5992 

45 

9051 

2.8 

58 

loyo  Bank 

442 

4542 

6 

—OA 

-9  A 

2,0 

33 

0.7 

NA 

122* 

51619 

6.0 

61 

roto 

443 

451  8 

1  3 

3 

-5 

3,1 

32 

0.6 

2832 

1  20 

2587 

9.6 

21 

(awasaki  Heavy  Industries 

445 

4482 

3 

-25 

-3  ] 

5  3 

37 

1.2 

7265 

1  10 

7924 

14.4 

38 

Hitachi  Zosen 

447 

4470 

4 

_  ^  2 

1  0 

7,6 

62 

0.0 

2533 

66 

3515 

12.3 

38 

Honwo 

450 

4442 

12 

J  / 

—4 1 

1,5 

26 

0.9 

5536 

157 

21782 

5.8 

59 

FDK 

453 

441  5 

34 

-17 

-24 

1  5 

26 

1 .2 

401  7b 

162b 

4606 

5.8 

35 

fasuda  Fire  &  Marine 

454 

4412 

5 

Z  0 

-9/1 

2.6 

39 

1.1 

5159* 

1  14* 

24963 

6.6 

63 

Hokuriku  Bonk 

456 

4376 

6 

-97 
z  / 

-99 
J  Z 

18 

37 

0.6 

NA 

106 

58699 

4  8 

61 

NAitsubishi  Motors 

464 

4277 

5 

-1  3 

- 1 9 

1.5 

19 

11 

19910 

184 

14516 

8  3 

42 

Shiscido 

465 

4267 

1  1 

-3 

-10 

1  9 

34 

0  8 

3679 

1  1  3 

4257 

5  7 

45 

3dakyu  Electric  Railway 

472 

4166 

6 

—  1  fl 

1  0 

—9/1 
Z4 

4.0 

86 

0.7 

2804 

44 

5274 

4  7 

57 

3ji  Paper 

474 

4142 

7 

•J 

—  1 

2  2 

63 

1.0 

4768 

122 

6127 

3.5 

23 

fobu  Railway 

487 

4063 

5 

—09 
z  Z 

—  9ft 
ZO 

3  5 

103 

0.8 

1985 

36 

5984 

3.4 

57 

iank  of  Fukuoka 

490 

4036 

7 

-17 

-23 

2  3 

31 

0,6 

NA 

103* 

47200 

7.3 

61 

ihin^Etsu  Chemical 

494 

4005 

1  2 

~A 

2  3 

1  9 

0,5 

3323 

1  89 

4182 

1  1.8 

22 

Mitsubishi  Materials 

495 

3994 

4 

—  90 

17 

1  1 

16 

6767 

324 

9591 

15  7 

24 

-lankyu  Corp. 

498 

3966 

5 

—  1  9 
1  z 

3.1 

45 

0  8 

2277 

79 

6274 

6  8 

57 

Vshikaga  Bank 

501 

3952 

6 

-26 

-32 

2,0 

31 

0.7 

NA 

107* 

46026 

6  4 

61 

Mitsui  Marine  &  Fire 

502 

3950 

5 

~26 

-3 1 

2  5 

45 

1 .0 

3465* 

102* 

16971 

5.6 

63 

7unma  Bank 

505 

3936 

8 

/ 

—  1  A 
\  4 

2,5 

31 

0,5 

NA 

95* 

36754 

80 

61 

lusco 

507 

3888 

13 

—  ^ 

2.4 

32 

1,2 

1  1200 

1  17 

6829 

7.6 

54 

Marui 

519 

3822 

10 

-33 

-38 

1,4 

16 

1,7 

4796b 

243b 

5971 

8  6 

54. 

iumitomo  Marine  &  Fire 

520 

3813 

6 

—  1  o 

—  9  ^ 
ZO 

2,3 

34 

1  0 

2996* 

101  * 

1  5342 

6  7 

63 

Vsahi  Breweries 

522 

3788 

9 

—  1  9 
1  Z 

—  1  Q 
I  o 

1,7 

100 

0  7 

7308 

39 

13435a 

17 

43 

setan 

525 

3772 

17 

—  1  o 

1  y 

—  9A 
ZO 

3,3 

48 

0.5 

3914 

71 

3297 

6.8 

54 

Mazda  Motor 

530 

3747 

3 

-20 

-26 

1,2 

51 

1  7 

19284 

190 

10973 

2  3 

42 

lokuriku  Electric  Power 

535 

3719 

17 

t  J 

— 9A 
ZU 

1 .8 

27 

2.3 

2804* 

1  29* 

8254 

6  7 

1  2 

lokkaido  Takushoku  Bank 

537 

3716 

4 

"A  P 
40 

1.3 

23 

1.4 

NA 

145 

77400 

5  6 

61 

Aurata  Mfg. 

538 

3715 

18 

~6 

—  1  9 
1  0 

1.6 

17 

0  7 

1971 

174 

3172 

9.1 

35 

^yowa  Hakko 

556 

3598 

8 

-1 1 

-18 

3.1 

50 

0.7 

2649 

74 

3231 

6.3 

45 

okyo  Steel  Mfg. 

560 

3587 

24 

—  1  1 
1  1 

—  1  D 
1  0 

2  9 

1  5 

0  8 

1 658* 

251  * 

2082 

1 9.6 

25 

>hbayashi 

565 

3557 

5 

—  A  1 
4  1 

—46 

18 

16 

1.8 

9599 

197 

14438 

1  10 

32 

(okkaido  Electric  Power 

573 

3513 

16 

_  ^  ^ 

-9n 

ZU 

2.0 

42 

2  4 

3409* 

97* 

9628 

4.7 

12 

Aitsui  O.  S.  K.  Lines 

578 

3473 

3 

-26 

-32 

3.1 

84 

10 

4220 

38 

6358 

3.7 

58 

eijin 

580 

3467 

4 

~1 6 

-23 

1 .5 

22 

1 .3 

4362 

1  86 

6721 

6.8 

22 

bara 

582 

3455 

12 

3 

-5 

4.1 

77 

0.6 

2547 

41 

2454 

5.2 

38 

•ekisui  Chemical 

587 

3434 

6 

-17 

-33 

1.3 

13 

1.4 

5757 

233 

7180 

10  1 

21 

Kyushu  Matsushita  Electric 

590 

3418 

20 

-14 

-20 

3  5 

36 

04 

2142* 

78* 

1594 

9.7 

41 

lagoya  Railroad 

596 

3395 

4 

—  1  o 
1  V 

3  0 

50 

0.8 

2441 

6  1 

8553 

6  0 

57 

ony  Music  Entertainment 

600 

3372 

38 

5  5 

40 

0.2 

996 

71 

708 

13.7 

46 

iippon  Mining 

606 

3316 

4 

~1  8 

-25 

2.5 

80 

1.1 

8582 

38 

7944 

3.1 

1  1 

howa  Shell  Sekiyu 

613 

3283 

10 

-1 

-9 

3  7 

16 

06 

13287 

212 

6625a 

23.4 

1  1 

uji  Electric 

615 

3279 

5 

-31 

-36 

2.5 

25 

1  4 

5963 

1  58 

6253 

1 0  1 

34 

amazaki  Baking 

616 

3275 

1  5 

16 

7 

2.9 

30 

0  6 

4338 

1  1  1 

2086a 

9  6 

44 

titsukoshi 

622 

3245 

7 

-27 

-32 

3.5 

LOSS 

0.7 

8294 

43 

4282 

NEG 

54 

1  'aiichi  Pharmaceutical 

624 

3235 

12 

-22 

-28 

2.3 

18 

0.8 

1530 

163 

2503 

12.7 

45 

Mtsubishi  Petrochemical 

628 

3219 

7 

-4 

-1  1 

2.0 

16 

1.0 

3978 

186 

5138 

12.9 

22 

aishowo  Paper 

629 

3219 

15 

-39 

-44 

4.4 

708 

0.4 

2839 

4 

6219 

0.6 

23 

osmo  Oil 

635 

3171 

6 

-7 

-14 

40 

26 

0,8 

12851 

109 

9157 

15.2 

1  1 

ayodo  Automatic  Loom  Works 

640 

3156 

1  1 

-45 

-49 

1.8 

22 

0,9 

4156* 

131* 

2728 

8.3 

38 

lotsushita  Communication  Industrial 

646 

3112 

17 

-33 

-38 

2.1 

29 

0,5 

3629 

99 

2413 

7.5 

34 

,  c\^^r\  Footnotcs  OR  poqe  57 

"^00  ^  ^  BUSINESS  WEEK/JUIY  13,  19P2  63 


mm  PRICE/  RETURN 


GLOBAL 

PRICE 

%  CHANGE 

SALES 

rKUHlj 

ASSETS 

ON 

COUNTRY 

1000 

oT 

PER  SHARE 

FROM  1991 

VALUE 

P/E 

YIELO 

U  S 

US. 

U  S 

EQUITY 

IND 

RANK 

RANK 

SMIL 

U.S.S 

Ml  ^  ^1 
lU.  i.  3J 

(LOCAL) 

RAHO 

RATIO 

% 

SMIL 

SMIL. 

SMIL 

% 

CI 

162  Bank  of  Hiroshima 

653 

3068 

5 

-26 

-31 

1  9 

27 

0  8 

NA 

37* 

4495  1 

6  9 

163  Sumitomo  Metal  Mining 

654 

3065 

6 

-35 

-40 

2  2 

28 

09 

4070 

99 

4413 

8  0 

16^  Kumagai  Gumi 

655 

3046 

4 

-25 

-31 

1.1 

35 

1.6 

9784 

80 

15819 

3.2 

165  Dainippon  Ink  &  Chemicals 

656 

3043 

4 

-3 

-1  1 

2  0 

75 

)  2 

6582 

37 

6828 

2.7 

166  Kinden 

662 

2993 

1  7 

-10 

-16 

2,2 

24 

0  4 

3060* 

102* 

3 1 03 

9  2 

167  Nisshin  Steel 

664 

2983 

3 

-47 

-51 

1.4 

15 

1.9 

3394 

183 

5071 

9.7 

168  Mochido  Phormaceuticol 

666 

2963 

30 

67 

55 

9.3 

156 

02 

353* 

14* 

457 

60 

169  Nippon  Meat  Packers 

671 

2933 

14 

18 

9 

2  3 

32 

0.7 

5216 

83 

3290 

7  2 

L 

170  Daiei 

672 

2925 

7 

-27 

-32 

2  6 

37 

1  8 

1 9342b 

78b 

9291 

7  0 

t 

171  Kuraroy 

680 

2879 

9 

-8 

-15 

2.8 

32 

0,7 

2412 

79 

2829 

8.6 

172  NGK  Insulators 

691 

2824 

8 

-6 

-13 

2  3 

32 

0  8 

1653 

81 

2052 

7.4 

173  Nichii 

704 

2795 

10 

-13 

-19 

1  6 

35 

1.5 

8989 

77 

5680a 

4.7 

174  Nissho  Iwoi 

705 

2791 

4 

-19 

-25 

1 .6 

26 

1 .1 

97239 

S3 

38967 

6  0 

175  Eisai 

710 

2777 

1  1 

-1  1 

-17 

2.1 

23 

0.9 

1509 

102 

2094 

3  7 

I 

176  Nippon  Light  Metal 

712 

2775 

5 

-24 

-30 

2.5 

7 

0.7 

4533 

358 

4859 

35.1 

177  Mitsui  Engineering  &  Shipbuilding 

715 

2764 

3 

-26 

-31 

4.0 

1  1  7 

0  9 

2505 

21 

3638 

3  4 

1  78  Kelo  Telto  Electric  Roll 

72 1 

2737 

5 

-35 

-40 

3.2 

52 

0  9 

2882 

48 

4035 

6  1 

179  Nippon  Fire  &  Marine 

724 

2727 

5 

-25 

-30 

1.9 

32 

1.2 

2562* 

78* 

13122 

5.9 

( 

180  Ricoh 

732 

2697 

4 

-25 

-31 

0,9 

169 

19 

7137 

97 

8532 

0.6 

181  Fujita  Corp. 

738 

2635 

5 

-35 

-40 

1  3 

21 

1,4 

5486 

1  15 

9450 

8.5 

1 82  Fujisawa  Pharmaceutical 

745 

2663 

8 

-37 

-42 

1 .6 

56 

0.7 

1 957 

43 

3429 

2  8 

183  Chiyoda  Corp. 

759 

2628 

13 

-30 

-35 

3.6 

106 

0.3 

1324 

1  1 

2493 

3.4 

184  Casio  Computer 

762 

2618 

10 

-1 

-9 

2.2 

32 

1.0 

2384 

65 

2703 

6.9 

1  35  Kondenko 

763 

261  2 

1  9 

0 

-7 

3  2 

28 

0.3 

3423* 

77* 

2667 

1  1 .2 

1  36  Sapporo  Breweries 

769 

2587 

8 

-16 

-23 

2  6 

99 

0  5 

4458 

27 

46 1  5a 

2.6 

1 87  Amado 

770 

2586 

9 

1  1 

3 

14 

17 

1  3 

1459 

137 

2826 

8.1 

133  Showa  Denko 

772 

2583 

2 

-34 

-39 

2.5 

188 

00 

5115 

14 

5795a 

13 

1  89  Ube  Industries 

775 

2570 

3 

-28 

-33 

3.8 

38 

1 .3 

4846 

61 

6501 

10  1 

1 90  NSK 

792 

251  1 

5 

-21 

-27 

1 .3 

2 1 

1 .4 

3  1  38 

1 09 

4664 

6  4 

191  Hyogo  Bank 

798 

2484 

7 

-27 

-32 

1  9 

36 

05 

NA 

52* 

30727 

5.2 

192  Kokuyo 

801 

2475 

19 

-24 

-30 

2  5 

23 

0.6 

2227 

97 

2007 

1  1.0 

1  93  Isuzu  Motors 

812 

2444 

2 

-36 

-41 

1  9 

LOSS 

0.0 

1  1601 

-472 

8325a 

NEG 

194  Omron 

8  1 4 

2440 

1  ) 

-33 

-38 

1 .3 

1  7 

1  0 

3302 

1 53 

4040 

7  5 

195  Keihin  Electric  Express  Railway 

822 

2432 

5 

-31 

-36 

3  3 

63 

0.3 

1651 

35 

4075 

5.2 

196  Mokito 

823 

2428 

15 

0 

-8 

18 

19 

0.9 

1  133 

95 

1707 

9  6 

197  Suzuki  Motor 

826 

2423 

6 

12 

4 

1  5 

19 

1 .0 

8610 

1  13 

5240 

7.7 

1 98  /Mitsui  Toatsu  Chemicals 

840 

236 1 

3 

-21 

-27 

1  9 

1 9 

1 .6 

3757 

1  1  1 

5639 

9.8 

199  Furukawa  Electric 

844 

2352 

4 

-39 

-44 

1  6 

36 

13 

5679 

49 

5466 

4  5 

200  Mitsubishi  Oil 

852 

2330 

7 

-19 

-25 

3.3 

24 

0.7 

7913 

88 

5861 

13.7 

201  Nissin  Food  Products 

853 

2328 

18 

-12 

-19 

1  8 

30 

1  1 

1373 

71 

1994 

6.1 

202  Nissan  Fire  &  Marine 

855 

23 1  7 

]  1 

-59 

-62 

7  4 

8 1 

0  4 

1 672* 

26* 

5689 

9  1 

203  Matsushlta-Kotobuki  Electric 

862 

2290 

14 

2 

-6 

1.9 

27 

0  7 

1950* 

73* 

1662 

70 

204  Tokyo  Dome 

863 

2288 

14 

-34 

-39 

3  5 

105 

0.7 

820 

21 

3767 

3.3 

205  NIchido  Fire  &  Marine 

866 

2274 

5 

-21 

-27 

2.0 

32 

1 .0 

2320* 

65* 

1  1727 

6  2 

906  Tovabo 

^  W  .J  IWVWW 

868 

2271 

3 

-20 

-26 

2  8 

4 1 

1  2 

3900 

50 

4055 

6.8 

207  Tosoh 

373 

2252 

4 

-13 

-19 

3.0 

130 

10 

2612 

15 

4193 

2.3 

208  Seventy-Seven  Bank 

876 

2243 

6 

-15 

-21 

2.0 

27 

0.7 

NA 

66* 

28172 

7.5 

209  Dai-Tokyo  Fire  &  Marine 

877 

2240 

6 

-27 

-32 

1  7 

33 

1 .0 

2547* 

62* 

9813 

5.2 

'710  Bnnvii  Pn n rm n r^i if i ml 

883 

2231 

8 

-9 

-16 

1  9 

43 

0.7 

71  2* 

43* 

1 383 

4.3 

211  Daikin  Industries 

884 

2230 

8 

-33 

-38 

2  3 

17 

1.1 

2989 

1  17 

2651 

13.4 

212  Sumitomo  Heavy  Industries 

885 

2225 

4 

-31 

-36 

3  8 

47 

0.8 

3309 

43 

4529 

8.1 

213  Nippon  Hodo 

887 

2217 

19 

-7 

-14 

2  5 

40 

0  4 

2021* 

44* 

18'7 

6.2 

89 1 

2200 

22 

12 

3 

3  9 

38 

0.5 

1 1 53* 

47* 

324 

1 0.2 

215  Sumitomo  Realty  &  Development 

892 

2197 

5 

-33 

-38 

1.1 

15 

1.3 

2142 

131 

1  1920 

74 

216  Penta-Ocean  Construction 

893 

2193 

7 

4 

-3 

6.6 

73 

08 

3124* 

27* 

3132 

9,0 

217  Yamato  Transport 

895 

2188 

8 

-19 

-25 

2.2 

44 

1,1 

3366 

45 

2415 

5.0 

9  1  P  Cnfrn  K nrt\if\ 
z  1  o  ^aiv  ivoQvo 

899 

2 1 69 

8 

-18 

-24 

4  5 

46 

0  3 

3335 

43 

5 1  29 

9.8 

219  Nishi-Nlppon  Bank 

901 

2167 

6 

-25 

-30 

1.8 

32 

0,7 

NA 

56* 

27574 

5,6 

220  Tokyo  Electron 

902 

2162 

14 

-46 

-50 

2.0 

50 

08 

769 

39 

1634 

4  1 

221  Olympus  Optical 

908 

2150 

9 

8 

-0 

1.9 

37 

11 

1  765 

52 

2349 

5,2 

ZZZ    ^nUMUl  rllurillU^CUTItOI 

9 1  1 

2141 

9 

1 

-7 

2  6 

1  28 

0  7 

1121 

]  7 

1 430a 

2,0 

223  Hitachi  Metals 

912 

2135 

6 

-35 

-40 

1.7 

18 

1,4 

3423 

105 

3396 

9,0 

i 

224  Chugoku  Bank 

913 

2135 

10 

-19 

-25 

1.4 

21 

0.4 

NA 

84* 

31118 

6.7 

—  - 

225  Jujo  Paper 

916 

2127 

4 

-14 

-21 

1 .7 

32 

1,3 

4056 

60 

4990 

5,3 

226  Seino  Transportation 

09n 

9  19  1 

1  4 

-13 

-24 

1  5 

2 1 

0  6 

2222 

93 

2  1  34 

7  ] 

227  Selyu 

228  Shionogi 

921 

2119 

9 

-25 

-30 

2  6 

23 

13 

10522b 

92b 

10715 

1  1,5 

924 

2116 

6 

-26 

-32 

1.5 

29 

1,0 

2149 

67 

2533 

5,3 

229  MeijI  Milk  Products 

926 

2116 

7 

28 

19 

4.6 

69 

0,7 

3138 

26 

1565 

6.7 

230  Japan  Radio 

934 

2097 

15 

-16 

-22 

3.6 

36 

0,4 

1473 

52 

1706 

10.1 

231  Takashlmaya 

937 

2092 

9 

-39 

-44 

2. 1 

1  1 

0,8 

9653 

1 80 

5469 

1  ft  A 
1  O.O 

232  Matsuzokaya 

943 

2066 

13 

-47 

-51 

3  2 

16 

0.5 

4174 

122 

2070 

19.8 

233  Meiji  Seiko 

944 

2066 

5 

4 

-4 

2  4 

51 

10 

2334 

37 

1670 

4,8 

234  Oki  Electric  Industry 

948 

2060 

3 

-35 

-40 

14 

LOSS 

1.6 

4704 

70 

5526 

NEG 

235  Hosegawo  Komuten 

950 

2059 

5 

-29 

-35 

0.9 

18 

18 

3956 

104 

9573 

5.0 

236  Mitsubishi  Gas  Chemical 

952 

2048 

4 

-9 

-16 

18 

37 

1.0 

2242 

50 

3079 

4.9 

237  Citizen  Watch 

953 

2045 

7 

-1  1 

-13 

2  0 

15 

09 

2910 

122 

2737 

13.0 
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GLOBA 


There's  one  winning  performance 
'ou  won't  read  about.  But  you'll  see  It,  hear  It  and 
eel  It  every  time  you  watch  the  Olympic  Games. 


You  see  every  drop  of  sweat,  and  it  gives 
you  the  chills.  You're  watching  the  Barcelona 
Olympic  Games  captured  by  a  Panasonic  D-3 
1/2"  Digital  Video  System,  the  equipment 
chosen  by  networks  from  America,  Europe 
and  Japan.  They'll  be  using  over  1200  units 
of  the  Panasonic  D-3  1/2"  Digital  Video 
System  to  bring  all  the  action  home  to  you. 

This  Panasonic  D-3  1/2"  Digital  Video 
System  is  capable  of  producing  images  with 
startling  detail  and  sound  that's  as  clear  as 
a  compact  disc.  The  small  1/2"  digital  video 
cassette  tape  allows  Panasonic  video 
equipment  to  be  compact,  lightweight  and 
maneuverable.  This  means  broadcasters  can 
easily  cover  the  Barcelona  Olympic  Games 
from  almost  every  angle  possible.  And  because 
the  entire  system  is  digital,  it  can  duplicate 
and  edit  programs  for  broadcast  without  any 
video  or  audio  degradation. 

Of  all  the  triumphs  of  the  Olympic  Games, 
there's  one  you  won't  read  about,  but  you'll 
see  it,  you'll  hear  it  and  you'll  feel  it  when 
you  watch  the  Games.  It's  the  D-3  1/2"  Digital 
Video  System  from  Panasonic. 


Panasonic 

MATSUSHITA  ELECTRIC 
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First,  there  were  Japanese  exports.  As  the  trade  imbalance  rose, 
local  companies  lost  market  share  and  cut  jobs,  arousing  anti- 
Japanese  sentiment. 

Partly  in  response.  Japiuiese  )Hdnufactnrers  began  ope>i!)ig  factories.  These 
created  jobs  and  helped  cut  the  trade  i>nhala>ice.  But  tension  still  greic,  as  critics 
complained  of  "screwdriver  factories"  and  lack  of  any  real  value-added  activities 
such  as  Rc'-D. 

Now  Japanese  coinpiinies  are  expanding  their  R&D  in  North  America, 
establishing  R&D  facilities,  sponsoring  university  research  and  joining  up  with 
many  of  the  most  innovatii'e  local  high-tech  companies.  Is  this  merely  a  scheme 
to  buy  brains  and  talent'f  Or  a  genuine  effort  to  work  together  to  create  new 
technology'^ 

Why  Internationalize  R&D? 

"Everywhere,  business  is 
rapidly  internationalizing,  " 

says  Fujitsu  Executive  Vice  President 
and  Representative  Director  Mikio 
Ohrsuki.  "Telecommunications  are 
moving  toward  a  world  standard. 
Computers  are  shihing  trom  propri- 
etary to  open  systems." 

Japan's  largest  companies  are 
finding  that  if  they  want  to  remain 
competitive  it  is  not  enough  to 
build  an  international  presence 
based  on  overseas  marketing  and 
man  ufacturing. 

"Internationalization  leads  to 
the  localization  of  K&D,"  explains 
Dr.  Sei-Ichi  Fakayanagi,  Toshiba  s 
executive  vice  president  tor  corpo- 
rate technology. 

In  other  words,  Japanese  com- 


•closely  linked  arguments. 

Technology  Strengths 

Japan's  high-tech  leaders  know  what 
the  U.S.  —  and  the  Japanese  — 
public  too  often  forgets:  that  tar  trom 
being  a  fallen  technological  giant,  in 
key  areas  ot  tomorrow's  technology  — 
affecting  everything  from  computers 
to  peripherals  to  telecommunications 
and  more  —  the  U.S.  has  an  edge. 

To  compete,  Japanese  compa- 
nies must  have  an  R&L)  presence  in 
the  U.S.  Sohware  is  probably  the 
best  example  ot  such  a  presence. 

"Software  is  growing  ever  more 
important, "  notes  Fujitsu's  Ohtsuki. 
Japanese  companies  recognize  that  for 
all  their  strength  in  hardware  manu- 
facturing, the 
U.S.  clearly  leads 
in    software  — 
and    that  more 
and  more  software 
drives  high-tech 
industry. 

"In  areas 
sLich  as  software 
the  American 
market  is  the 
most  advanced 
and  sooner  or 
later  Japan  — 
like  the  res:  of 
the  world  —  will 

panics  have  little  choice  but  to       follow,"  observes  NEC  Senior  Vice 
diversify  their  R&li  capability.  To       President  Yasuo  Kato. 
back  up  this  argument,  senior  Kato  adds,  "If  NEC  cannot  sur- 

Japanese  executives  point  to  seven       vive  in  the  U.S.,  we  cannot  survive 


Fujitsu's  HEMT  (high-electron  mobility 
transistor)  device  enables  even  small,  internal 
antennae  to  pick  up  weak  TV  signals 
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What's  your  view 
of  the  world? 


A  positive  outlook  is  a  powerful  tool.  Do  you  see  life  as  it  is  ,  or  as  it  can  be? 
Komatsu  sees  a  world  of  possibilities.  We  make  tools  for  a  better  life... 
construction  and  industrial  machines,  robotic  equipment,  electronic  devices, 
and  many  other  types  of  advanced  technology...  in  response  to  social  needs. 
We  seek  local  partnerships  which  contribute  to  the 

welfare  of  communities  around  the  globe.  With  a  little  optimism  and  a  lot  of  co-operative  energy 

And  we  welcome  the  views  of  our  neighbours  perhaps  we  afi  can  make  a  world  of  difference, 

in  working  for  a  better  world.  At  least,  that's  how  we  look  at  life.  What's  your  view? 


The  earth  company,  unlimited. 

KOMA'fSU 

Head  Office:  2-3-6  Akasaka.  Minato-ku.  Tokyo  107  Japan  Phone:  (03)  5561-2617  Facsimile:  (03)  3505-9662 
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in  the  world:  that  is  why  we  must 
have  a  complete  operation  there, 
from  sales  and  marketing  to  nianti- 
tacturing  and  R&D." 
I  Limited  Manpower  "  I  here  is 
a  limited  stipply  oi  engineers,  espe- 
cially software  engineers,  in  Japan," 
says  Toshiba's  Dr.  Takayanagi. 
Competition  for  qualified  engineers 
is  often  extremely  keen. 

The  U.S.  and  Canada  have 
good  software  engineers  —  and 
unlike  Japan  where  fresh  university 
graduates  require  two  to  three  years  NEC  researcher  working  on  a 
on-the-joh-trai ning,  most  are  ready 
to  make  an  immediate  contribution. 

There  are  other  important  dif- 
ferences in  human  resources.  "U.S. 
researchers  are  good,  especially  at 
formulating  concepts,"  remarks  Dr. 
Shiro  Horiuchi,  a  director  and 
board  member  at  Matstishita  Elec- 
tric Industrial.  "But  they  prefer  to 
work  individually,  so  their  Japanese 


Fujitsu's  new 
telecommunications  plant  in 
Richardson,  Texas 


parallel  processing  computer 

counterparts  have  an  edge  in  large, 
complex,  closely  coordinated  pro- 
jects." 

As  much  as  U.S.  high-tech 
giants  learned  when  they  set  up  R&D 
centers  in  Japan,  there  is  much 
more  to  be  gained  from  recognizing 
and  combining  the  strengths  and 
aptitudes  of  researchers  from  differ- 
ent countries. 

Cultural  Synergy  This  leads 
to  a  closely  related  point.  "At 
Fujitsu,"  comments  C^htsuki,  "we 
j  want  to  nurture  the  autonomous 
growth  of  t)ur  operations  world- 
wide, i  he  challenge  for  manage- 
ment is  to  understand  different  cul- 
tures and  environments." 

Toshiba's  Dr.  Takayanagi 
.igrees:  "It  is  important  to  under- 
stand cultural  and  educational  dif- 
ferences in  each  country  and  to  use 
these  differences  constructively.  The 


cultural  mix  stimulates  a  valuable 
"cross-cultural  effect. " 

Hitachi  Executive  Managing 
Director  Dr.  Yasutsugu  Takeda 
emphasizes  this  synergy,  reasoning 
that  an  international  R&D  program 
helps  promote  a  synergistic  reaction 
among  disciplines  and  cultures. 

Product  Differentiation 
Although  the  trend  is  toward  global 
standards,  there  are  also  significant 
variations  in  the  way  products  are 
used  in  different  markets.  The  PBX 
(private  branch  exchange)  is  a  dif- 
ferent animal  in  the  U.S.,  where 
secretaries  are  numerous  compared 
to  Japan,  where  they  are  few. 

Similarly,  the  requirements  for 
computer  mammography  equip- 
ment in  the  U.S.  are  not  the  same  as 
those  in  Japan:  women  in  the  two 
countries  usually  differ  significantly 
in  size  and  physique.  Thus,  a  key 
argimient  for  overseas  R&D  is  prod- 
uct differentiation. 

"In  the  past,"  continues  Dr. 
Takeda,  "when  we  wanted  to  make 
a  product  suitable  for  foreign  mar- 
kets we  sometimes  made  mistakes 
because  of  cultural  differences." 

"Before  we  can  consider  selling 
overseas  a  product  developed  for  our 
domestic  market,  it  must  be  cus- 
tomized to  meet  local  standards," 
agrees  Fujitsu's  C^htsuki. 

An  overseas  R&l)  capability  is 
seen  as  helping  attune  products  to 
local  needs.  "That  is  why,'  empha- 
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A  member  of  MITSUBISHI  COMPANIES 


We  put  some 
great  ideas  into 


Having  a  good 
idea  is  one  thing. 
Making  it  into 
something  practica 
which  people  can  use  is  the 
hard  part.  At  Mitsubishi 
Kasei,  turning  research  into 
reality  is  one  of  the  things 
we  do  best. 

Take  pharmaceuticals  for  instance.  Many  medicines 
are  developed  by  trial  and  error.  At  Mitsubishi  Kasei, 
we  use  a  much  more  advanced,  and  time-saving 
process  called  molecular  design.  It's  a  step-by-step 
approach  which  allows  us  to  design  molecules  into 
the  ideal  structure  we  require,  like  the  anti- 
thrombotic argatroban  (Novastan®).  It  prevents 
the  uncontrolled  clotting  of  blood  that  can  lead 
to  thrombosis,  or  worse.  Our  researchers, 
using  molecular  design,  were  able  to  build 


Circulation. 


a  specific 
molecule,  just 
like  a  key  fitting 
into  a  lock,  that 
blocks  the  problem  enzyme. 
For  millions  of  potential 
stroke  and  heart-attack 
sufferers  around  the  world, 
it  provides  great  hope  for  the  future. 

Pharmaceuticals  that  contribute  to  longer,  healthier 
ives  are  just  one  way  we  turn  research  into  a  whole 
range  of  products  and  services.  As  Japan's  largest 
integrated  chemical  company,  we're  also  involved  in 
information  and  electronics,  plant  genetics  and  many 
basic  and  exotic  materials  for  home  and  industry. 
To  find  out  more  about  Mitsubishi  Kasei.  call 
or  write  for  our  annual  report.  You'll  see  how 
we're  working  to  maintain  a  very  healthy 
now  of  ideas. 


MITSUBISHI 
KASEI 


litsubishl  Kasei  Corporation  (Formerly  "Mitsubishi  Ctiemical  Industries  Limited")  Head  Otiice  5-2.  Marunouctii  2-ctiome.  Ctiiytxla-ku.  Tol(yo  100.  Japan  Telephone  03-3283-6274  Facsimile  03-3283-6287  Telex  BISICH  J24901 


sizes  Dr.  Takeda,  "it  is  so  importanr 
ro  link  R^:D  with  offshore  manurac- 
turing  and  marketing." 

Response  Time  Product  dif- 
ferentiation ieaas  to  an  equally  prag- 
matic argument  about  managem^"^ 
style.  "It  is  imperative  to 
shorten  the  time  it  takes  t<> 
make  a  decision."  emphi 
sizes  Fujitsu  s  Ohtsuk 
"Overseas    RicD,"  sa" 

-  -layanag;. 
"aiiows   us   to  re^r 
quickly  to  customers  ar.c 


Toshiba  s  Dr.  Takayanagi  adds: 
"It  is  difficult  for  one  company  to 
acquire  knowledge  and  expertise  in 
all  fields.  You  have  to  tocus  —  in  our 
case  on  electronics  and  energ)\  ^\"e 
i>  v.e  approach  the  21st- 


proc'^:":  - 

Change  and  Re- 
sources ■'Historically. 
Japanese  companies  have 
tended  to  do  everything 
themselves."  suggests 
Matsushita  s  Dr.  Hor; 
"But  as  technology  dc- 
comes  more  complex,  they  Research 
must  cooperate  with  other 
companies. 

"Technologv  is  becoming  so 
huge,  so  fast."  agrees  NEC  s  Kato. 
"no  one  company  can  deal  with  it: 
\X  e  ha"'-"e  to  collaborate. 

"\X'e  like  to  be  creative  in  tech- 
nology, says  Fujitsu  s  Ohtsuki. 
"But  doing  that  alone  now  is  diffi- 
cult, especially  when  the  aim  is  to 
provide  customers  total  systems 
solutions.  You  have  to  have  reliable 
partners,  so  that  }ou  can  take 
advantage  ot  each  other's  strengths 
and  overseas  bases. 


on  high-temperature  superconductors 


century,  our  strateg}'  is  to  cooperate 
with  other  companies  with  comple- 
mentar.-  technological  strengths." 

Social  Responsibility  U.S. 
complaints  about  "screwdriver 
assembly  lines  have  also  had  an 
effect  '  •  ^  r  -.ese  corporate  think- 
ing. "  I:.  ;  ..:  :o  be  an  adult  citi- 
zen of  the  world  economy,  we 
believe  our  overseas  operations 
should  be  complete,  says  NEC  s 
Kato.  "In  the  U.S.  that  means  the 
enterprise  should  extend  from  sales 
to  RscD." 


Corporate 
R&D  Strategic 

Japans  export  success  reflects 
a  dedication  to  quality  and 

first  class  manufacturing 
technology,  far  more  than 
brilliant  management  or 
even  superior  productivirs\ 
Japanese  companies  are  sel- 
dom homogeneous  in 
organization  or  purpose. 
Organic  in  evolution, 
bureaucratic  in  structure, 
they  usually  operate  off- 
shore on  m.ultiple  paths  — 
paths  which  sometimes 
have  only  limited  inter- 
action. 

Indeed,  one  company 
interv  iewed  acknowledged  it 
encourages  its  researchers  in 
Japan  and  around  the  world 
to  publish  their  findings  in  scholarly 
journals  so  that  others  in  the  com- 
pany would  be  able  to  leain  about 
the  results. 

All  this  is  important.  The  devel- 
opment by  Japanese  companies  of 
an  international  R&D  capability 
most  commonly  is  a  response  to  the 
specific  needs  of  individual  corpo- 
rate divisions  struggling  to  compete 
abroad  —  not  a  master  plan  to  buy 
overseas  brainpower. 

Thus,  in  establishing  an  R&D 
presence  in  North  America,  major 


When 


Will  you  want  the  expertise  and 
farsightedness  that  keeps  you  ahead  in 
the  markets? 

Or  the  strength  and  stability  offered  by 
an  organization  long  on  tradition'!' 
At  Dai-lchi  Kangyo  Bank,  we  have  both. 
We  were  the  first  bank  to  be  established 
in  Japan,  and  are  today  the  country's 
largest. 

We  have  massive  resources  to  call  on.  And 
the  broadest  range  of  services  available. 


youYe 
choosing 
a 

financiai 
partner^ 

what 

do 

you 

look 

for? 


Yet  we  are  the  first  to  recognize  the 
importance  of  each  individual,  and  the 
value  of  every  business  partnership. 
In  the  Americas  and  around  the  world, 
the  speed  of  our  reactions  combined 
with  our  sense  of  traditional  values 
gives  us  an  edge  you  can  rely  on. 
When  the  choice  of  financial  partner  is 
yours,  choose  wisely 
Yours  should  be  the  most  reliable 
partner  there  is. 


Your  most  reliable  partner 

DAI-ICHI  KANGYO  BANK 

Head  Office:  1-5,  Ui  hisaiwaicho  l-chome,  Chiyoda-ku.  Tokyo  100,  Japan  Tel  (03)  3596-11 


Network  in  U.S.A.,  Canada  and  Latin  America  i  Branches  and  Agencies  in:  New  York,  Los  Angeles,  Chicago,  Atlanla. 

San  Francisco,  Panama.  Cayman  Loan  Production  Office  in:  Houslon  Representative  Offices  in:  Toronto.  Sao  Paulo. 
Mexico  Cily,  Caracas.  Buenos  Aires  Subsidiaries  in:  Los  Angeles.  New  York,  New  Jersey,  Chicago.  Oranieslad,  Toronto 
Associated  Company  in:  Sao  Paulo 


HE  NEW  NEC  PORTABLE  PHONE  SERIES 

i  getting  a  lot  of  attention.  And  rightly  so. 
he  vanguard  of  a  new  generation  of  personal 
ommunication  tools,  they  are 
ght,  compact,  and 
xtremely  powerful, 
.nd  boast  designs  that 
re  destined  to  set  trends,  not 
)llow  them. 


i 


People  talk  about 
EC  in  other  ways,  too.  As 
leader  in  computers  and 
tmmunications.  And  as 
e  world's  number  one 


miconductor  manufacturer.  YouH     '^^'"ai  size 

P600  Portable  Phone 

SO  hear  our  name  mentioned  in  the  same 


breath  with  some  great  sports  events: 
Davis  Cup  by  NEC,  Federation  Cup 
by  NEC,  and  the  NEC 
World  Series  of  Golf. 
While  we've  been 
wowing  the  public,  there's 
also  been  a  lot  of  excite- 
ment in  the  lab,  where  we've 
made  significant  breakthroughs 
in  basic  technology  and  explored 
new  applications  for  advanced  elec 
tronics.  From 
miracles  in  mini 


=1=5 


aturization  to 
telecommunications  networks  that  span 
the  globe,  NEC  always  gives  people  some 
thing  to  talk  about. 

THE  WHOLE  WORLD  IN  YOUR  HAND 


SEC 


Watch  the  NEC  World  Series  of  Golf,  USA  Network  August  27-28,  CBS  August  29-30.  Check  local  listing  for  times. 


U>  SBiUBS  OP  OOLT. 


NEC 


THE 
LEGEND 

in  thc  ' 

HEART 

of 

TOKYO 


The  Hotel  Okura  is  the  first  choice 
of  executive  travellers  from  all 
over  the  world.  Why?  We 
invite  you  to  come  see 
and  understand. 

Contact  your  travel  agent 

or  our  hotel  representatives: 

THE  LEADING  HOTELS  OF  THE  WORLD 

PREFERRED  HOTELS  &  RESORTS 
WORLDWIDE 

DISTINGUISHED  HOTELS 

TETLEY/MOYER  &  ASSOCIATES 

UTELL  INTERNATIONAL 

HOTEL  OKURA,  TOKYO,  JAPAN 
2-10-4  Toranomon,  Minato-ku, 
Tokyo  105,  Japan 
Tel:  03-3582-0111  Fax:  03-3582-3707 
Telex:  J22790 

HOTEL  OKURA  OFFICES 

WORLDWIDE 
New  York  Tel:  212-755-0733 
Los  Angeles  TeL  213-380-0218 
Amsterdam  Tel:  020-6761160 
Hong  Kong  Tel:  895-1717 


'TheFkadinfHotels 
otth(fWorld' 
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Japanese  companies  have  fol- 
lowed one  or  more  ot  five 
strategies. 

Development  Facilities 

I  he  most  visible  presence  is 
corporate  R&n  facilities.  The 
great  majority  ol-  these  is  dedi- 
cated to  product  development 
—  either  in  terms  of  adapting 
existing  products  or  creating 
new  ones. 

I  his  contrasts  with  Japan. 
There,  the  emphasis  in  corpo- 
rate thinking  is  on  the  use  ot 
technology  —  the  Hnal  prod- 
uct. Most  companies  tend  to 
bind  research  —  basic  as  well 
as  applied  —  and  development 
closely  together. 

Even  so,  most  U.S.  develop- 
ment facilities  tend  to  work  closely 
with  counterpart  laboratories  in 
Japan.  Development  programs  are 
coordinated,  to  avoid  duplication. 
Information  is  exchanged  regularly: 
T  oshiba's  radiological  imaging  labo- 
ratory in  California  shares  the  same 
Japan-based  computer  system. 

Says  Toshiba  Executive  Vice 
President  for  Corporate  Technology 
I^r.  Sei-Ichi  Takayanagi,  "If  infor- 
m  a  t  i  o  n  is  not  ex  c  h  a  n  g  e  d  and 
knowledge  flows  only  one  way,  that 
is  not  helpful  to  development." 

Toshiba  has  four  development 
operations  in  the  LInited  States. 
I  hese  include  a  radiological  imag- 
ing laboratory  for  medical  ec]Liip- 


Toshiba  is  actively  researchr.., 
environmental  problems 

ment;  an  information  systems  lab- 
oratory in  C  a  1  i  f  o  r  n  i  a ,  which 
focuses  on  PBXs,  applied  software 
and  hard  disk  drives;  and  Vertex, 
a  San  Jose,  Calif(3rnia,  venture 
capital  investment  specializing  in 
computer-aided  design  software 
for  application  specific  integrated 
circuits. 

In  April  this  year,  Toshiba 
openeci  its  Ad\anced  Television 
Technology  C^enter  in  Princeton, 
New  Jersey.  This  has  the  task  of 
developing  high  tfefinirion  televi- 
sion for  the  North  American 
market. 

Fu  jits  us  K4ikio  Ohtsuki  em- 
phasizes the  role  of  the  company's 
overseas  bases,  not  only  in  identify- 
ing and  meeting  local  needs,  but 
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Last  year  the  company  opened  a 
new  telecommunications  equipment 
maniihicturing  and  development 
center  in  Richardson,  Texas,  which 
is  expected  to  play  an  important 
role  in  the  development  ot  SONET 
(Synchronous  Optical  Network) 
products. 

Elsewhere,  Fujitsu's  Hillsboro, 
Oregon,  plant  works  closely  with 
Intellistor,  a  Colorado  subsidiary, 
on  disk  drives,  storage  devices  and 
controllers.  The  company  also 
works  closely  with  other  U.S.  firms 
in  which  it  has  an  equity  stake, 
including  Amdahl. 

Some  90%  oF  NEC's  R&H 
activities  in  North  America,  accord- 
ing to  NEC  Senior  Vice  President 

Hitachi  succeeded  in  the  world's  first  ^^f"-  ^-^^"^^ 

observation  of  the  smallest  unit  of  magnetiza-  place  in  develop- 
tion  using  a  holographic  electron  microscope  ment  laboratories 

attached  to  its 
main  operations 
areas. 

Apart  i  r  o  m 
applied  research 
tied  to  the  needs 
ot  specific  cus- 
tomers, most  of 
this  development 
work  focuses  on 
products  ciedicat- 
ed  to  the  North 
American  market. 
In  addition,  since 
t  h  e  s  c  p  r  o  d  u  c  t  s 
sometimes  have 


also  in  contributing  to  Fujitsu's 
global  technt)logy  capability 
through  a  network  of  people  who 
can  turn  technology  into  solu- 
tions. 

In  North  America,  Fujitsu  is 
building  up  an  extensive  product 
development  capability  —  and  has 
a  substantial  track  record  to  show 
for  it.  For  example,  the  Advanced 
Products  Division  of  Fujitsu  Micro- 
electronics in  San  jose,  California, 
worked  closely  with  Sun  Microsys- 
tems to  develop  the  SPARC  micro- 
processor, a  mainstay  of  Sun's 
workstations.  Fujitsu  Personal  Sys- 
tems, Inc.  in  Santa  Clara,  Califor- 
nia, is  a  leading  supplier  of  pen- 
based  palmtops. 


TOKYU  HOTELS  JAPAN 


The  Heart 
of 

the  Matter 


They  say  "the  way  to  a  man  s  heart  is 

through  his  stomach." 

Whether  you're  a  gourmet  or  goumnand; 
if  you  like  rich  French,  succulent  Chinese, 
or  fresh  Japanese  cuisine,  or,  on  the  other 
hand,  if  you  are  on  a  no  salt,  low  sugar  or 
vegetarian  diet,  you'll  delight  in  the  tasty 
menus  prepared  by  Executive  Chef  Karl 
Hoermann.  Karl,  who  learned  his  trade 
in  Salzburg,  and  perfected  his  skills  in  five- 
star  establishments  all  over  Europe,  now 
runs  the  best  hotel  restaurants  in  Tokyo. 
At  the  Tokyii  Hotels'  flagship,  the  Capitol 
Tokyo!  His  dishes  are  fit  for  royal  ban- 
quets, business  lunches,  family  dinners  as 
well  as  for  weight-watching  fashion  mod- 
els. Karl  gets  to  the  heart  of  the  matter. 

I4 


CAPITOL  TOkTU  HOTEL 

10-3,  Nagata-cho.  2-chonne.  Chiyoda-ku.  Tokyo  JAPAN 
Tet  (031  3581-45ir.  Telex:  2223605  THCCAP  J 


Sales  Offices:  New  York  800-822-0016. 

Los  Angeles  800-624-5068, 

London  071-493-2585,  Tokyo  03-3264-4436 

Distinguisfied  Hotels/Robert  F.  Warner,  Inc 

for  tfie  Capitol  Tokyu  and  Kyoto  Tokyu, 

Utell  International  for  all  Tokyu  Hotels. 

Delton  Reservations  Offices 
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THIS  YEAR 
WE'LL  SPEND  MORE 
ON  R&D  THAN  MOST  OF 
THE  FORTUNE 500\N\LL 
MAKE  IN  SALES. 


POCKET  COMMANDER'"  is  a  trademark  of  Fujitsu  Network  Transmission  of  America.  Inc 
FORTUNE  500  is  a  registered  trademark  of  Ttie  Time  Inc  Magazine  Company 


We  spend 
nearly  $3  billion 
annually  on  R&D  (over  10%  of 
sales)  to  bring  the  most  profound  technolo-  ^ 
gies  down  to  human  terms.  And  put  some  of  them 
in  human  hands.   qD  The  ultra-light  cellular  phone,  a 
direct  result  of  our  microelectronics  research,  is  an  exam- 
ple. It  was  Fujitsu  gallium  arsenide  circuitry  that  made  smaller 
and  lighter  cellular  phones  possible — like  the  Pocket 
Commander,™  measuring  5.3  inches  in  length,  and 
weighing  under  10.4  ounces.  qO  Another  Fujitsu 


'^S.SSm'^m^   first— the  High  Electron  Mobility  Transistor— is  mak- 

made  improved  broadcast 

iiite  TV  possible         jpg  improved  broadcast  satellite  TV  systems  pos- 
ble.  And  a  design  innovation  incorporating  voice  guidance  and 
Draille  made  Fujitsu  automated  teller  machines  first  to  accom- 
modate the  disabled,  In  over  100  countries,  we're 
translating  the  complexities  of  technology  into  new 
ways  to  make  life  less  complex.  It's  helped  make  us 
I             the  $25  billion  company  we  are  today  Now 
it's  helping  us  make  our  name  in 
America. 


cP 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 
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parts  1 II  common 
wirh  products  used 
elsewhere  in  the 
world,  there  is  often 
collaboration  on 
parts  and  compo- 
nents. 

Matsushita  has 
been  operating  R&l) 
laboratories  in  North 
America  since  the 
mid-70s.  Currently, 
the  company  has 
seven,  most  headed 
by  non-Japanese,  and 
Dr.  Shiro  Horiuchi, 
a  director  and  board  member  at 
Matsushita  Electric  Industrial, 
emphasizes  that  the  company  makes 
no  distinction  between  its  laborato- 
ries in  Japan  or  the  U.S. 

Specializing  in  digital  imaging 
processing,  the  Matsushita  Applied 
Research  Laboratory  in  Burlington, 
New  Jersey,  is  working  on  video 
signal  processing  tor  recording 
purposes. 

Matsushita's  Image  Technology 
Research  Laboratory  develops 
high  definition  imaging 


software.  To  the  south, 
in  North  Carolina's 
Research  Triangle  Park, 
the  Kyushu  Matsushita 
Electric  Research  Labo- 
ratory is  studying  satel- 
lite communications. 

Hitachi  is  another 
company  which  sepa- 
rates research  and  devel- 
opment outside  Japan. 
Even  so,  with  both 
activities,  notes  Execu- 
tive Managing  Director 


Matsushita  technician  working  on  photochromic         Yasutsugu  Takeda 

materials  for  multilayered  recording    ......  ,. 

Hitachi  aims  at  achiev- 


The  Speech  Technology  Labo- 
ratory in  Santa  Barbara,  Califor- 
nia, focuses  on  speech  recognition 
and  synthesis.  I  he  Wood  Dale, 
Illinois,  Matsushita  Industrial 
Equipment  Research  Laboratory  is 
developing  application  software 
tor  retail  industry  equipment. 

Matsushita's  Communication 
Systems  Technology  Laboratory  in 
Secaucus,  New  Jersey,  works  on 
home  automation  and  cable  televi- 
sion systems.  Nearby,  at  Burlington, 
the  Panasonic  Advanced  I  V-Video 
Laboratories  represents  Matsushita's 
entry  into  the  U.S.  high-definition 
television  market. 

Down  the  road  in  Princeton, 
the  Matsushita  Intormation  Tech- 
nology Laboratory  looks  at  comput- 
er software  and  especially  at  person- 
al-use data- base  and  networking 


ing  synergy  from  its  integration  with 
local  culture  as  well  as  corporate 
design,  sales,  marketing,  manufac- 
turing, sales,  and  distribution. 

Hitachi  operates  three  develop- 
ment facilities  in  the  U.S.  —  one 
for  semiconductors  in  San 
Francisco,  California;  another  for 
advanced  television  and  video  prod- 
ucts located  in  Princeton;  a  third  for 
automotive  products  industry  in 
Detroit,  Michigan. 

According  to  Dr.  Takeda, 
Hitachi  will  gradually  expand  these 
facilities.  "But  it  is  important  to  be 
patient  when  it  comes  to  innovation 
and  the  results  of  synergistic 
research.  Development  work  takes 
about  five  years  to  pay  off,  basic 
research  perhaps  ten." 

Research  Facilities  A  more 
recent     strategy     adopted  by 


fhe  Wming  Comb'mtm  - 
fechnology  And 
inmnmnt 


Kawasaki 


Due  to  its  name,  Kawasaki  Heavy  Industries,  Ltd.  is  widely  recognized 
as  the  manufacturer  of  heavy  industrial  products.  Shipbuilding,  which 
started  back  in  1878,  is  still  playing  a  major  role  in  our  company  with 
many  high-tech  ships  sailing  all  over  the  world.  Rolling  stock  is 
covering  Japan  and  is  extending  to  many  cities  in  other  countries.  The 
development  of  our  technology  is  ongoing,  including  helicopters, 
submersibles,  jet  engines  and  now  the  space  shuttle. 

Our  product  quality  is  renowned  worldwide,  but  lesser  known  is  our 
strong  commitment  to  and  capability  in  global  pollution  control.  As 
early  as  1960,  we  started  to  develop  the  technology  to  remove 
nitrogen  oxide  from  boiler  smokes.  We've  since  been  producing 
pollution  prevention  systems,  such  as  waste  heat  utilization,  trash 
disposal  and  incineration,  desulfurization  (DeSOx),  denitrification 
(DeNOx)  and  carbon  dioxide  solidification  technology,  all  important 
measures  in  preventing  global  warming. 

It's  our  technology  and  environmental  awareness,  backed  by  our  long 
history  of  proven  engineering  capabilities  in  a  wide  variety  of  areas 
and  our  ongoing  R&D  efforts  that  has  made  Kawasaki  a  forerunner  in 
environmentally  safe  industrial  fields. 

No  matter  what  we  do,  whether  underground,  undersea,  overland  or 
up  in  space,  no  matter  how  large  our  constructions,  we  work  for  the 
global  environment  upon  which  our  life  depends,  our  life  and  the  lives 
of  generations  to  come. 


KAWASAKI 


HEAVY  INDUSTRIES,  LTD. 

Tokyo  Head  Office:  World  Trade  Center  BIdg.. 

4-1,  Hamamatsu-Cho  2-Chome,  Minato-ku,  Tokyo,  Japari  105 

Phone:  81-3-3435-2111  Fax:  81-3-3436-3037 


SPECIAL  ADVERTISING  SECTION 


-f  H£ 


Japanese  companies  is  to  establish 
overseas  centers  for  basic  research. 
Hitachi  and  Toshiba  each  have 
such  a  facility  in  Cambridge,  Eng- 
land. Sharp  has  one  in  Oxford, 
England.  Hitachi  has  a  second  cen- 
ter at  Ireland's  Trinity  College, 
Dublin. 


search  director  working  with  a 
small,  highly  skilled  team  on  a  clear- 
ly defined  target." 

Toshiba's  Cambridge  Research 
Center  is  doing  fundamental 
research  on  semiconductor  physics, 
delving  into  quantum  mechanics 
to  find  the  solid  state  devices  that 


Compared  to  the  large  R&D 
centers  in  Japan,  where  manpower 
can  exceed  five  to  seven  thousand, 
these  offshore  facilities  are  small. 
But  the\'  also  tend  to  be  highh' 
focused. 

"Research  can't  always  be  mea- 
sured in  terms  of  the  size  of  the 
investment  or  the  number  of 
researchers,"  remarks  Toshiba's  Dr. 
fakavanagi.  "Often  the  best  results 
come  from  having  an  excellent  re- 


Matsushita's  tunnel 
microscope  can  distinguish  the 
arrangement  of  atoms 

can  replace  the  current  LSI  format 
in  the  next  century. 

Hitachi's  Cambridge  facility, 
on  the  campus  of  the  University's 
Cavendish  Laboratory,  is  also 
looking  at  quantum  physics  and 
the  technology  needed  for  future 
generations  of  microelectronic 
products.   At   Trinit}'  College 


Dublin,  which  Hitachi's  Dr.  Take 
da  notes  is  world- renowned  i 
mathematics,  the  emphasis  is  o 
artificial  intelligence. 

Sharp's  Oxford  center  was  th 
first  in  a  new  science  park.  Th 
facility's  mandate  covers  optoelec 
tronics  and  machine  translation 
Sharp  has  also  been  invited  to  joii 
the  Oxford  Parallel  and  in  conjun^ 
tion  with  researchers  from  Oxfon 
University  is  looking  at  paralle 
processing. 

The  motive  behind  such  cen 
ters  is  practical  —  the  need  t( 
strengthen  the  resources  availabl 
for  the  fundamental  researcl 
essential  to  create  competitivi 
21st-century  products. 

But  there  is  a  philosophica 
dimension  as  well.  Remarks  Dr 
Shoei  Kataoka,  executive  director  an< 
group  deputy  general  manager  fo 
Sharp's  corporate  research  and  devel 
opment  group:  "Up  to  now  th( 
impression  is  that  original  research  i: 
done  in  the  U.S.  or  Europe  and  tha 
Japanese  companies  are  only  interest- 
ed in  applied  research  that  will  mak( 
money  now. 

"In  the  future,"  he  continues 
"I  think  Japanese  companies  mus 
do  more  original  work  to  develoj 
technology  and  share  with  others 
overseas." 

The  motive,  however,  is  nol 
entirely  a  matter  of  altruism 
"Other  countries,  "  Dr.  Kataokj 
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points  out,  "are  improving  their 
manufacturing.  That  means 
Japanese  companies  must  also  bal- 
ance their  resources  by  strengthen- 
ing basic  research." 

The  rationale  for  research  bases 
in  Europe  —  and  especially  Britain 
—  is  also  a  matter  of  pragmatism. 
As  Dr.  Kataoka  points  out,  the 

Sanyo's  Japanese  language 
notebook  computer  with  640  x 
480  dot  Ax-VGA  display 


British  government  is  an  enthusias- 
tic supporter  of  such  facilities, 
encouraging  links  with  its  best  uni- 
versities. Occasional  criticism  in  the 
U.S.  about  Japan's  local  investment 
in  R&D  gives  some  Japanese  compa- 
nies cause  for  concern  about  the 
openness  of  the  North  American 
environment. 

One  company  that  has  estab- 
lished a  basic  research  capability 
in  the  U.S.  is  NEC.  The  NEC 
Research  Institute  in  Princeton  has 
a  staff  of  almost  100,  while  the 
newer  C&C  Research  Laboratory  is 
just  starting  up. 


The  Hotel  Okura: 
A  Service  Sector  Pace-Setter 

The  Hotel  Okura  is  more  than 
a  Tokyo  landmark.  Located 
opposite  the  U.S.  Embassy, 
for  30  years  it  has  been  a  key 
venue  for  business  and  gov- 
ernmental meetings.  It  has 
also  played  host  to  countless 
international  gatherings, 
including  gatherings  related 
to  the  International  Monetary 
Fund,  the  Trilateral  Commis- 
sion and  the  Organization  for 
Economic  Cooperation  and  ^, 
Development. 

In  recent  years  much  has 
been  done  to  refurbish  the 
hotel.  The  process  continues 
as  the  hotel  works  to  make 
the  rooms  even  more  conve- 
nient to  guests  with  private 
business  areas  that  include  dedicated  fax  machines.  According  to 
General  Manager  Goro  Yamazaki,  many  of  the  changes  are  the 
result  of  guest  suggestions. 

The  hotel  is  a  model  for  labor  efficiency  in  Japan's  tight  labor 
market.  Much  has  been  done  to  upgrade  computer  systems  and 
subcontract  subsidiary  services.  The  Okura  has  also  brought  in 
trainees  from  its  overseas  hotels  to  ensure  adequate  staffing  levels. 

Outside  Japan  the  Okura  operates  a  number  of  hotels,  including 
the  Garden  Hotel  in  Shanghai,  and  the  Kona  and  Haiekulani  in 
Hawaii. 


Tokyo's  world  famous 
Okura  Hotel 


NEC  views  this  as  a  long-term 
investment.  Says  Kato,  "A  research 
facility  is  not  like  a  factory.  It 
takes  a  long  time  to  build  a  center 
of  excellence." 

The  Princeton  institute  is 
intended  to  focus  on  the  physical 
and  computer  sciences.  "We'd  like 
to  have  synergy  between  the  two," 


Kato  notes.  However,  the 
researchers  have  considerable  lati- 
tude. "This  is  a  purely  American 
company,"  Kato  adds. 

Currently  one  focus  is  on  the 
fundamentals  of  artificial  intelli- 
gence and  new  devices  related  to 
inference  learning.  These  are  fields 
which  are  not  being  covered  at 
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Kikkoman:  A  High-Tech  Company 
with  a  Long  History 


Kikkoman  has  been  involved  in  biotechnology  R&D  for  some 
three  hundred  years.  That  is  what  the  making  of  soy  sauce 
involves. 

Today  R&D  focuses  both  on  making  advances  in  other 
biotech  fields  and  on  creating  new  high  value-added  conve- 
nience products. 

In  Japan  Kikkoman  wants  to  expand  its  soy  sauce  product 
line.  It  is  also  revitalizing  the  Del  Monte  brand,  which  it 
acquired  for  the  Asia-Pacific  region,  excluding  the  Philippines. 
It  is  introducing  two  soups  with  the  taste  of  fresh  home-made 
Japanese  soup. 

Overseas,  Kikkoman  has  already  achieved  enormous  suc- 
cess in  the  U.S.  According  to  Executive  Managing  Director 
Yuzaburo  Mogi,  40%  of  non-Asian  restaurants  in  the  U.S.  now 


use  soy  sauce  and  20% 
always  use  Kikkoman  prod- 
ucts. 

In  Europe  Kikkoman  is 
still  building  market  aware- 
ness. It  operates  six  restau- 
rants in  Germany  —  in 
Hamburg,  Dusseldorf,  Berlin, 
Frankfurt  and  Cologne.  It  has 
one  each  in  Geneva  and 
Vienna. 

Plans  call  for  a  teppan- 
yaki  restaurant  in  London. 
Says  Mogi,  "Teppanyaki  rep- 
resents a  fusion  of  eastern 
and  western  cuisines." 


Soy  sauce  is  now 
common  in  non-Asian  as  well 
as  Asian  restaurants 


NEC's  R&[)  centers  in  Japan, 
where  the  program  is  less  free- 
wheeling. "It  is  all  very  different 
from  whar  is  done  in  Japan,"  com- 
ments Katd. 

I  Sponsored  Research  Spon- 
sored research  is  a  vital  compo- 
nent of  R&D  in  the  U.S.  allowing 


industry  and  scholars  to  join 
forces  in  the  development  of  new 
technology.  More  than  that,  for 
many  higher  education  i  n  s  t  i  t  ti  - 
tions,  the  overhead  charged  on 
sponsored  research  projects  is  vital 
to  budgetary  survival,  affecting 
not  only  engineering  and  the  sci- 


ences, but  alt  aspects  of  the  uni- 
versity. 

Quite  apart  from  grants  made 
through  corporate  foundations  — 
such  as  the  Hitachi  Foundation  or 
the  Matsushita  Foundation  —  man\' 
Japanese  companies  actively  sponsor 
important  university  research.  Here 
are  two  U.S.  examples: 

Hitachi  is  working  with 
Carnegie-Mellon  on  machine  trans- 
lation. It  is  collaborating  with 
researchers  at  Yale  on  semiconduc- 
tor materials  for  advanced  LSIs.  On 
the  west  coast,  it  has  a  program  with 
the  University  of  California,  Irvine 
to  study  autonomous  distributed 
processing  systems. 

One  of  Matsushita's  tie-ups  is 
with  the  City  University  of  New 
York  and  the  Lexington  Center, 
Inc.,  a  school  for  the  deaf  in 
Lexington,  New  York.  The  program 
involves  a  special  training  system 
for  people  with  hearing  disabilities. 
1  he  original  system  was  developed 
in  Japan.  In  this  program  it  is  being 
adapted  and  improved  for  the 
English  language. 

Conferences  And  Educa- 
tional Programs  Increasingly, 
Japanese  companies  are  paying 
attention  to  the  dissemination  of 
information  and  ideas. 

Almost  a  decade  ago  Hitachi 
established  HIVIPS  —  the 
Hitachi  Research  Visit  Program. 
Since  then,  other  companies  have 
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joined,  and  more  than  300  foreign 
researchers  have  had  an  opportu- 
nity to  come  to  Japan  and  contin- 
ue their  work  in  R&l)  centers. 

The  objective,  explains  Hitachi's 
Dr.  Takeda,  is  reciprocity:  "Over  the 
years  Japan  has  sent  many  of  its 
researchers  abroad.  This  program 
allows  us  to  give  something  back  and 
encourage  synergistic  research." 

Fujitsu  takes  a  different  ap- 
proach in  its  support  of  the  inde- 
pendent JAIMS  —  the  Japan-Amer- 
ica Institute  of  Management  Science 
—  in  Honolulu,  Hawaii.  Every  year 
for  the  past  20  years  JAIMS  has 
brought  together  students  from 
A.sia,  North  America  and  Europe 
tvho  want  to  study  management  in  a 
;ross-cultural  environment. 

1  hrough  language  and  man- 
igement  courses  as  well  as  intern- 
ihips,  it  offers  an  unmatched 
ntroduction  into  the  world  of 
fapanese  business.  At  the  same 
:ime  it  increased  the  understand- 
ng  of  its  Japanese  students  about 
low  business  operates  in  other 
larts  of  the  world. 

Conferences  are  another  impor- 
ant  vehicle.  They  allow  companies 
o  promote  the  exchange  of  research 
esults  and  showcase  their  brightest 
tars. 

Annually  Matsushita  stages  an 
n-house  symposium  on  research 
indings  in  which  its  overseas  lab- 
)ratories  can  participate.  And, 
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DKB  Seeks  to  be  a  Bridge 
Between  the  U.S.  and  Japan 


With  branches  in 
every  Japanese  pre- 
fecture, DKB  —  the 
Dai-lchi  Kangyo  Bank 
—  has  the  resources 
to  effectively  service 
foreign  companies 
doing  business  al- 
most anywhere  in 
Japan.  With  a  corpo- 
rate culture  oriented 
to  customer  service, 
it  seeks  to  create 
financial  services 
products  suited  to 
customer  require- 
ments. 


participant  in  the  global 
financial  marketplace 


Some  two  hundred  foreign  companies  already  rely  on  DKB  not 
only  for  regular  banking  services,  but  also  for  advice  on  business 
expansion  in  Japan  including  m&a,  assistance  in  arranging  loans 
from  government  financial  institutions.  Moreover,  given  DKB's 
strength  throughout  Asia,  many  use  the  bank  to  help  expand  their 
business  in  the  wider  regional  market. 

In  North  America,  much  of  DKB's  business  focuses  on  helping 
Japanese  —  as  well  as  U.S.  and  Canadian  —  clients  operate  more 
effectively.  The  bank  has  operations  based  in  New  York,  Chicago, 
Los  Angeles,  San  Francisco,  Atlanta,  Houston,  Toronto  and 
Vancouver. 

Apart  from  traditional  banking  services  its  capabilities  include 
mergers  and  acquisitions,  business  advisory,  trust,  securities, 
futures  brokerage,  swaps  and  derivatives.  In  1989  it  acquired  a 
60%  interest  in  the  CIT  Group,  which  gives  it  strength  in  leasing 
and  factoring.  CIT  has  established  a  Multi-National  Marketing 
Group  to  promote  CIT's  business  with  non-U. S.,  especially 
Japanese,  companies. 


every  18  months  it  organizes  SAS- 
MAII  (Synthesis  and  Simulation 
Meeting  and  International  Inter- 
change), a  major  international 
program   on   developments  in 


semiconductor  technology. 

Hitachi  supported  a  recent 
international  conference  on 
autonomous  distributed  processing 
systems.  In  addition,  every  three 
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Komatsu  Aims  To  Become  an  Insider 

Over  the  last  decade  Komatsu  has  accelerated  its  international 
activities,  building  a  plant  in  Tennessee,  tying  up  with  Dresser  in  a 
50-50  joint  venture,  making  acquisitions  in  Europe.  Now  the  company 
wants  to  go  beyond  having  merely  an  international  presence. 

In  each  of  the  markets  where  Komatsu  operates.  President 
Tetsuya  Katada  aims  ultimately  to  assimilate  into  the  local  communi- 
ty. This,  he  acknowledges,  requires  a  full  understanding  of  the  local 
culture  and  business  environment.  Affecting  everything  from  produc- 
tion to  R&D,  it  emphasizes  human  resources. 


"We  have  to  recruit  the  best 
possible  local  management  and 
give  them  responsibility,"  says 
Katada.  Consequently,  in  the 
Komatsu-Dresser  joint  venture, 
the  CEO  and  top  management 
are  all  Americans.  "We  have  only 
two  board  seats,"  Katada  notes, 
"even  though  we  have  half  the 


Komatsu  headquarters  building. 

At  home  Komatsu  is  trying  to 
internationalize  its  management  perspective.  Here  it  has  the  advan- 
tage of  a  decades-old  practice  of  sending  staff  overseas  for  training 
and  university  courses  —  so  far  more  than  500  have  benefitted. 

Yet  Katada  believes  more  is  needed:  "In  Japan,  where  interna- 
tional awareness  lags,  we'd  like  to  initiate  change.  We  Japanese 
must  internationalize  our  own  perspective." 

Toward  that  end,  the  company  has  already  recruited  eleven  non- 
Japanese  to  work  at  the  Tokyo  headquarters  in  R&D  and  overseas 
marketing. 

Last  year,  moreover,  Komatsu  introduced  an  internship  program 
for  overseas  university  students  to  work  two  months  at  the  company. 
The  objective  is  to  help  them  learn  about  Komatsu  and  Japan,  and 
Komatsu  people  learn  more  about  the  world. 

This  emphasis  on  a  change  of  perspective  is  part  of  a  broader 
transformation  underway  at  Komatsu  as  it  evolves  into  a  total  tech- 
nology company.  Over  the  last  decade  it  has  increased  the  propor- 
tion of  its  income  from  non-construction  equipment  from  virtually 
nothing  to  35%  in  FY1991-92. 

In  April  this  year  it  separated  its  electronics  operation  from  its 
new  business  development  department.  This  month  it  established  a 
construction  equipment  division.  "That,"  remarks  Katada,  "is  a  major 
change  at  a  company  once  synonymous  with  construction  equip- 
ment." 


years  since  1983  it  has  sponsored 
an  International  Symposium  on 
the  Foundations  of  Quantum 
Mechanics. 

The  initial  impetus  for  these 
symposia  was  the  success  of 
Hitachi  researcher  Dr.  Akira 
Tonomura  in  proving  a  key  theo- 
ry in  quantum  mechanics. 

"Today,"  says  Dr.  Takeda, 
"the  first  objective  is  to  encour- 
age young  researchers  from  dif- 
ferent countries.  The  second  is  to 
make  Hitachi  accessible  to  spe- 
cialists from  around  the  world. 
The  third  is  to  provide  a  forum 
for  a  synergistic  discussion  which 
will  help  lead  to  the  next  phase 
of  development." 
I  Joint  Development  As 
technology  development  grows 
more  and  more  complex  —  and 
expensive  —  development  tie-ups 
are  growing  increasingly  com- 
mon. The  aim,  points  out  Toshi- 
ba's L^r.  Takayanagi,  is  not  to 
save  resources,  but  to  maximize 
them:  each  partner  must  be  strong 
in  its  own  particular  field. 

Toshiba,  for  example,  is 
working  on  nuclear  energy  with 
GE,  and  Hitachi.  It  collaborates 
on  application-specific  integrat- 
ed circuits  with  Siemens.  It  is 
developing  thin  film  transistor 
liquid  crystal  displays  with  IBM 
Japan. 

Sharp  is  investigating  flash 
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memories  with  Intel.  Sanyo  has  In  telecommunications,  Hitachi 

a  tie-Lip  with  Alliance  Micron  is  col  I  abo  ra  t  i  n  s;  with  AT&T  on 
I  echnology  of  Boise,  Idaho,  a  sili-  optical  communications  and  has  a 
con  foundry,  and  sells  its  products  global  partnership  with  Bellcore 
in  Japan.  Sanyo  also  has  NEC'S  European  Technical  Center 


links  with  Olivetti  in  fac- 
similes and  CiE  in  air-con- 
ditioners and  rotary  com- 
pressors. 

Hitachi's  tie-ups  include 
54-megabit  ORAM  semicon- 
ductors with  TI  Japan.  It  is 
exploring  Rise:  chips  with 
Hewlett-Packard.  It  is  work- 
ng  on  satellite  technology 
^ith  TRW. 


develops  and  designs  customized  LSIs 
for  the  European  market 


Laboratories  on  broadband  ISDN 
(Integrated  Services  Digital  Net- 
work) technology,  which  will  be  key 
to  communications  later  in  the 
decade. 

Matsushita  is  cooperating  with 
Philips  on  digital  compact  casettes. 
It  is  collaborating  with  Symetrix 
Corporation  on  new  semiconductor 
devices  featuring  ferroelectric  tech- 
nology. 

It  is  also  working  closely  with 
Gain  Technology,  a  California 
company,  to  develop  the  software 
needed  to  edit  multimedia  infor- 
mation. Here  Matsushita  engineers 


SAI-Vegetables 


Great  Flavor  Knows  No  Boundaries 


Our  world,  a  place  where  people  speak  a  multitude  of  languages  and  follow 
different  customs.  But  one  thing  is  universally  understood:  the  pleasure  of  enjoying 
great  food.  And  Kikkoman  offers  the  flavors  that  bring  people  together. 

We're  most  famous  for  our  soy  sauce.  But  today,  Kikkoman  represents 
much  more  than  soy  sauce.  Our  product  lineup  is  larger 
than  ever  before  and  includes  high  quality  wines,  soft 
drinks,  sauces  and  seasonings. 

Blending  over  three  centuries  of  experience  with 
the  latest  in  biotechnology  and  food  development 
activities,  Kikkoman  brings  out  the  best  in  any  cuisine. 


KiKKoman 


Kikkoman  Corporation 

1-25,  Kanda  Nishiki-cho.  Chiyoda-ku,  Tokyo  101,  Japan 


Production  Facilities:  Japan,  USA,  Singapore,  Brazil  and  Taiwan      Subsidiaries:  USA,  Canada,  F  R  Gernnany,  Hong  Kong,  Australia  and  Singapore 
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No  ONE  HELPS  YOU 
KEEP  IN  TOUCH  MORE  THAN  WE  DO. 


Toshiba  helps  you  keep  in  touch,  because  we  keep  in  touch  with  you. 
Understanding  that  one  of  the  last  places  people  get  any  work  done  is  in  the 
office,  we  moke  notebook  computers  that  give  you  more  power  than  many 
,    desktops,  and  more  freedom  than  you  can  imagine. 

For  instance,  the  T4400SXC  has  an  i486™SX  microprocessor,  three  hour 
battery  life,  and  the  newest  TFT  LCD  technology  that  can  display  256  colors 
from  a  built-in  palette  of  185,193.  It's  the  most  powerful  color  notebook 
available  to  control  information  and  improve  communication. 

At  Toshiba,  we  want  you  to  be  your  most  productive,  so  you  can  keep  in 
touch  with  a  few  other  important  parts  of  your  life.  Your  family,  friends.... 

In  Touch  with  Tomorrow 

TOSHIBA 

For  moie  mformotion  write  loshibo  Amerito  Intoimolion  Syslemsjnc  ,9740  irvme  Blvd  ,lrvme,CA  92718  or  coll  1-800-457-7777  (486  is  a  Irademork  of  Intel  Cotp 
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Kawasaki  Heavy  Industries: 
Improving  International  Coordination 

"Today  economic  activities  are  taking  on  global  dimensions,"  remarks 
Toshiya  Kohama,  Kawasaki  Heavy  Industries  (KHI)  executive  manag- 
ing director.  "We  are  entering  an  era  of  a  borderless  economy."  This 
can  create  as  many  problems  as  opportunities. 

KHI  product  line-up  includes  aircraft,  ships,  railroad  rolling  stock, 
motorcycles,  plant  engineering  and  a  broad  range  of  machinery.  Now, 
it  finds  it  must  change  the  way  it  does  business. 

Key  recent  initiatives  have  been  decisions  to  expand  imports 
aggressively  in  an  effort  to  reduce  Japan's  trade  imbalance  and  to 
increase  overseas  production.  "This  will  positively  contribute  not  only 
to  our  company, "says  Kohama,  "but  also  to  the  countries  that  accept 
our  investment." 

Organizationally,  KHI  has  made  other  changes  as  well.  "Due  to 
rapid  technological  innovation  and  changes  of  market  structure,  there 
are  occasions  when  the  established  divisional  management  organiza- 
tion cannot  quickly  or  effectively 
respond  to  market  needs  and  cus- 
tomer requirements,"  Kohama 
acknowledges. 

This  led  KHI  to  set  up  an 
"Inter-Divisional  Activities"  unit  as 
a  corporate  headquarters  staff 
organization.  Its  mission  is  to 
develop  marketing  strategies  and 
promote  activities  for  the  penetra- 
tion of  new  markets.  The  unit  is 
responsible  not  only  for  sales,  but 
for  imports  into  Japan,  expanding 
overseas  production,  strategic 
planning  and  promoting  joint  R&D  projects. 

This  should  have  a  significant  impact  on  KHI's  already  substantial 
presence  in  the  U.S.  The  company  has  a  number  of  U.S.  plants.  It 
manufactures  rolling  stock  in  Yonkers,  New  York;  robotics  in 
Farmington  Hill,  Michigan;  and  machinery  in  Newnan,  Georgia.  It  has 
been  manufacturing  motorcycles  in  the  U.S.  since  the  mid-70s,  first  at 
Lincoln,  Nebraska,  later  at  Maryville,  Missouri. 

KHI  builds  jetfoil  ships  under  license  from  Boeing.  It  is  also  part  of 
the  Japan  Aircraft  Development  Corporation,  a  consortium  founded  to 
collaborate  with  Boeing  on  the  design,  manufacturing  and  testing  of 
the  mainframe  for  the  B777  aircraft.  KHI's  share  will  be  about  20%  of 
the  total,  including  the  forward  and  center  fuselage. 
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Kawasaki's  tunnel  boring  machine 
of  the  type  that  achieved  record 
progress  on  the  Channel  tunnel 


provide  the  Japanese-language 
component. 

As  Dr.  Horiuchi  implies, 
this  research  disproves  the 
notion  that  Japanese  companies 
only  support  R&D  projects  with 
an  obvious  pay-oft  in  sight.  "The 
research  is  excellent,"  he 
remarks,  "but  it  still  has  to  be 
made  into  a  real  business." 

According  to  Dr.  Horiuchi  a 
successful  collaboration  begins 
with  each  party  being  strongly 
centered  on  the  target.  "There 
needs  to  be  complete  agreement 
on  how  to  share  the  results,"  he 
says. 

Hitachi's  Dr.  Takeda  agrees, 
suggesting  that  not  only  are  mutu- 
al understanding  and  trust  essen- 
tial, but  that  every  stage  of  the 
collaborative  process  must  be 
clearly  detailed  in  advance. 

"Communications  is  the 
biggest  problem,"  says  Dr. 
Horiuchi,  "not  communications 
in  terms  of  language,  but  of  value. 
Japanese  tend  to  focus  on  the  final 
result  of  the  research.  Americans 
concentrate  on  the  fundamental 
concept." 

This  potential  for  misunder- 
standing, perhaps,  is  what  leads 
Dr.  Takeda  to  suggest  that 
another  key  to  successful  collab- 
oration is  to  agree  in  advance  on 
how  to  return  the  results  to  the 
local  society. 


j  Japanese  Overseas  R&D: 
Is  There  A  Contribution? 


Inside  a  materials  and 
components  research  laboratory 
investigating  the  next 

generation  of  electronic  Rd^D  ktlOWS 

componenets 


R&D  is  not  hardware.    It  is 

not  finite,  even  when  highly  focused 
or  precisely  targeted.  It  is  a  process 
—  like  a  falling  row  of  dominos  or  a 
chain  reaction.  Viewed  as  a  whole  it 
creates  its  own  free  market  of  ideas 
and,  thus,  cannot  be  contained  or 
monopolized. 

That  is  why  the  British  govern- 
ment encourages  Japanese  compa- 
nies to  establish  overseas  R&[~)  facili- 
ties in  its  science  parks. 

Each  of  the  Japanese  companies 
discussed  here  —  Fujitsu,  Hitachi, 
Matsushita,  NEC,  Sanyo,  Sharp  and 
Toshiba  —  has  a  substantial  "technol- 
ogy bank."  They  come  strong  in  key 
technologies  —  such  as  microelectron- 
ics and  optoelectronics,  as  well  as  pro- 
duction technology. 

They  are  looking  for  offshore 
bases  and  link-ups  that  give  them  an 
opportunity  to  cooperate  in  creating 
the  technologies  they  need  in  order 
to  remain  competitive. 

But  to  create  new  technology, 
:hey  must  share  their  knowledge  and 
expertise.  Inevitably  they  do  more 
:han  expand  the  skills  and  knowledge 
)f  their  overseas  partners.  They  trig- 
I  ;er  ideas  which  may  well  lead  their 
J  )ne-time  partners  or  employees  to 
I  levise  competing  technologies  and 


products.  That  is  a  risk  these  compa- 
nies understand  and  recognize  is  part 
of  the  price  of  international  coopera- 
tion. 

"Research,  especially  basic 
research,  knows  no  national  bound- 
aries," observes  NEC's  Kato.  "We 
live  in  a  global  economy  —  no  one 
can  reverse  that.  All  forms  of  inter- 
national R&D  collaboration  will 
grow  more  and  more  common." 

Text  by  Christopher  S.  Gray  who  is  an 
expert  on  business  in  Japan  and  Asia. 
Design  by  Parham  Santana,  Inc.  NYC 


no  boundaries. 
The  United  States 
can  only  benefit 
from  continued 
interest  by  Japanese 
companies  in 
local  R&D. 


sea 


>o 


MARKET 

PRICE/ 

RETURN 

GlOBAl 

VALUE 

PRICE 

CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNIRy 

1000 

U  S 

PER  SHARE 

FROM  1991 

VAlUf 

P/E 

YIELD 

US 

U.S. 

U.S. 

EQUITY  INI 

SANK 

RANK 

S  MIL 

U  S-  S 

(U  S-  SI 

(LOCAtI 

RATIO 

RATIO 

S  MIL 

S  MIL 

S  MIL 

%  C 

233  Fukuyama  Transporting 

976 

1997 

7 

-28 

-34 

2  2 

16 

12 

1566* 

71  * 

1731 

13.4  : 

239  Arabian  Oil 

977 

1994 

38 

-24 

-29 

4,4 

554 

0.8 

1233 

4 

1294a 

0.8 

240  Nisshin  Flour  Milling 

982 

1  981 

9 

-1  1 

-17 

2  2 

27 

0.5 

2569 

65 

1621 

7.9  . 

241  Nikon 

983 

1971 

5 

-43 

-48 

1-6 

15 

1.3 

2170 

123 

2762 

112  . 

242  Orient 

994 

1946 

6 

-32 

-37 

1.0 

33 

1.7 

NA 

57b* 

46972 

3.0  . 

243  Victor  Co.  of  Japan 

996 

1945 

8 

-31 

-36 

0  8 

125 

1  0 

6589 

1  14 

4773 

0.6  . 

244  Tomen 

997 

1944 

3 

-26 

-32 

2  1 

34 

1.5 

53071 

52 

1  8466 

6.1 

245  Okumura 

1000 

1936 

8 

-24 

-30 

2  1 

22 

1.1 

2419* 

70' 

3460 

9.2 

MALAYSIA 

COUNTRY  COMPOSITE 

7046 

3 

15 

7 

2.6 

20 

1.8 

3151 

294 

19520 

12.9 

1      Malayan  Banking 

824 

2428 

3 

24 

14 

2  1 

23 

16 

NA 

1  19 

16129 

9,1 

2      Sime  Darby 

830 

2402 

2 

7 

-1 

2  1 

19 

2  6 

3151 

175 

2432 

115 

3  Genting 

888 

2216 

5 

16 

7 

3  5 

20 

11 

NA 

NA 

959a 

18.0 

NETHERLANDS 

COUNTRY  COMPOSITE 

114535 

58 

24 

15 

5.9 

13 

3.8 

232172 

11303 

653326 

35.0 

1      Royal  Dutch  Petroleum  (1) 

NR 

46631 

87 

6 

-1 

14 

16 

5  2 

102697 

4288 

105553 

8.8 

2      Unilever  NV  (2) 

NR 

16368 

102 

21 

13 

4.6 

14 

3.0 

42189 

2091 

23987 

34.0 

3      Internationale  Nederlanden  Group 

277 

6703 

27 

1 

-6 

0.9 

8 

63 

1  1004 

918 

173746 

1  1.3 

4      Philips  Electronics 

288 

6580 

21 

31 

22 

1.0 

12 

00 

33256 

572 

29067 

8.8 

5     ABN  AMRO  Holding 

294 

6465 

24 

23 

15 

0.8 

9 

6  5 

NA 

793 

242182 

8.9 

6  Polygram 

391 

5001 

29 

59 

48 

12.3 

20 

11 

3866 

260 

2903 

60.4 

7  Akzo 

485 

4064 

88 

51 

41 

1.5 

10 

4.1 

9831 

403 

7925 

14.8 

8  Elsevier 

489 

4042 

62 

40 

30 

9.7 

19 

2.0 

1324 

222 

141  1 

50.4 

9  Heineken 

540 

371  1 

92 

40 

30 

2.0 

16 

1 ,7 

4400 

239 

4624 

12.2 

10  Aegon 

627 

3222 

68 

9 

1 

1.0 

7 

6.0 

4634 

482 

35796a 

14.2 

1  1    Dordtsche  Petroleum 

739 

2674 

81 

5 

38.8 

19 

5  4 

NA 

151a 

74a 

207.9 

12  Ahold 

832 

2387 

48 

14 

6 

3  4 

16 

1  9 

12130 

156 

3136 

20.7 

13    Wolters  Kluv/er 

833 

2380 

41 

44 

34 

9  9 

20 

1  6 

1389 

128 

1  126 

50.8 

14  DSM 

878 

2239 

64 

10 

3 

0  7 

10 

6  9 

5453 

289 

5966 

6.7 

15  AMEV 

942 

2069 

30 

4 

-3 

1  0 

7 

5  5 

hJA 

310 

15830a 

14.7 

NEW  ZEALAND 

COUNTRY  COMPOSITE 

7804 

2 

23 

34 

1.4 

14 

5.2 

10387 

656 

17816 

10.2 

1      Fletcher  Challenge 

683 

2866 

2 

-1  1 

-3 

0.9 

10 

6.0 

7573 

366 

10917 

9.0 

2      Telecom  Corp.  of  Hew  Zealand 

765 

2605 

1 

NA 

NA 

1.9 

13 

5.2 

1428 

195 

2768 

14.8 

3      Carter  Holt  Harvey 

850 

2333 

1 

57 

71 

1.3 

20 

4.3 

1386 

96 

4131 

6.7 

NORWAY 

COUNTRY  COMPOSITE 

8443 

29 

19 

11 

4.0 

17 

1.4 

11194 

-105 

13558 

30.9 

1      Norsk  Hydro 

337 

5801 

28 

-14 

2  7 

LOSS 

2  0 

10271 

-278 

1  1625 

NEC 

2      Hafslund  Nycomed 

753 

2642 

29 

46 

36 

5  2 

1  7 

09 

923 

173 

1932 

30  9 

SINGAPORE 

COUNTRY  COMPOSITE 

16354 

6 

7 

-1 

1.9 

17 

1.5 

3791 

1 109 

75363 

11.3 

1      Singapore  Airlines 

392 

4993 

8 

2 

-6 

1.3 

9 

2.5 

2761 

509 

5055 

14.8 

2      Development  Bank  of  Singapore 

539 

3713 

7 

5 

-3 

1.6 

19 

1.0 

NA 

193 

33687 

8.5 

3      OCBC  Overseas  Chinese  Bank 

612 

3286 

6 

9 

1 

2.2 

21 

12 

NA 

157 

19268 

10.5 

4      United  Overseas  Bonk 

869 

2266 

4 

5 

-3 

17 

14 

1  9 

NA 

161 

14364 

12.2 

5  Keppel 

933 

2097 

5 

14 

6 

2  5 

24 

0  8 

1030 

89 

2990 

10.4 

SOUTH  AFRICA 

COUNTRY  COMPOSITE 

30200 

19 

7 

0 

2.3 

14 

3.7 

627 

2618 

13413 

15.5 

1      De  Beers  Centenary 

152 

10025 

26 

1  2 

5 

NA 

9 

3  9 

NA 

1191a 

NA 

NA 

2      Anglo  American 

207 

8206 

35 

8 

1 

17 

15 

3.3 

NA 

495a 

6302a 

1  1.4 

3  Gencor 

384 

5104 

4 

7 

0 

1  5 

12 

4  2 

NA 

496a 

3428a 

12.2 

4      Johannesburg  Consolidated 

797 

2493 

17 

20 

12 

3  1 

17 

2  8 

NA 

148a 

1623a 

19.0 

5      Driefontein  Consolidated 

847 

2341 

1  1 

-1 

-8 

3.0 

13 

4  9 

627a 

177a 

968a 

23.8 

6     Gold  Fields  of  South  Africa 

959 

2032 

21 

-5 

-1  1 

2  0 

1  8 

3  3 

riA 

111a 

1092a 

11.1 

SPAIN 

COUNTRY  COMPOSITE 

79644 

45 

13 

6 

1.9 

16 

4.3 

52027 

7489 

381346 

15.0 

1      Telefonica  Nacional  de  Espona 

133 

10812 

12 

23 

15 

0.9 

10 

5  0 

10848 

1075 

34453a 

8.2 

2  Endesa 

171 

9539 

37 

70 

59 

2.2 

10 

3  3 

5943a 

971 

14365a 

22.0 

3  Repsol 

186 

9047 

30 

22 

15 

2  3 

13 

3  2 

14825a 

726 

12436a 

18.0 

4     Banco  Bilbao  Vizcaya 

268 

6909 

30 

-7 

-13 

1  4 

7 

5  4 

NA 

1065 

88230a 

20.5 

5  Iberdrola 

302 

6374 

8 

12 

5 

0  7 

1  1 

79 

3175a 

333a 

14292a 

6      Banco  Central 

315 

6084 

35 

-16 

-21 

1.0 

8 

60 

NA 

792 

40631a 

7      Banco  de  Santander 

361 

5401 

49 

-8 

-13 

1.7 

7 

4,9 

NA 

735 

60248 

23.6 

8      BEX  (Banco  Exterior  Internacional) 

555 

3608 

34 

8 

1 

1  8 

16 

4.7 

NA 

1  38a 

26732a 

11.1 

9  Pryca 

558 

3594 

19 

NA 

NA 

5  0 

38 

0  8 

3061a 

91a 

1601a 

13.1 

10    Banco  Popular  Espanol 

611 

3299 

1  14 

5 

-1 

18 

7 

5  6 

NA 

465 

25843 

26.7 

1  1     Banco  Espanol  de  Credito 

689 

2825 

29 

-25 

-30 

10 

5 

7  1 

NA 

583a 

52365a 

19.4 

12    Fomento  de  Construcciones  y  Contratas 

761 

2627 

156 

-6 

-1  1 

NA 

24 

09 

2678a 

1  13a 

1336a 

NA 

1  3    Gas  Natural 

767 

2604 

70 

38 

29 

2.2 

25 

1  2 

580a 

72a 

1022a 

8.7 
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SMIL 

SMIL 

SMIL 

■/. 

CODE 

\utopistas  CESA 

802 

2470 

14 

38 

30 

2  4 

22 

5  4 

370a* 

1  17a* 

2193a 

Ill 

52 

abacalera 

845 

2349 

64 

37 

28 

3  5 

18 

2  8 

6132a 

138a 

2271a 

19  8 

43 

:epsa 

•530 

2103 

24 

8 

2 

1.3 

29 

4  2 

4415a 

75a 

3330a 

4.6 

1  1 

EDEN 

ITRY  COMPOSITE 

65 180 

46 

7 

1 

2.3 

23 

2.8 

79778 

3480 

97037 

12.8 

1  1 5 

1  1  652 

98 

26 

]  7 

8  6 

3 1 

0.6 

2254 

394 

2655 

27.4 

45 

'rocordia 

217 

7891 

31 

-1 

-8 

2.6 

12 

1.7 

6917 

184a 

5881a 

22  4 

71 

VSEA  (4) 

NR 

6082 

67 

8 

1 

3.0 

17 

1.8 

NA 

384 

2379 

18  1 

34 

/oWo 

354 

5506 

71 

25 

17 

10 

23 

3  8 

13927 

243 

181 19a 

43 

42 

.  M.  Ericsson 

367 

5266 

26 

-19 

-24 

19 

40 

2.4 

8260 

559a 

8369a 

4  7 

34 

tcndvik 

549 

3641 

67 

27 

19 

1  8 

16 

2.3 

3167 

335a 

4094a 

10.8 

25 

nvestor 

567 

3546 

26 

1 

-5 

3.2 

14 

3.5 

NA 

71a 

1890a 

23.2 

71 

lectrolux 

584 

3441 

47 

1  1 

4 

1  3 

53 

4.6 

14265 

1  16a 

1 1675a 

2.5 

41 

ivenska  Cellulosa  Aktiebolaget 

585 

3439 

20 

14 

6 

1.8 

21 

2.8 

5915 

188a 

8594a 

8.5 

23 

itora  Kopparbergs  Bergslags 

637 

3167 

53 

-9 

-15 

1.1 

36 

4.2 

12101 

225a 

1 4969a 

3  0 

23 

ilcanska 

776 

2567 

20 

-33 

-37 

1.7 

13 

2.8 

5483 

210a 

8933a 

13.6 

32 

VGA 

808 

2460 

51 

2 

-4 

2.1 

15 

2  9 

2295 

174 

3243 

14.7 

22 

•  KF 

839 

2363 

22 

NA 

NA 

14 

LOSS 

3  4 

NA 

NA 

NA 

NEC 

37 

n<entive 

914 

2132 

32 

NA 

NA 

1.5 

8 

3.2 

2483a 

269a 

3756a 

18.2 

71 

Itlas  Copco 

964 

2026 

58 

45 

35 

1.9 

23 

2.4 

271  1 

128a 

2479a 

8  4 

38 

ITZERLAND 

ITRY  COMPOSITE 

118528 

2421 

7 

6 

2.0 

17 

2.3 

136650 

8170 

565764 

11.9 

lestle 

35 

24601 

6708 

1  1 

10 

2.9 

15 

2  2 

37078 

1814 

28722 

20.2 

44 

:oche  Holding 

50 

20817 

3155 

20 

20 

2.7 

26 

0  6 

8415 

1087 

18392 

10.3 

45 

andoz 

95 

14577 

1992 

16 

15 

2.6 

19 

1.2 

9868 

818 

1  1732 

13  8 

45 

ibc-Geigy 

98 

14158 

2409 

22 

21 

12 

16 

1  8 

15477 

940 

20881 

7.7 

22 

Inlon  Bank  of  Switzerland 

108 

12256 

2621 

3 

2 

10 

15 

3  5 

NA 

896 

183040 

70 

61 

wiss  Bank  Corp. 

300 

6390 

185 

-20 

-21 

0.8 

9 

5  2 

NA 

758 

151836 

8.4 

61 

S  Holding 

331 

5854 

1352 

-1 

-2 

1.1 

9 

3.8 

NA 

720 

9366a 

13.1 

61 

urich  Vers. 

362 

5395 

2868 

-13 

-14 

14 

21 

17 

12317a 

302a 

44351a 

6.6 

63 

BC  Brown  Boveri  (4) 

NR 

4790 

2964 

-6 

-7 

2.7 

16 

2.0 

301  10 

319 

30399a 

165 

34 

chweiz.  Ruck. 

527 

3762 

1780 

-13 

-14 

2.1 

26 

1.7 

10926a 

158a 

32074a 

7.9 

63 

/interthur 

563 

3567 

2307 

-17 

-18 

1.5 

25 

2  0 

10720 

176a 

33466a 

6.0 

63 

MH 

843 

2360 

715 

79 

78 

3.4 

14 

1  3 

1740 

185 

1505a 

25  0 

46 

TED  STATES 

FRY  COMPOSITE 

2869296 

73 

14 

14 

3.3 

25 

2.7 

2709191 

129003 

6168928 

16.7 

<xon 

3 

75296 

61 

4 

4 

2.2 

16 

4  8 

1 15000 

5600 

87560 

13  3 

1  1 

liilip  Morris 

4 

71288 

78 

13 

13 

5.7 

17 

2  7 

56500 

3930 

47380 

32  7 

43 

enerol  Electric 

5 

65997 

76 

-1 

-1 

3  0 

15 

2  9 

60200 

4440 

168300 

20.6 

34 

'al-Mart  Stores 

6 

60819 

53 

24 

24 

1  1.3 

38 

0.4 

43837b 

1608b 

1  1389 

29  8 

54 

>ca-Cola 

7 

58474 

44 

54 

54 

13.2 

35 

13 

1  1570 

1620 

10222 

38  1 

43 

erck 

8 

5841  1 

50 

27 

27 

1  1.9 

27 

1.8 

8603 

2122 

9498 

44  8 

45 
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43 

14 

14 

3.4 

89 

3.1 
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53360 
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55 
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10 
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91 

-14 
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1.4 

LOSS 

5.3 
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NEC 

33 
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15 
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72 
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-10 

6.5 

18 

3.8 
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45 
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17 
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53 

12 

12 
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22 
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21 

21 
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1773 
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22 
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97 

7 

7 
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21 

1.9 
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1461 
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45 
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27 

28955 

37 

16 

16 

5.2 

26 

14 
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17143a 

19.8 

43 
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28 
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30 

30 
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25 

18 
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5 
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71 

-3 

-3 

1  7 
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46 
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4.9 
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9635 

14  5 

45 

noco 

37 

24382 

49 

-6 

-6 
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38    Pacific  Telesis 

76 

16425 

41 

0 

0 

2  1 

15 

5.3 

9895 

1015 

21840 

14  2  ; 

39  Schlumberger 

80 

1  5777 

66 

3 

3 

4, 1 

23 

1 ,8 

6145 

664 

6854 

1 7.9  ; 

D  vi  n  n**  iTic  r  HO 

82 

1  5578 

46 

15 

15 
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1 0 

2  8 

NA 

1  1  24 

1  1  c  An 
1 1 oouu 

41  Nynex 

83 

15483 

76 

6 

6 

1  7 

13 

(i-i 

13200 

1  150 

27500 

13.2  ; 

42  Anheuser-Busch 

85 

15322 

54 

4 

4 

3  5 

16 

2.1 

10996 

940 

9987 

214  . 

43    Federal  National  Mortgage  Assn. 

86 

1 5249 

64 

25 

25 

3  9 

1 2 

2  1 

NA 

1455 

133100a 

33.6  ( 

44                    it/  (VOCDUCtv 

88 

15011 

44 

7 

7 

]  ] 

1  2 

4  6 

57200 

1  1 

1  AA  yt  9  A 

O  A  < 

45    Home  Depot 

89 

14983 

71 

61 

61 

8,8 

55 

0  3 

5137b 

249b 

2510b 

16  1  ; 

46  Boeing 

90 

14974 

44 

-10 

-10 

1.9 

9 

2.3 

29314 

1567 

15784 

209  : 

47    US  West 

96 

1 4256 

35 

-5 

-5 

1 ,5 

1  2 

6  1 

1 0577 

1  1 43 

27860 

1 2.5  : 

40  iveiiogg 

99 

1 4067 

D7 

19 

19 

A 

9  1 

1  0 

1  y 

'^  70  7 

ADA 
OUO 

909A 

3CJ  6 

49    Pacific  Gas  &  Electric 

101 

13414 

32 

24 

24 

1  7 

12 

5,5 

9778 

1026 

22900 

14.0 

50    Eastman  Kodak 

103 

12957 

40 

-6 

-6 

2.1 

LOSS 

5.0 

19419 

17 

24170 

NEC  . 

5  1    Sara  Lee 

1 09 

1 2065 

5 1 

26 

26 

4.7 

1  7 

2  0 

1  2382 

535 
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27  1 

DA     v\ji\  i^uDisco  noiuings 

1  1  9 

1  1  497 

1 0 

-7 

-7 

1  4 

32 
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V  X) 

1  ouuu 

9  7n 

90  1  9A 

4.5 

53    Emerson  Electric 

122 

1  1371 

51 

2 

2 

3.5 

18 

2.7 

7427 

632 

6364 

19.8 

54  NationsBank 

127 

1  1034 

47 

10 

10 

18 

61 

3  2 

NA 

202 

1  10300 

2.9 

55  Gillette 

1  29 

10877 

50 

36 

36 

1 0  3 

24 

1 .5 

4684 

427 

3887 

42.3 

DO    j>  r<  ivi organ 

1  30 

1 0874 

57 

4 

4 

1  9 

1 0 

3  8 

NA 

1  1 46 

1  A9,^  AA 

1  9  4 

57    Union  Pacific 

134 

1081  1 

53 

21 

21 

26 

NM 

2  6 

7029 

64 

13330 

18 

58    Baxter  International 

135 

10784 

39 

12 

12 

2.7 

18 

2.2 

8921 

591 

9340 

14  6 

59    American  Express 

1  36 

1 0742 

23 

-1  1 

-1  1 

1 .5 

1 5 

4.4 

NA 

789 

1 46400 

10.3 
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1  38 

1 0653 

34 

24 

24 

1  5 

1 2 
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8050 

876 

1  ORAA 

1  9  9 
I  0 .J 

61  Motorola 

141 

10576 

80 

12 

12 

2  3 

23 

10 

1  1341 

454 

9375 

10.1 

62    General  Mills 

144 

10484 

64 

8 

8 

9.4 

21 

2.3 

7153 

438 

3902 

44.2 

63  Schering-Plough 

1  45 

1 0472 

52 

2 

2 

7  8 

1 6 

3.0 

3616 

646 

401  3 

47.7 
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1  46 

1 0429 

9 1 00 

4 

4 

1  4 

29 

0  0 

3  1 06 

440 

1 4462 

4  9 

65  Intel 

148 

10196 

50 

-10 

-10 

2.3 

13 

0.0 

4479 

819 

6293 

17.7 

66    Time  Warner  • 

159 

9831 

106 

-8 

-8 

12 

26 

0,9 

12021 

-99 

24890 

4.5 

67    American  Brands 

1  60 

9788 

48 

13 

13 

2.4 

1  2 

3,6 

14064 

806 

151  15 

19.7 

68    AAorion  AAerrell  Do^a/ 

1  62 

9756 

33 

-6 

-6 

5  8 

1  ^ 

3  0 

285 1 

585 

2762 

38  0 

69    H.J.  Heinz 

163 

9753 

38 

-1 

-1 

4  3 

16 

2  9 

7129 

558 

5541 

27.3 

70  Kmart 

165 

9714 

48 

-1 

-1 

1  6 

12 

3  8 

34580b 

859b 

15999b 

13,7 

71     Dun  &  Bradstreet 

1  67 

9641 

54 

10 

10 

4.5 

1  9 

4.2 

4643 

509 

4777 

23  5 

1  70 

9568 

44 

10 

10 

]  7 

1  4 

6  3 

7502 

703 

1 6830 

1  2  2 

73    Banc  One 

175 

9422 

47 

32 

32 

2.3 

15 

2.2 

NA 

530 

46290 

15.0 

74    Toys  'R'  Us 

179 

9258 

32 

2 

2 

3.8 

27 

0.0 

6124b 

340b 

4548b 

13.9 

75    Nortolk  Southern 

181 

9219 

65 

34 

34 

2.3 

17 

2  8 

4451 

527 

10148 

1  3,6 

/  o  ivimDeriy-saiurK 

92 1  5 

58 

19 

19 

^  y 

2  9 

6777 

528 

565 1 

2 1  7 

77    Campbell  Soup 

187 

8887 

34 

-13 

-13 

5.2 

19 

2.3 

6204 

401 

41  16a 

28,1 

78    Chemical  Banking 

190 

8760 

37 

71 

71 

1.4 

NM 

3.3 

NA 

154 

139000 

1.0 

79  Syntex 

193 

8597 

38 

-6 

-6 

8  5 

1  8 

2.7 

1817 

424 

2273 

46.4 

80    \A/a  r  ne  r-Lom  bert 

1  95 

8513 

63 

-12 

-12 

7  3 

1 5 

3  2 

5059 

559 

3602 

49  9 

81    MCI  Communications 

198 

8428 

32 

2 

2 

2.8 

16 

03 

8433 

551 

8834 

17  9 

82    Archer  Daniels  Midland 

199 

8407 

26 

20 

20 

2.0 

16 

04 

8468 

467 

6260 

12.5 
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8382 

71 

-0 
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21 

2  4 
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8 
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LOSS 
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-4 1  0 
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NEG 

85  Colgate-Palmolive 
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53 

28 

28 

5.4 

62 

2  0 

6060 

125 

451  1 

8  8 
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208 

8188 

59 

40 

40 

8.2 

24 

0.9 

3824 

327 

41  16 

34,3 
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210 

8082 

66 

-4 

-4 

2  2 

14 

3  4 

8864 

621 

9227 

1  6,3 

88  Amgen 

9  1  1 

8044 

O  1 

50 

50 

1  5  1 

73 

0  0 

682 

98 

866 

20  8 

89  Allied-Signal 

212 

8013 

58 

94 

94 

2  7 

18 

1.7 

1  1831 

388 

10382 

15.2 

90    Capital  Cities/ABC 

222 

7785 

465 

3 

3 

2.3 

24 

0.0 

5382 

375 

6696a 

9.7 

91  Tele-Communications 

224 

7744 

19 

16 

16 

5.4 

LOSS 

00 

3827 

-102 

13010 

NEG 

Tz  Loews 

Z  Z/ 

1  1  4 

12 

12 

1  4 

o 
0 

0  9 

1  3620 

904 

39200 

1 6  ] 

93    J.  C.  Penney 

229 

7664 

66 

13 

13 

18 

NM 

40 

17295b 

528b 

12325 

1.1 

94  Limited 

233 

7573 

21 

-30 

-30 

49 

19 

1.3 

6149b 

403b 

2872 

25.6 

95  Novell 

234 

7569 

54 

NA 

NA 

12  6 

39 

00 

640 

162 

726 

32.2 

96    Federal  Home  Loan  Mortgage  (6) 

0/7 
Z  A/ 

/  z/U 

Ad 

37 

37 

0  7 
Z  / 

1  9 

1  9 

4219 

555 

>1  Afi  A  A 

2 1  3 

97  ITT 

248 

7240 

63 

2 

2 

09 

1  1 

2  9 

20421 

817 

53870 

8.2 

98    PPG  Industries 

253 

7140 

67 

24 

24 

2  7 

28 

2.7 

5673 

201 

6056 

9.7 

99    General  Re 

255 

7122 

82 

-14 

-14 

2  2 

13 

2.2 

2249 

657 

1  1030a 

16.9 

100  Apple  Computer 

ZO/ 

7r\7  A 
/  U/  4 

OU 

26 

26 

A  n 

99 

U  0 

3 1 0 

3494 

1  8  0 

101  Commonv/eolth  Edison 

258 

7072 

33 

-8 

-8 

1  3 

88 

90 

6276 

95 

17370 

1.5 

102  Xerox 

266 

6917 

75 

29 

29 

1  4 

19 

4  0 

17830 

454 

3 1 500a 

7.3 

103  Duke  Power 

267 

6909 

34 

22 

22 

1  7 

14 

5  1 

3817 

584 

10471 

1  2  3 

104  Weyerhaeuser 

269 

(>877 

1  A 
J4 

12 

12 

0  n 

9  1 

9 

fl7rt9 
0/  uz 

1  82 

1 6928 

6  3 

105  Gannett 

270 

6846 

48 

7 

7 

44 

23 

2  6 

3382 

302 

3684 

19.3 

106  Corning 

271 

6843 

37 

20 

20 

3,6 

38 

1 ,6 

3259 

31  1 

3853 

9.4 

1  AT  f 

273 

682  1 

67 

43 

43 

2- 1 

LOSS 

O  0 

Z-O 

OO  JO 

—  7A 
/  O 

1  9QAA 

NEG 

108  May  Department  Stores 

9  7  A 
I/O 

A  7Q  7 
0/  o/ 

Dd 

-8 

-8 

0  7 

1  A 
1  4 

J  -U 

5 1  5b 

8295 

20  2 

109  USX-Morathon  Group  (5]  (6) 

NR 

6716 

24 

-8 

-8 

1  9 

LOSS 

5  9 

13975 

-71 

1  1644 

NEG 

1  10  American  TV  &  Communications 

278 

6698 

61 

44 

44 

9  7 

42 

00 

1220 

161 

2098a 

23.3 

1  1  1  Phillips  Petroleum 

279 

6657 

26 

-7 

-7 

2  4 

LOSS 

4  4 

13259 

98 

1  1473 

NEG  [ 

1  12  Aluminum  Co.  of  America 

281 

6605 

78 

9 

9 

1,3 

NM 

2  1 

9884 

63 

1  1 179 

0.8  tf 

1 13  Occidental  Petroleum 

283 

6601 

22 

5 

5 

1,5 

21 

4,5 

10096 

379 

16120 

7.2  ■ 

114  AMP 

286 

6587 

62 

17 

17 

3.4 

25 

2.4 

3095 

259 

3006 

13.6  1 
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How  First  Chicago  stays  steady 
when  interest  rates  dont  m 


In  theory,  the  banking  busi- 
ness is  pretty  straightforward.  Buy 
money  at  one  price  and  sell  it  at 
another  (hopefully  higher)  price. 
But  in  reality,  buying  and  selling 
billions  of  dollars  amidst  interest 
rate  gyrations  can  make  it  hard 
to  stay  on  track. 

First  Chicago,  the  Midwest's 
premier  financial  institution, 
reduces  its  exposure  by  hedging 
with  interest  rate  futures  and 
options  at  the  Chicago  Mercantile 
Exchange.  It's  one  of  the  best 
ways  they've  found  to  smooth  out 
the  inevitable  swings  of  the  interest 
rate  market  and  keep  projections 
on  line. 

And  First  Chicago  will  also 
have  around-the-clock  access 
to  the  world's  largest  financial 
futures  and  options  markets 
on  the  new  after- hours 
electronic  trading 
system,  GLOBEX."  ^ 


/ 


if  you're  >^ 
looking  for  -7:::;^—-- 

ways  to  balance  I 
off  interest  rate  risk  ^ 
but  still  aren't  sure  / 
about  futures  and  options, 
here's  First  Chicago's  point  of 
view- "If  you  know  you  have  an 
exposure  and  don't  do  anything 
about  it,  you  are  a  speculator." 
Think  about  it.  Then  think 
about  the  Chicago  Mercantile 
Exchange.  We  help  smart 
businesses  manage  risk. 

CHICAGO 
ssgsi  MERCANTILE 
EXCHANGE" 

The  Exchange  of  Ideas® 


1-800-331-3332  (US,  toU  free),  1-312-930-2316  (Chicago),  071  920-0722  (London),  03-3595-2251  (Tokyo) 
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GLC 

^  hurlher 

Vith  every  forward  step 

into  the  world 
narketplace,  you  expect 
greater  success,  better 
olutions.  Not  a  different 

set  of  problems. 
So  you  look  for  a  global 
ommunications  partner 
'ho  has  been  there,  who 
has  managed  cultural, 
>mpliance,  currency,  and 
language  issues.  One 
company  who  makes  it 
all  happen,  while  you 
take  care  of  the 
business  at  hand. 

BT"  has  a  global 
presence  that  our 
Dmpetition  can't  match, 
rhe  TYMNET"  Global 
etwork  (TGN),  with  the 
largest  market  share 
mong  U.S.  valueadded 
tworks,  supports  Global 
'twork  Services  (GNS ') 
that  reach  90%  of  the 
rid "s  business  centers  in 
ore  than  100  countries. 

Half  of  Eiu^ope's 
multinationals  use 
our  services. 
GNS  links  your 
itemational  divisions, 
rhen  we  monitor  and 
aport  those  links  world- 
de,  bUl  in  one  currency, 
ind  offer  a  portfolio  of 
pplications — a  single- 
vendor  solution  that 
lakes  your  life  easier. 


Always  a  Next  Step, 

WiOt  Gkbal  Communications  From  BT 


4 

Staying  li^  Closer 


When  BT  is  there  for 
your  global  communi- 
cations program,  you  have 
a  consulting  partner  wholl 
help  plan  your  network. . . 
customize  and  simplify. . . 
make  sure  everything 
plugs  in  where  it  should 
at  locations  worldwide. 
If  you  want,  we'll  manage 
it  end-to-end. 
But  we  know  that 
partnership  goes  beyond 
just  making  things  work. 
It  means  understanding 
your  business  strategies 
and  corporate  culture. . . 
tailoring  solutions  to  meet 
your  challenges,  matching 
our  global  technology  to 
your  local  needs.  Helping 
you  go  further  with  your 

business,  and  stay 
closer  to  your  customers. 

Before  you  take  the  next 
step,  call  1-800-872-7654 
(US)  or  1-800-874-7654 
(Canada)  for  more 
information  and  our  Going 
Further  Staying  Closer 
brochure. 


Global  Network  Services 
ExpressLANE" 
Frame  Relay 
Videoconferencing 
EDI*Net 
BT  Messaging  Services 
Electronic  Transaction 
Services 
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249  Duracell  International 

648 

3097 

28 

NA 

NA 

4  1 

24 

00 

1524 

41 

2054 

17.3 

250  Texas  Instruments 

649 

3090 

38 

-4 

-4 

1  9 

LOSS 

1  9 

6784 

-169 

5009 

NEG 

251  Dresser  Industries 

650 

3089 

23 

2 

2 

1  8 

22 

2  6 

4670 

140 

3250 

7.9 

252  Textron 

65  1 

3088 

36 

3 

3 

1  1 

1 0 

3  1 

7840 

300 

1 5737 

1 0.4 

253  Safeco 

652 

3084 

49 

19 

1  9 

1,4 

1  1 

3.3 

1969 

260 

11910 

13.0 

254  Sun 

657 

3037 

29 

-1  3 

-1  3 

09 

LOSS 

6.3 

1  1930 

-132 

7143 

NEG 

255  United  Heolthcare 

658 

3014 

89 

NA 

NA 

8  8 

37 

00 

847 

75 

574 

23.7 

256  W.  K,  Orace 

659 

30 1  3 

34 

-3 

-3 

1  5 

1  5 

4. 1 

6049 

2 1 9 

AAA7 

oUU/ 

i  U.J 

257  McGraw-Hill 

660 

3004 

61 

-3 

-3 

3  0 

20 

3  7 

1943 

148 

2525 

15.0 

258  Liz  Claiborne 

661 

3000 

37 

-23 

-23 

4  4 

14 

11 

2007 

223 

985a 

31.3 

259  Bausch  &  Lomb 

663 

2989 

50 

1  6 

1  6 

3  6 

20 

1.6 

1520 

149 

1770 

18.4 

260  Baltimore  Gas  &  Electric 

665 

2965 

23 

1  4 

1  4 

1  3 

1  3 

6  2 

2459 

263 

7079 

y.o 

261  Roadway  Services 

668 

2949 

75 

40 

40 

3  3 

21 

17 

3177 

127 

1489 

15  7 

262  Newmont  Mining 

669 

2944 

43 

16 

16 

14  4 

43 

1  4 

623 

72 

818 

33.7 

263  Bank  of  New  York 

670 

2937 

42 

35 

35 

1  2 

13 

3  6 

NA 

122 

45390a 

9.3 

264  Freeport-McMoRan 

677 

2900 

40 

10 

10 

7  7 

47 

6.3 

1579 

89 

3566 

16.3 

265  Crown  Cork  &  Seal 

678 

2892 

100 

37 

37 

2  7 

22 

00 

3807 

128 

2982 

12.2 

266  General  Public  Utilities 

682 

2867 

26 

1  1 

1  1 

1  2 

13 

6  2 

3372 

218 

7405 

9.6 

267  Whirlpool 

684 

2862 

41 

23 

23 

1  9 

16 

2  7 

6770 

170 

6445 

1  1.9 

268  Torchmark 

686 

2853 

58 

6 

6 

3  1 

12 

2  8 

NA 

246 

6161 

26.3 
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Four  reasons  to  buy  aTI  microLaser™  printer. 


Now  diere's  a  way  for  you  to  put  the 
x)wer  of  Microsoft®  Windows™  on 
5aper — microLaser  from  Texas 
nstruments. 

Designed  to  be  Windows<x)mpatible, 
here's  a  microLaser  just  right  for  your 
leeds,  whether  you  need  a  personal  or 
;hared  printer.  Here's  why:  114^^1 
LCompatibiUtyWithHP  11**7^ 
.aserjet*  emulation  and  **** 
\dobe®  PostScript*  software,  microLaser 
asily  supports  your  demanding  applica- 
ions.  And  with  our  Microsoft  Windows 
Iriver,  set  it  and  forget  it  with  all  Windows 
ipplications. 

Not  only  does  PostScript  give  you  scalable 
)utline  fonts  and  graphics,  it  also  means 
hat  your  microLaser  works  in  computing 


environments  like  Windows,  DOS*, 
Apple*  Macintosh*, OS/2*  and  UNIX*. 

2.  Performance  posrscRiFT- 

When  it  comes  to     Bfi^  Software  From  Adobe 

printing  high-Quality  documents  fast, 
microLaser  really  makes  you  look  good. 
At  either  nine  or  16  pages-per-minute, 
microLaser  printers  speed  you  through 
documents  in  a  hurry.  Rus  PostScript 
means  what  you  see  on  your  screen  is 
what  you  get  on  paper.  You  can  even  tur- 
bocharge  your  microLaser  with  a  RISC 
processor  for  blazing  fast  graphics. 

3.  Reliability  When  you  buy  a 
printer,  you  want  it  to  print  And 
print  And  print  That  s  just  what 
the  microLaser  does. 


example.  With  its  high  duty  cycle  of 
10,0(X)  pages-per-month*  ana  a  standard 
oneyear  limited  warranty*  *,  you  can  rely 
on  your  microLaser  to  work  the  first  time, 
every  time,  for  years. 

4.  Value  Starting  as  low  as  $999t,  there's 
a  microLaser  designed  to  fit  any 
budget  From  the  single  user  all 
the  way  up  to  a  network.  G^n-  mol 
sider  this,  too:  microLaser's  average  cost 
per  page  is  only  1.9  centst, while  some 
laser  printers  average  around  3.3  cents. 
The  microLaser  not  only  makes  sense,  it 
saves  you  money,  too. 

Fbr  daails  on  the  rigjit  microLaser  for 
you  ar  d  the  name  of  the  nearest  dealer,  call 


Take  our  personal  microLaser  Hus  for       l-SOO'S 27''3 500. 


The  microLaser  PSl  7  has  earned  the  I'WO  PC  IVorU  Best  Buy 
award:  microLaser  PS35  has  earned  the  1990  info\i'^nhi  Excellent 
Value  award  and  4'/^  mice  from  MacUser,  Octooer  1990. 

Texas 
Instruments 

Based  on  estinxaied  typical  usage.  *  *  For  more  information  on  service  upgrade  options,  call  1-80G847-5757  in  the  U.S.  and  l-600-26a^3l4  in  Canada.  tSuggested  retail  price  -  dealer  pnces  may  vary,  t Based  on  suggested  retail  price 
f  oonsumables  arxJ  approximaic  page  oovera^  raimg  for  eadi  consumable  at  4%  blade  (toner,  devdoper  and  OPC).  miCToLaser  is  a  trademark  of  Texas  Instruments  liKorporaiEd.  Microsoft  and  DOS  are  registered  tiademaiks,  and  Wirulows 
'^^^^^"^'^^^t^MicrosoftCorporabon.  Adobe.  PostScript  and  the  PostScnpt  logo  are  registered  trademarks  of  Adobe  Systems  Incorporated  which  may  be  registered  in  certain  jurisdictions.  LaserJet  is  a  registered  trad«naik  of  Hewletr- 
Sckaid.  Inc  Apple  and  Maantosh  are  registered  trademarks  of  Apple  Computer.  Inc.  OS/2  is  a  registered  trademark  of  Interrutional  Business  Machines  Corporation.  UNIX  is  a  registered  trademark  of  AT&T  ©\W  Tl  76518 


Features 

microLaser  Plus 
Basic 

microLaser  Plus 
PS17/PS35 

microLaser 
Turbo 

microLaser  XL 
Turbo 

PPM 

Emulation 
Processor 
Fonts 
List  Price 

9  ppm 

HP  LaserJet  11 

68000 

14  HP  Fonts 

$999 

9  ppm 

HPLJll/PostScript 
68000 

17  or  35  Scalable 
$1,399/$1,749 

9  ppm 

HPLJll/PostScript  11 
RISC/8220 
35  Scalable 
$2,249 

16  ppm 

HPLJll/PostScript  II 
RISC/8220 
35  Scalable 
$3,649 

mm 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICE 

CHANCE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

us 

PER  SHARE 

FROM  1991 

VALUE 

P/E 

YIELD 

U.S. 

US. 

US 

EQUin  1 

RANK 

RANK 

S  MIL 

U.S.  S 

"(U  S  SI 

(tOCAt) 

RATIO 

RATIO 

% 

S  MIL 

SMIL 

SMIL 

% 

269  Newell  (6) 

687 

2828 

37 

3  8 

20 

1 .6 

1119 

1  1  2 

1  040 

1  8  9 

270  Temple  Inland 

688 

2828 

52 

]  ] 

1  1 

1.8 

22 

1.9 

1893a 

232o 

7835a 

8.5 

271  Tribune 

692 

2823 

44 

-8 

-g 

5.6 

24 

2.2 

2035 

142 

2795 

23.6 

272  Northeast  Utilities 

694 

2817 

24 

1  7 

17 

1.5 

12 

,  7  5 

2754 

237 

6782 

12  9 

273  Delta  Air  Lines 

695 

2816 

57 

-24 

-24 

11 

LOSS 

2  1 

9171 

-324 

841  1 

Nt:G 

274  UAL 

698 

2812 

1  18 

-23 

-23 

1.8 

LOSS 

0.0 

1  1662 

-332 

9876 

NEC 

275  Hillenbrand  Industries  (6| 

701 

2805 

39 

70 

70 

5.7 

29 

09 

1  199 

89 

1532 

19.5 

276  Wm.  Wrigley  Jr.  (6) 

702 

2805 

72 

13 

13 

5.8 

21 

2.3 

1  149 

1  29 

625 

27.8 

277  Aon 

706 

2790 

43 

5 

1 ,6 

1  1 

3.9 

1  559a 

242 

1 0432a 

1  4  4 

278  Coastal 

708 

2788 

27 

-26 

-26 

1,4 

44 

1  5 

9549 

96 

9490 

3.1 

279  Eaton 

71  1 

2777 

82 

36 

36 

2.4 

25 

2.7 

3381 

87 

3087 

9  5 

280  State  Street  Boston  |6) 

714 

2766 

37 

58 

58 

3  3 

24 

1.1 

1358 

1  39 

1  5046 

1  3.8 

281  Morton  International  (6) 

716 

2753 

57 

2 

2 

2  4 

19 

1 .7 

1906 

1  38 

1926 

12.2 

282  Lockheed 

719 

2742 

45 

7 

7 

1  1 

9 

4  7 

9809 

308 

6617 

12.7 

283  Centel 

725 

2723 

32 

3 

3 

2.3 

23 

2,8 

1  181 

112 

3492 

10.0 

284  Washington  Post 

727 

2715 

230 

8 

8 

2.9 

22 

1  8 

1  380 

1  19 

1488 

1  3.6 

285  W.  W.  Grainger 

728 

2714 

51 

1  5 

1  5 

3  2 

22 

1,3 

2077 

128 

1217 

14.6 

286  General  Dynamics 

730 

2709 

65 

68 

68 

1  4 

1  1 

2,5 

8751 

234 

6207 

12.9 

287  Potomac  Electric  Power 

733 

2694 

24 

1  5 

1  6 

13 

6,6 

1552 

210 

5854 

12  0 

288  Fruit  of  the  Loom  (6] 

734 

2693 

36 

132 

132 

3  9 

20 

0,0 

1628 

1  1  1 

2115 

19  8 

289  Sun  Microsystems 

735 

2686 

28 

-24 

-24 

2.2 

14 

0,0 

3221 

190 

2326 

1  5.4 

290  Cisco  Systems  (6) 

737 

2685 

46 

1  84 

1  84 

15  5 

41 

0.0 

183 

43 

154 

37.6 

291  First  Fidelity  Bancorporation  (6) 

740 

2673 

38 

35 

35 

16 

1  1 

3,2 

2778 

221 

30215 

13.6 

292  VF 

743 

2669 

46 

49 

49 

2.8 

15 

2,3 

2952 

161 

2127 

18.5 

293  National  City  (6) 

744 

2664 

44 

1  4 

1  4 

1  5 

1  1 

4.3 

2588 

23  1 

241  70 

1  3.2 

294  Champion  international 

747 

2660 

29 

-3 

_3 

0  7 

LOSS 

0.7 

4786 

40 

8656 

NEG 

295  Lincoln  National 

748 

2657 

58 

1  8 

1  8 

11 

10 

5.1 

6169 

208 

27600a 

1  1.6 

296  CoreStates  Financial 

750 

2650 

50 

26 

26 

1.7 

12 

4.0 

NA 

228 

21620 

14.8 

297  Becton,  Dickinson 

75  1 

2647 

70 

-1 0 

-1 0 

2.0 

15 

1 .7 

2172 

190 

2780 

1  3.6 

298  Long  island  Lighting 

752 

2645 

24 

12 

12 

7.2 

2549 

306 

9543 

10.4 

299  San  Diego  Gas  &  Electric  |6) 

754 

2641 

23 

23 

'>3 

1  9 

13 

6  2 

1789 

208 

3748 

14.5 

300  Computer  Associates  international 

755 

2639 

15 

49 

49 

2  4 

16 

07 

1348 

1  59 

1599 

15  4 

301  Wisconsin  Energy 

757 

2635 

39 

1  8 

1  8 

1  8 

14 

5.0 

1  539 

1  89 

3476 

1  3,1 

302  Tambrands 

760 

2627 

65 

1 9 

1 9 

118 

32 

2  1 

661 

79 

390 

37,2 

303  Nordstrom 

764 

2609 

32 

-3  ] 

-3  ] 

2  7 

20 

1.0 

3180b 

136b 

2042b 

13,7 

304  Reebok  International 

766 

2604 

29 

27 

27 

3.2 

1  1 

1.0 

2734 

235 

1430 

28.0 

305  Martin  Marietta 

773 

2576 

52 

—  ]  3 

_  ]  3 

1 .4 

8 

2.9 

6075 

313 

3896 

1  7  5 

306  Clorox 

774 

2574 

48 

]  7 

]  7 

3.3 

37 

3.5 

1646 

53 

1603 

8.8 

307  Hasbro 

777 

2560 

30 

NA 

NA 

2.7 

60 

0.7 

2141 

41 

1950 

4.5 

308  Tyson  Foods  (6) 

778 

2560 

19 

-16 

-16 

2.9 

1  7 

0.2 

3922 

146 

2646 

1  7.0 

309  Sante  Fe  Pacific 

779 

2559 

1  2 

38 

38 

2  1 

21 

0  8 

2360 

96 

5220 

10.4 

310  Northern  States  Power 

781 

2556 

41 

20 

20 

2  1 

14 

5  9 

2201 

207 

4751 

14.5 

311  Florida  Progress  (6) 

782 

2555 

46 

]  6 

1  6 

1.6 

15 

6  2 

2075 

191 

5025 

10.9 

312  UNUM  (6) 

783 

2552 

38 

22 

22 

1.7 

1  2 

1  7 

2421 

205 

10668 

14.8 

3  1  3  Golden  West  Financial 

784 

2548 

40 

1.8 

10 

0  5 

NA 

239 

24300 

1  7.7 

314  CBS 

785 

2538 

192 

1  7 

1  7 

7.2 

29 

0  5 

3035 

97 

2799 

24.6 

315  Fifth  Third  Bancorp  (6| 

787 

2534 

43 

29 

29 

2.8 

18 

2.1 

885 

138 

8826 

15.9 

316  imcera  Group 

788 

2529 

34 

2 

2 

2  4 

22 

1.2 

1634 

97 

2250 

10  9 

3  1  7  Hercules 

789 

2527 

54 

35 

35 

1 .3 

1  8 

4  1 

2928 

1  38 

3467 

7.4 

318  National  Medical  Enterprises 

791 

2512 

14 

-39 

-39 

1.4 

9 

3  2 

3806 

277 

4060 

15.6 

319  Bornett  Banks 

793 

2503 

34 

1  5 

1  5 

1.2 

1  7 

3  8 

NA 

124 

32720 

70 

320  Niagara  Mohawk  Power 

794 

2501 

1  8 

21 

21 

1  2 

13 

4  4 

3383 

243 

8241 

9.3 

321  First  interstate  Bancorp 

796 

2495 

40 

_2 

_2 

0.8 

LOSS 

3.0 

NA 

-288 

48920 

NEG 

322  Capital  Holding 

799 

2480 

54 

1 0 

1 0 

1.5 

10 

2.5 

1056 

250 

18870 

15.1 

323  Sherwin-Williams 

800 

2476 

28 

1  2 

1  2 

2.9 

18 

16 

2541 

128 

1612 

16.2 

324  U.  S.  Bancorp  (6) 

806 

2464 

25 

9 

9 

1.7 

13 

3.0 

2014 

196 

1  8875 

13.5 

325  Naico  Chemical 

81  1 

2455 

35 

4  6 

20 

2  4 

1  237 

1  35 

1324 

23.8 

326  AutoZone  (6) 

813 

2441 

35 

10.2 

47 

00 

818 

44 

399 

21.9 

327  National  Health  Laboratories 

815 

2439 

23 

NA 

6  8 

20 

12 

604 

104 

41  1 

33.3 

328  Dover 

816 

2436 

41 

-7 

-7 

3  1 

18 

2  1 

2196 

128 

1468a 

16.8 

329  Centerior  Energy 

8  1  8 

2435 

1  7 

"  1 

--  1 
1 

0.9 

1  ] 

9.2 

2560 

237 

1  2042 

7.9 

330  American  Stores 

819 

2435 

35 

-  1  A 
1  O 

—  1  A 
1  O 

16 

1  1 

2  0 

20823b 

240b 

6955b 

14.7 

331  Allegheny  Power  System 

820 

2433 

45 

1  T 
1  J 

1  J 

1.4 

12 

7.1 

2282 

194 

4855 

12.0 

332  Sigma-Aldrich  (6) 

825 

2425 

49 

1  7 

1  7 

5.5 

29 

05 

589 

80 

597 

18.8 

333  Westvaco 

829 

2402 

37 

O 

A 
O 

1  4 

1  6 

3  0 

2301 

1  37 

346 1 

8.8 

334  Gerber  Products 

831 

2388 

64 

0 

6  1 

19 

2  3 

1  179 

1  13 

827 

32  4  ' 

335  New  York  Times 

835 

2374 

30 

0  1 

J  1 

'J  1 
J  1 

2  2 

42 

1.9 

1703 

47 

2128 

5  3 

336  KeyCorp  |61 

838 

2363 

33 

4  1 

4 1 

1.8 

12 

3  1 

2283 

188 

23156 

14  5 

337  AFLAC 

842 

2360 

29 

26 

26 

2.6 

1 5 

1  5 

3283 

1 47 

10144 

1  7  1 

338  Louisiana  Pacific 

848 

2339 

65 

49 

49 

1.9 

23 

1 .8 

1702 

56 

2107 

8.3 

339  Pioneer  Hi-Bred  International 

849 

2334 

77 

44 

44 

3  4 

23 

1.5 

1  125 

104 

1086 

14.9 

340  Circus  Circus  Enterprises  |6| 

856 

2314 

41 

5 

5 

7  1 

22 

00 

806 

103 

783 

33.0 


341  Republic  New  York 

859 

2302 

44 

6 

6 

1.5 

1  1 

2  3 

NA 

227 

31220 

13,6 

342  Hilton  Hotels 

860 

2291 

48 

-2 

-2 

2  5 

25 

2  5 

1113 

84 

1927a 

10  1- 

343  Lubrizoil 

865 

2278 

66 

19 

19 

2  9 

17 

2  5 

1476 

124 

1  172 

16,6; 

344  Great  Western  Financial 

867 

2271 

18 

-8 

-8 

1.0 

8 

5.2 

NA 

298 

39600 

12,2L 
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You  Have  To  Fly  More  Hian  14  Houk 
Without  Stopping  For  Fuel. 


The  MD-11  offers  unsurpassed  passenger  comfort 
and  dispatch  reliability. 
And  it's  just  the  latest  in  a  long  line  of 
McDonnell  Douglas  success  stories -from  the 


remarkable  F-15E  to  the  revolutionary  C-17. 
It's  this  record  of  proven  performers  • 


that  has  made  us 


a  world  leader  in  aerospace  technology.  ' 


Performance  Above  And  Beyond. 

i,        ©  1992  McDonneU  Douglas  Corporation  . 
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SMIL 

345  First  Chicago 

870 

2262 

33 

16 

16 

0  9 

27 

3.7 

NA 

1  16 

48960 

3  5 

346  Compac|  Computer 

872 

2252 

27 

-30 

-30 

1  2 

35 

0.0 

3271 

1  3  1 

2827 

3  j 

347  Blockbuster  Entertainment  (6) 

874 

2249 

14 

56 

56 

4  6 

23 

0. 1 

868 

94 

804 

20  A 

348  Nucor  16) 

879 

2236 

1  04 

30 

30 

3.1 

33 

0.5 

1  465 

65 

1  1  82 

9  4 

349  Teco  Energy  (6) 

886 

2223 

39 

12 

12 

2.5 

15 

4.7 

1  1  54 

1  49 

2834 

16  : 

JDU  (.incinnaTi  rinanciai  (o) 

889 

45 

19 

19 

1 .5 

1  4 

2  3 

1161 

1  46 

3436 

1 0  ~ 

361  Federal  Express 

896 

2186 

4 1 

2 

2 

1 .3 

LOSS 

0.0 

7688 

6 

5672 

r\|f  r. 

352  Mead 

898 

21  73 

37 

1 

1 

1  5 

28 

2  7 

4579 

76 

3986 

5  : 

353  Citizens  Utilities  (6) 

903 

2 1 62 

39 

51 

51 

3 

1 9 

0.0 

548 

I  !  2 

1680 

1  5  fc 

J04  VtOmcasT 

on  A 

O  1  AO 

1  / 

3 

3 

LOSS 

LOSS 

0.8 

72 1 

- 1 56 

2456a 

NEG 

355  Tandy 

905 

2156 

28 

-18 

-18 

1 .2 

1  3 

2  2 

4562 

206 

3078 

9  ; 

356  E.W.  Scripps  (6) 

91  7 

2126 

29 

33 

33 

3, 1 

28 

1  4 

1  300 

65 

1  708 

1  1  ' 

357  Brown-Forman  (6) 

922 

2117 

7  A 

-12 

-12 

2.9 

1  4 

3.3 

1119 

145 

1083 

19 

J  JO  jeTierson-fiiOT 

y  ZD 

Z  1  1  O 

A  1 

40 

40 

1  A 

1  3 

658 

1  53 

4925 

1 0  J 

359  New  England  Electric  System 

927 

2112 

33 

12 

12 

1 .5 

1  2 

6.4 

2094 

1  80 

4450 

1  1  0 

360  Interpublic  Oroup 

929 

2106 

57 

NA 

NA 

3.6 

2 1 

1 .6 

1 635 

95 

2785 

1  7  C 

361  Cooper  Tire  &  Rubber  (6) 

932 

2101 

5 1 

84 

84 

4.6 

24 

0.6 

1001 

79 

671 

19 : 

Jo/  meiion  DonK 

94 1 

207 1 

4 1 

35 

35 

1 .3 

8 

3.5 

NA 

2  80 

29360 

1  4  c 

363  Northern  Trust  (6) 

947 

2063 

60 

55 

55 

2.8 

1  7 

1 .6 

1  260 

1  27 

1  3  1 93 

1  6  " 

364  Travelers 

954 

2043 

20 

-19 

-19 

0.5 

8 

8  0 

7302 

307 

55360a 

6  'I 

365  Mattel 

956 

2039 

34 

NA 

NA 

4  7 

1  8 

0,6 

1622 

1  1  8 

1061 

25  f 

joo  Kaccar  (o) 

Vj/ 

2038 

60 

21 

21 

2 

37 

1  7 

2339 

40 

2738 

5 

367  Southern  New  England  Telecomni* 

958 

2035 

33 

0 

0 

1  7 

1 5 

5  4 

1 633 

1  26 

3539 

1  1  ; 

368  Kerr-McGee 

960 

2032 

42 

-1 

-1 

1  4 

24 

3  6 

3274 

1  02 

342 1 

5  r 

369  St.  Jude  Medical 

961 

2030 

43 

NA 

NA 

5.9 

23 

0  9 

210 

84 

375 

25  - 

j/u  n.  r.  Anmanson 

962 

2030 

1  8 

-1  1 

-1  1 

0.8 

1 0 

5  0 

NA 

246 

47250 

7  ' 

371  MBIA  (6) 

965 

2024 

53 

52 

52 

1  7 

1  3 

1  3 

269 

1  45 

2278 

1  3  .■ 

372  Premier  Industrial  (6] 

968 

202  1 

35 

26 

26 

6  1 

27 

1  4 

637 

75 

349 

23 

373  First  Bank  System 

970 

20!  3 

26 

32 

32 

2.0 

1  1 

3,5 

NA 

1 90 

1 9000a 

1  7  : 

J/4  Diomet  (o) 

972 

20 1  1 

1  8 

22 

22 

9  3 

4 1 

0.0 

2 1 0 

39 

2 1  1 

22  c 

375  Maytag 

973 

2007 

19 

1  8 

1  8 

2  0 

I  2 

2.6 

2971 

79 

2535 

1  6  - 

376  Southwest  Airlines 

974 

2001 

43 

68 

68 

2  9 

39 

0.2 

1314 

27 

1  837 

7  ' 

377  Pall  |6) 

975 

2000 

23 

-10 

-10 

3  9 

24 

1  6 

657 

80 

774 

16  - 

378  Pennzoil 

984 

1971 

49 

-30 

-30 

17 

LOSS 

6.2 

2685 

-42 

5231 

NE&  . 

379  MBNA  |6| 

985 

1968 

40 

24 

24 

3.3 

13 

4.4 

1  134 

149 

6009 

25.9 

380  McCormick  |6) 

986 

1967 

25 

32 

32 

4.9 

24 

1.5 

1428 

81 

1032 

20.2 

381  Oracle  Systems 

992 

1951 

15 

98 

98 

5.9 

53 

0.0 

1028 

-12 

858 

1  1.1 

382  Cincinnati  Gas  &  Electric  (6) 

993 

1950 

34 

8 

8 

12 

12 

7.2 

1518 

207 

4584 

10.3 

383  USX-U.  S.  Steel  Group  (5|  |61 

NR 

1259 

25 

-2 

-2 

0.8 

LOSS 

4.1 

4864 

-507 

5627 

NEG 

OTHER  MARKETS  AROUND  THE  WORLD 


The  Global  1000  ranking  excludes  companies  from 

competitors,  and  th 

e  list  be 

ow  includf 

Company 

Sales 

Profits 

US  $  Bil 

US  $  M.I 

SOUTH  KOREA 

SAMSUNG  (Trading) 

13.4 

20 

HYUNDAI  (Trading) 

12.3 

12 

DAEWOO  (Troding) 

8.4 

40 

POHANG  IRON  &  STEEL 

7  7 

192 

KOREA  ELECTRIC  POWER 

7.5 

947 

HYUNDAI  MOTOR 

74 

71 

SAMSUNG  ELECTRONICS 

69 

90 

YUKONG 

5  3 

32 

GOLDSTAR 

4  8 

24 

LUCKY-GOLDSTAR  INTERNATIONAL 

4  7 

5 

HYUNDAI  MOTOR  SERVICE 

3.6 

39 

KIA  MOTORS 

3  6 

21 

HYUNDAI  ENG.  &  CONST, 

3  3 

33 

SUNKYONGITroding] 

3  1 

1  1 

SSANYONG  (Trading] 

2  7 

KOREAN  AIR 

2  6 

39 

LUCKY  (Pelrochem:coli) 

2  6 

58 

SSANYONG  OIL  REFINING 

2  4 

53 

DAELIM  INDUSTRIAL 

2  2 

12 

DAEWOO  ELECTRONICS 

2  1 

18 

HYOSUNG  (Trading! 

19 

1 

Company 

Sales 

U  S  $  Bil 

Profits 

US  $  Mil 

Company 

Soles 

U  S  $  BJ.  U 

DONG-AH  CONST.  IND. 

1  4 

21 

FORMOSA  CHEMICALS  &  FIBERS 

1.1 

CHEIL  FOODS  &  CHEMICAL 

14 

15 

TATUNG 

1.0 

SAMSUNG  CONSTRUCTION 

1.3 

33 

MEXICO 

DAEWOO  HEAVY  INDUSTRIES 

1.3 

25 

TELEFONOSDE  MEXICO 

VITRO 

CIFRA 

5.3 

ASIA  MOTORS 

KOLON  INTERNATIONAL  (Trodmgl 

13 
1  1 

14 
12 

3.0 
2.8 

INCHON  IRON  &  STEEL 

1  1 

41 

GRUPOALFA 

2.4 

SAMSUNG  ELECTRON  DEVICES 

1.1 

34 

VISA 

2.0 

HANYANG  CHEMICAL 

1.1 

22 

FEMSA 

1.9 

SSANYONG  CEMENT 

1.1 

2 

GRUPO  CARSO 

1.8 

GOLDSTAR  CABLE 

11 

12 

CEMENTOS  MEXICANOS 

1.7 

KYUNGIN  ENERGY 

1  0 

6 

GIGANTE 

1.7 

TAIWAN 

GRUPO  DESC 

1.6 

CATHAY  LIFE  INSURANCE 
CHINA  STEEL 
NAN  YA  PLASTICS 
FIRST  COMMERCIAL  BANK 

5  1 
2.4 
2.4 
2.3 

1  86 
587 
235 
187 

COMERCIALMEXICANA  14 
BIMBO  12 
CORPORACIONMEXICANADEAVIACION  10 

BRAZIL 

HUA  NAN  COMMERCIAL  BANK 

2  2 

196 

PETROBRAS 

13.9 

CHANG  HWA  COMMERCIAL  BANK 

1  9 

158 

COMPANHIA  VALE  DO  RIO  DOCE 

2,3* 

FORMOSA  PLASTICS 

1  2 

1  74 

VARIG  AIRLINES 

2  0 

EVERGREEN  MARINE  (TAIWAN) 

1  2 

91 

PETROLEOIPIRANGA 

11 

DATA  HANSHIN  SECURITIES  CO  ,  MEXICAN  STOCK  EXCHANGE.  COMPANY  REPORTS,  BW 


*  Soles 


KEY  TO  INDUSTRY  CODES  Left-hand  digit  represents  broad  economic  sector  as  defined  by  Morgan  Stanley  Capinl  International.  Right-hand  digit  is  indi 


.  ENERGY 

1  1 .  Energy  sources 

12  Utilities-electrical  &  gas 
.  MATERIALS 

2  1  -Building  moteriols  &  components 
22  Chemicals 

23, Forest  products  &  poper 
24  Metals-nonferrous 
25, Metals-steel 

26  Misc  moleriols  &  commodities 
.  CAPITAL  EQUIPMENT 

3  \  Aerospace  &  military  technology 


32  Construction  &  housing 

33  Data  processing  &  reproduction 

34  Electricol  &  electronics 

35  Electronic  components  & 
instruments 

36,  Energy  equipment  &  services 

37,  In  ilifstnal  components 

38,  Mc"'  iTiery  &  engineering 
.  CONSU    ER  GOODS 

4 1  Applioi  , -es  &  household  durables 

42.Automob:  ■?.'^ 

43  Beverages  5^  tobacco 


44, Food  &  household  products 

45  Health  &  personal  core 

46  Recreation,  other  consumer 
goods 

47. Textiles  &  apparel 
.SERVICES 
5 1  Broodcosting  &  publishing 

52.  Business  &  public  services 

53.  Leisure  &  tourism 
54  Merchondising 

55.  Telecommunications 

56,  Tronsportation-a!rlines 


stry  classification  code  within  each  econorr 
5  7. Transportation-rood  &  rail 
5  8. Transportation-shipping 
59  Wholesale  &  international 
trade 

6.  FINANCE 
6 1  .Banking 
62, Financial  services 
63. Insurance  I 
64.Real  estote 

/.OTHER 

71  .Multi-industry 
8 1  Gold  mines 
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ALPHABETICAL  LIST  OF  COMPANIES 

The  number  preceding  each  compony  is  its  Global  1  000  rank  The  code  following  each  company  shows  its  notionolity  and  rank  within  thot  notion. 
To  find  the  statistics  for  o  company,  turn  to  the  country  listing  and  look  for  the  company  by  its  rank. 


793  Boinen  BonU  (US-3  1 9) 

7  Coco-Coro  (US51 

NR  Curorunnel  (Ponsl  lfR-481 

172  r 

189  BASF  (GE-IOI 
154  Boss  (BR-24) 

376  Coles  Myer  (AS-S) 

204  Colgote-Polmolive  (US-85) 

3  Exxon  (US  11 

F 

573  H 

J.oido  Fle.  i.ic  Powei  OA-N 
jiiuido  Tokusnofcu  Bonk  (JA- 

700  Aorhe.iei  «.  M„r,.j,eriei  Bel  |Gt-28| 

537  H 

131  ABB  Aseo  Brown  Boveii  |SWE/SWI-NR| 
iSl  Abbey  Nulionol  IBR.30) 

44  B  AT  Industries  (BR  5) 
663  Bousch  &  lomb  lUS-2591 

904  Comcosi  (US354) 

499  Commeiciol  Union  Assuionce  lSR-561 

456  H 
535  H 

Xuriku  Bonk  OA- 1  1  8) 
ikuriku  Electric  Powei  OA  1 3 

214  Fonuc  OA-551 

28  Abboll  loboiQIone^  (US- 14] 

135  Boxler  Internotionol  (US-58) 

473  Commerzbonk  (GE-2  1 1 

896  Federol  Express  (US-35  l| 

89  H 

3me  Depot  (US45) 

294  ABM  AMRO  Holding  |NE-5| 

111  8oyer  (GE-5) 

407  Commonweolth  Bonk  of  AustroliQ  (AS  7] 

247  Federol  Home  loon  Morlgoge  (U5-96) 

117  Hondo  Motor  OA-321 

630  A,  co=  |FR  32| 

426  Boyerische  Hypotneken  (GE-17) 

258  Commonwealth  Edison  (US-IOI  | 

86  Federol  Nolionol  Morlgoge  Assn  (US-43) 

387  Honeywell  (USI  58) 

827  AI  G  IGe-341 

402  Boyerische  Verernsbonk  )GE- 1 6) 

979  Compognie  Boncoite  {FR-451 

999  Ferruzzi  Finonziona  (IT-1  8) 

100  Hong  Kong  Telecommunicolior 

627  Aegofi  |NE  10) 

NR  BBC  Brown  Boveu  (SWI  9) 

872  Compoq  Computer  (US-346| 

177  fiot  Group  (lT-2) 

857  Hongkong  &  China  Gos  (HK-1 

434  Aeino  life  i  Cosuoily  |US  1  79| 

123  BCE  (Bell  Conodo  Enlerpnses)  (CA- 1 ) 

7SS  Compurei  Assocrotes  Inl  i  (US-3001 

787  Filth  Third  Bancorp  1US3  1 51 

415  H 

^nqkonq  Eiectnc  Holdings  (H 

842  AFLAC  IUS-3371 

7S1  Becton,  Dickinson  (US-297| 

303  ConAgro  (US  1211 

970  FiiM  Bonk  System  (US373| 

437  Hongkong  lond  Holdings  (HK- 

808  AGA  ISWE.12I 

936  Beietsdorl  (GE-37) 

292  Consolrdoted  Edison  of  N  Y  (USI  16) 

870  '     '  -  cago  (US3451 

690  Hopewell  Holdings  (HK-1  7) 

962  Anmonson|H,FMUS-370| 

61  Bell  Albnlic  (US-291 

579  Consoliaoted  Notuiol  Gos  lUS-2251 

740  :    ■  ■  i,,;,iy  Boncorporotion  IUS-291 1 

349  H 

.uilon  Industlies  (US-1  4  1  ( 

832Ar,o,d|NE.I2| 

40  BellSouth  (US-221 

523  Consolidoled  Roil  (US205) 

796  :      ;  :-risloleBoncoip|US-3211 

150  HSBC  Holdings  (HK-21 

226  Ai,  liquide  |fR-IO| 

900  Benellon  Group  (IT  t  21 

344  Cooper  Induslrres  (US-l  38) 

422  oii!  Union  (US-1  73) 

589  H 

mono  (US229) 

366  A.,  P,oducls  &  Cnem.cali  |US- 1  49| 

146  Berkshire  Hothowoy  (US-64) 

932  Cooper  Tire  &  Rubber  lUS-361 1 

452  risons  IBR-481 

221  H 

ichison-Whompoo  (HK-5) 

284  A,  -  ornolo  (JA-771 

991  BET  (BR- 1091 

750  CoreStoles  Finoncrol  (US2961 

566  Fleet  Finonciol  Gioup  (US2201 

798  H 

/ogo  Bonk  OA-1911 

485  Aizo  |NE-7| 

555  BEX  (SP-81 

271  Corning  (US- 106) 

683  Fletcher  Challenge  (N2-1 1 

1 

378  A.berison's  (US.  1531 

972  Biomet  1US374| 
598  Block  (H«R)  (US-232) 

635  Cosmo  Oil  OA- 159) 

486  Costco  Wholesale  (US-l  961 

782  Florida  Progress  (US-3 1  1 ) 
570  Fluor  (US-222] 

414  A:,  on  Aluminium  |CA.7| 

o02  It 

eia,olo(SP5| 

91  Al,:otelA!slhom|FR2| 

874  Blockbuster  Enlerloinmenl  (US-347| 

482  Courtoulds  (BR-54) 

761  Fomento  de  Constr,  y  Conir  (SP-t2) 

568  I  t 

nois  Tool  Woiks  IUS-22  1 1 

696  A,oiel  Coble  IFR.34) 

804  Blue  Circle  industries  |8R-87) 

299  CPC  Inte/natronol  (USI  20| 

909  Fondiorio  (lo)  (IT- 131 

551  m 

osco  (CA-13) 

1 13  Ail  r  jippon  Aiiwoys  UA-301 

272  BMW  (GE-13) 

285  CRA  (AS-31 

317Foodlion(US-1271 

788  n 

:eia  Group  (US-3  )  6) 

350  Ail.^orizo  Assicutozioni  flT-6) 

373  BNP(FR-181 

989  Credit  Commerciol  de  Fronce  (FR  4  7) 

45  Ford  Motor  (US-231 

67 

 -;l  '"homiroi  lildustlies  |BI 

820  A  .eqheny  Power  Syslem  |US  33  1 ) 

328  BOC  Group  (BR-371 

476  C.eart  lyonnors  (FR-221 

562  Forre  (BR-63| 

249 

30A,„oriZ  Holding  |GE-I| 

•     90  Boeing  (US-461 

894  Creditonstolt-Bonkverein  (AT-3) 

591  Fosters  Brewing  Group  (AS-I  21 

914 

995  Ai  ed  lush  Bonks  |1R-2| 

184  Boots  (BR-271 

871  Oedito  Itoliono  (lT-111 

321  FPl  Group  (USI  281 

439 

cope  (Bk  J61 

137  Allied  lyoni|BR.2l| 

837  eo:ul(AS181 

678  Crown  Cork  4  Seal  (US-2651 

677  freepotFMcMoRon  (US-264) 

632 

o  (CA-1  61 

212  Ailied-Signol  IUS  89) 

429  Bo  den  (US-1  751 

331  CS  Hold.ng  (5Wi-71 

513  Freepoit-McMoRon  C&G  (US2021 

20  Industiiol  Bonk  of  Jopon  OA-61 

593  A  i„:  (US-2311 

939  Bouyyues  (fR-42) 

709  CSR  (AS- 151 

734  -I-:  ■    he  loom  (US288) 

639  In 

jeisoll-Rond  (US2441 

281  A  iinum  Co  ol  Americo  |US-1  1  2) 

643  Bowote;  Industries  (BR-71 1 

273  CSX  (US- 1071 

21  t   .f  .  .  llA-71 

148  Iniel  (US-651 

586  A  IUS227) 

726B.ombles  Induslrres  (AS- 1 6) 

D 

615  :  .  !  -  :  ic  OA  1531 

10  In 

1  Business  Mochmes  (US  8) 

770  A -odo  OA  IB7| 
679  Ar:,_or  jAS  I4| 

254  Biidgesione  (JA.691 

IS  Bristol-Myers  Squrbb  (US-9) 

120'     ■  i.Film(JA331 

478 

-  ..vois  4  Fiogronces  |US 
■   :.i.  Poper  (US-83) 

197  Doi  Nippon  Printing  (JA-5  1 1 

745  '            Phormoceuiicol  (JA-1  82) 

200 

532  A  „ioao  Hess  (US-2091 

821  British  Aerospoce  lBR-891 

672  Doier  OA- 1  701 

738            -  ,-,  UA-ISil 

277 

j.e  Neaerlonden  Gr 

572  Ainericon  Boriick  Resources  |CA  1  4] 

511  BM,-.h  Airways  (8R-571 

624  Doiichi  Phormoceuiicol  OA- 1  561 

176  1   .  .  :,A-151 

929 

-  i..,:Oiic  Group  lUS-3601 

160A  ,.„con  Brands  (U5^7| 

53  ■     -  Gas  (BR-91 

884  Doikin  Industries  OA-2  1  1 1 

976  Fuiu,or..i  lionspoiling  OA  2381 

567  In 

/estor  (SWE  7) 

358  A  :,e,icon  Cyonomid  |US-145| 

32         .  Peiioleum  IBR-4) 

39  Daimler-Benz  |GE-2| 

844  F._.;,,r.a-^.0  Li.-Oli  (JA- 1  99) 

795  Is 

51  Ampeiwerke  (GE-3  1 ) 

334  A .  .ericon  Eleclric  Power  (USl  331 

674  B.i:,-.:.  Steel  (BR-73) 

656  Dornippon  Ink  &  Chemicols  0A-I6S1 

G 

525  Aeion  OA-1351 

136  »-  :.e,.can  Express  (US-591 

13  British  Telecommunications  (BR-21 

731  Doiry  form  Inlernolionol  Holdings  (HI,  1  81 

418  s 

LovvO|imo  Harrmo  Heovy  Int 

270  Gannett  (US-1051 

383  American  General  (US-1  56| 

70  Broken  Hill  Proprietory  (AS  I) 

629  Doishowo  Popei  (JA 1  58) 

330  is 

luto  Boncorio  Son  Pooio  di  T 

38  A  r.encon  Home  Products  |US2  i  | 

634  P  .  i^ning-ferr.s  Industlies  lUS-2421 

139  Doiwo  Bonk  lJA-34) 

412  Gop  (US  1  ^01 

812  Is 

^u  MOIOI5  0A  I93I 

64  Ar:-,eiican  Inlernoironol  Group  (US-321 

922  '  rormon(US-3571 

275  Oaiwo  House  Industty  OA-75) 

767  ■■„.     :-,           1  J) 

97  Ito-Yoxooo  OA-23) 

819  Ameucon  Sioies  |U5-330| 

1  10  -■■  :  1  iFR-31 

178  Ooiwo  Securities  (JA-46) 

626                  i  1 

405  c 

n  (C  )  OA- 1041 

9  A.Tiericon  Telephone  &  Telegropn  (US  ^] 

69  hi:  (BR- 12) 

19  Dorlchi  Kongyo  Bonk  OA-51 

384  '          i'..A  'il 

248  in  (US-071 

278  American  TV  &  Communrcolions  (US-1  101 
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UNUM. 

That's  who. 


UNUM.  You're  covered  by  the  nation's 
leading  disability  insurer. 

UNUM .  You  benefit  fi'om  unequalled  risk 
management  and  rehabilitation  capabilities. 

UNUM.  Meeting  your  benefit  needs  with 
disability  plans,  specialty  employee  benefits, 
retirement  and  bng  term  care  plans. 


You  can  count  on  what  we  know. 

UNUM  Life  Insurance  Company  of  America,  Portland,  Maine  04122 
(Ail  states  except  New  York) 

First  UNUM  Life  Insurance  Company,  Tarrytown,  New  York  10591 

(New  York  state  only) 

©  1992  UNUM  Corporation 

1-800-634-8026 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  preceding  each  company  is  ils  Global  1  000  rank.  The  code  following  each  company  shows  ils  nationality  and  rank  within  that  notion. 
To  find  the  statistics  for  a  company,  turn  to  the  country  listing  and  look  for  the  company  by  its  rank 
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OS/2  2.0  is  here 
to  stay. 

This  special 
$49  offer  isn't. 


Canada,  call  1  800  465-7999.  "Upgrade  from  Windows.  S49;  upgrade  from  any  DOS.  S99:  S139  base  operating 
tern.  These  prices  valid  only  when  ordered  directly  through  IBM.  Proof  of  purchase  required.  Dealer  prices  may 
y  Offer  valid  in  U.S.A.  only  expires  7/31/92.  Shipping  and  handling  not  included.  IBM  and  OS/2  are  registered 
lemarks  of  International  Business  Machines  Corporation.  All  other  products  are  trademarks  of  their  respective 
npanies.  <ej  1992  IBM  Corp. 


Run  DOS  applications.  Run  Windows" 
applications.  Run  OS/2"  applications. 
OS/2  2.0  can  let  you  run  them  all — 
all  at  once,  in  separate  windows  on  the 
same  screen.  With  so  much  to  offer, 
OS/2  2.0  will  be  around  for  some  time. 
But  these  low  prices  won't. 

For  a  limited  time,  you  can 
upgrade  to  OS/2  2.0  from  Windows  for 
just  $49;  $99  from  any  DOS.  Thats  a 
lot  less  than  the  cost  of  DOS  and 
Windows.  And  OS/2  gives  you  the 
capabilities  of  both.  Plus  all  the  added 
benefits  of  OS/2  2.0 — including  Adobe 
Type  Manager." 

In  fact,  at  these  special  introduc- 
tory prices,  no  other  operating  system 
can  let  you  do  so  much.  For  so  little.  For 
an  IBM  authorized  dealer  near  you,  or 
to  order  OS/2  2.0  from  IBM  at  these 
special  introductory  prices,  call  the 
number  below. 

Call  1  800  3-IBM-OS2: 


•  Runs  DOS.  H  indon  s  (iml  ()S/2  pioiirdins. 

•  Kuns  more  than  one  program  at  a  time. 

•  Supported  on  most  386  S\  PCs  and  above. 

•  Upgrade  from  II  indon  s  to  OS/2  2.0 
for  $49;  $99  from  any  DOS** 
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STRATEGIES  I 


A  MIDCOURSE  CORRECTION 
FOR  NORTHWEST 


Pinched  finances  have  its  co-chairmen  in  a  cost-cutting  frenzy 


As  general  manager  of  Lord 
Fletcher's,  a  trendy  bar  and  grill 
on  Minnesota's  Lake  Minneton- 
ka,  Alan  Bell  often  gets  called  on  by 
local  charities.  They  like  to  hit  him  up 
for  free  gift  certificates,  and  usually 
he's  happy  to  oblige.  But  the  other  day, 
Bell  got  a  request  he's  still  shaking  his 
head  over:  Northwest  Airlines  Inc.  came 
around  asking  for  free  food- 
and-drink  chits  to  reward  air- 
line employees  who  think  up 
cost-saving  ideas.  Marvels  Bell: 
"A  for-profit  business  asking 
for  a  handout!" 

It  wasn't  the  first  time.  Since 
buying  control  of  the  carrier  in 
a  1989  leveraged  buyout,  Co 
Chairmen  Al  Checchi  and  Gai-> 
Wilson  have  displayed  a  pen- 
chant for  innovative  fund-rais- 
ing. They've  tapped  the  likes  of 
European  aircraft  maker  Air- 
bus Industrie  and  General 
Electric  Co.  for  loans.  They've 
refinanced  Northwest's  Tokyo 
real  estate.  Last  year,  in  return 
for  building  two  new  mainte- 
nance bases  in  Minnesota,  the\ 
lined  up  an  $835  million  finaii 
cial  package  from  the  state. 
RUMORS.  But  the  act  may  be 
wearing  thin.  From  Minneapo- 
lis to  Wall  Street,  people  are 
openly  speculating  about 
Northwest's  future.  The  airline 
slump,  coupled  with  the  near- 
insane  summer  fare  war,  is  })0unding 
Northwest.  Analysts  figure  the  thinly 
capitalized  carrier,  which  has  lost  $613 
million  in  the  past  two  years,  will  drop 
an  additional  $200  million  in  1992.  Both 
Standard  &  Poor's  Corp.  and  Moody's 
Investors  Service  recently  downgraded 
its  debt,  'bankruptcy  rumors,  circulating 
since  early  June  and  strongly  denied  by 
Northwest;  "are  probably  exaggerated," 
says  Standard  &  Poor's  analyst  Philip 
Baggaley.  "But  it's  not  impossible." 

The  financial  worries  couldn't  have 
come  at  a  worse  time.  Trying  to  over- 
come the  carrier's  "Northworst"  tag, 
Checchi  and  Wilson  are  spending  mil- 
lions to  improve  service  and  spruce  up 
marketing.  A  fiscal  crunch,  or  even  ru- 


mors of  one,  could  threaten  those  pro- 
grams and  overwhelm  Northwest's  ef- 
forts to  resuscitate  its  image. 

Although  CEO  John  H.  Dasburg  insists 
"the  airline  is  not  in  financial  trouble," 
it's  hurrying  to  cut  costs.  Northwest  re- 
cently deferred  delivery  of  20  midrange 
A'.i'ZQ  planes  from  Airbus.  A  source  with- 
in the  company  says  it's  about  to  delay 


WILSON  AND  CHECCHI  ARE  ASKING  UNIONS  FOR  CONCESSIONS 


buying  16  A330s,  though  a  spokesman 
had  no  comment.  It  sliced  service  at  its 
Washington  (D.  C.)  hub  by  33'X  and 
asked  unions  to  consider  making  conces- 
sions that  one  source  close  to  the  airline 
says  may  save  $300  million.  "Northwest 
Now"  is  a  corporate  campaign  supposed 
to  use  employees'  ideas  to  hack  off  $100 


Trying  to  overcome  its 
'Northworst'  tag,  the  airline  is 
spending  millions  to  improve 

service  and  marketing 


million  in  costs  by  summer's  end.  i 
on  June  30,  the  company  annouie 
plans  to  cut  250  management  jobs. 

The  carrier  is  hardly  in  a  tailspinit 
$600  million  bank  credit  line  is  virtbil' 
untapped.   The   company   has  preii 
enough  LBO  debt,  thanks  in  part  to'h' 
loan  from  Minnesota,  that  no  big  . 
ments  are  due  until  next  July.  "I  tl 
they'll  survive,"  says  one  membei 
Northwest's  bank  group. 
'A  DEBACLE.'  There's  not  much  room 
error,  though.  With  $4.2  billion  in  d 
Northwest  currently  has  a  negative 
worth,  says  Joseph  Francht,  senior 
president  of  finance.  If  the  industry  ; 
another  shock  like  the  gulf  war  or 
gages  in  another  self-destructive 
fracas.  Northwest  will  be  in  an  exr. 
ingly  tight  spot.  Dasburg  concedes 
carrier  will  lose  at  least  $40  million  1 
this  spring's  brief  two-foi--,.;i 
ticket  offer.  "That  was  a  d 
cle,"  he  says.  Northwest 
sued  American  Airlines  ' 
which  initiated  the  latest 
gain  bash,  charging  it 
predatory  pricing. 

While  the  courtroom  sq; 
ble  goes  on,  Northwest's 
cow,  its  once-lucrative  Pa( 
division,  continues  to  bl 
(chart).  Much  of  the  prob 
can  be  chalked  up  to  Jap; 
faltering  economy.  But  the 
line  hasn't  helped  matters 
gaining  a  reputation  for  spc 
service.  United  capitalized 
that  weakness  to  lure  more 
crative  business  passeng 
while  eating  into  Northwe 
overall  market  share.  Noi 
west's  share  of  U.  S.  carri( 
trans-Pacific  traffic  droppec 
387f  in  1991,  down  from  40 
two  years  earlier,  while  U 
ed's  share  jumped  to  41%, 
from  39.8%.  To  its  ere 
Northwest  is  fighting  back 
is  aggressively  courting  new  tra 
agents  in  Japan,  changing  flight  tir 
to  cut  the  wait  for  connections,  and 
grading  in-flight  service. 

Elsewhere,  Northwest  isn't  retreati 
either.  After  several  years  of  trumj 


ing  plans  to  become  "the  airline  of  pi^ 
erence,"  the  company  has  commit  i 
$450  million  through  1995  to  inipn 
service,  says  Checchi.  It  also  boosted 
ad  budget  50%-  this  year,  and  on  May 
rolled  out  a  new  series  of  snappy 
spots.  Featuring  R&B  singer  Aaron  N 
ille,  the  ads'  tag  line  is:  "Some  pee 
know  how  to  fly." 

Northwest  has  learned  more  abe 
that,  too.  Once  the  carrier  with  t 
worst  on-time  performance,  NorthW' 
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THE  DIAMOND  ANNIVERSARY  BAND. 

s  your  1st,  5tli  or  lOtk  anniversary,  tliis  year, 
.    tell  ker  yoii'd  many  ker  all  over  again. 

A  diamond  is  forever 


De  Beers     Suggested  retail  price  tor  ring  $2,500.  For  more  information,  call  800  251-7474.      «  n  \it\  t  \  n  '^^t^i:  n .  i  \  c: .. 


shed  first  last  year.  And  it  has  made 
idy  iiTii)rovement  in  lost-baggage 
kings.  Rut  its  battered  image  will 
"at  least  two  years"  to  change,  pre- 
s  David  H.  Treitel  of  industry  consui- 
l  Simat,  Helliesen  &  Eichner  Inc. 
le  competitors  are  more  skeptical.  "I 
ik  they're  just  flailing,"  says  a  senior 
cutive  at  a  rival  airline.  He  argues 
:  Northwest  won't  truly  be  able  to 
ipete  with  American,  United,  and 
ta  until  it  gets  its  finances  in  order. 
.E  CARDS.  More  cost-cutting  might 
).  The  company  laid  off  110  pilots  on 
e  24.  But  to  pare  costs  way  back, 
icchi  must  get  concessions  from  his 
)ns.  He's  negotiating  with  the  me- 
nics,  whose  contract  expired  earlier 
year,  and  has  asked  the  pilots  and 
flight  attendants  to  make  con- 
cessions. Although  nothing  is 
on  the  table  yet,  the  Air  Line 
Pilots  Assn.  expects  a  proposal 
by  July  8.  ALPA  "is  open  to 
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ussing"  ways  to  save  money,  says 
cesman  Craig  Hofstetter. 
s  usual,  Checchi  and  Wilson  may 
i  a  few  financing  cards  up  their 
ves.  They  are  working  on  two  deals 
would  bring  in  up  to  $500  million, 
;  Francht.  In  one,  they  would  pledge 
ivables  as  collateral;  in  the  other, 
'd  pledge  their  aircraft.  KLM  Royal 
!  :h  Airlines,  which  owns  207^  of 
thwest,  could  be  another  source  of 
Is  for  the  carrier.  In  fact,  Checchi 
iicts  Northwest  and  KLM  will  forge 
ir  ties  "within  five  years."  A  KLM 
:esman  declines  to  comment.  But 
e  important,  Checchi  needs  to  get 
thwest's  finances  and  operations  in 
r.  And  that  will  take  a  lot  more  than 
•ity  from  Lord  Fletcher's. 
/  Keirin  Kelly  in  Minneapolis,  with 
■rt  Neff  in  Tokyo  and  Patrick  Oster  in 
•  isels 


ISNT  IT  TIME  YOU  GOT  FLEXIBLE? 


if  you  have  been  considering  diver- 
sifying your  financial  portfolio  in  a 
bond  investment,  isn't  it  time  you  got 
Rexible? 

Janus  Flexible  Income  Fund  can 
provide  you  with  income,  invest- 
ment flexibility  and  diversification. 

Most  fixed  income  funds  £ire  posi- 
tioned to  invest  in  one  type  of  bond. 
Janus  Flexible  Income  Fund  is  differ- 
ent-it's flexible.  Investing  in  a  vari- 
ety of  income  categories,  Janus 
Rexible  Income  Fund  finds  the 
best  values  for  you  and  diver- 


sifies your  investment  among  fixed 
income  assets  cind,  to  a  lesser  extent, 
equity  assets. 

As  economic  conditions  change,  so 
do  the  holdings  in  the  Jcinus  Rexible 
Income  Fund  by  investing  in  assets 
selected  for  the  highest  total  return.* 

Take  a  look  at  a  different  kind  of 
income  investment.  Call  1-800-525- 
8983  Ext.  613  for  a  prospectus  con- 
taining more  complete  information. 
Please  read  the  prospectus  care- 
fully before  you  invest. 
It's  time  you  got  Flexible. 


JANUS  FLEXIBLE  INCOME  FUND 

P.O.  Box  173375,  Denver,  CO  80217-3375 

1-800-525-8983  Ext.613 

*Per  Lipper  Analytical  Services,  Inc.,  Janus  l-le.xible  Income  Fund's  average  annual  totcil 
return  for  the  one-year  period  ending  March  31,  1992  was  20.10%  and  8.66%  for  the  life  of  the 
Fund  from  July  7,  1987  to  March  ,31,  1992.  Adviser  reimburses  a  portion  of  the  Fund's  expens- 
es, but  reserves  the  right  to  change  the  level  of  reimbursement.  Without  the  reimbursement, 
average  annucd  total  returns  would  have  been  approximately  19.10%  for  one  year  and  7.66% 
for  the  life  of  the  Fund.  Past  performance  does  not  guarcuitee  future  results.  'Vour  return  and 
share  price  will  vairy  and  may  be  worth  more  or  less  at  redemption  than  at  purchase. 


YES  "  I  would  like  to  know  more  about  Janus  Fle.xible  Income  Fund! 

Name  

Address 


I 


City/State/Zip  _ 


Janus  Flexible  Income  Fund  is  a  no-load  mutual  fund. 


Send  lo: 
Janus  Funds 
P.O.  Box  173375 
Denver,  CO  80217-3375 
1-800-525-8983 
Ext.  613 
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SOFT  DRINKS  I 


THE  COLA  KINGS 

ARE  FEELING  A  BIT  JUMPY 


Changing  tastes  have  Coke  and  Pepsi  looking  for  new  niches 


Ah,   the  joys   of  summertime. 
There's  the  crack  of  ball  meeting 
bat,  the  glow  of  sun  on  skin — 
and  the  din  of  cola  wars.  This  summer, 
the  celebrity-filled  ads  and  splashy 
promotions  from  Coca-Cola  Co.  and 
PepsiCo  Inc.  are  more  urgent 
than  ever.  The  reason:  Ameri- 
cans' once-insatiable  thirst  for 
colas  seems  to  be  waning. 

For  Coke  and  Pepsi,  the 
numbers  are  alarming:  Cola's 
share  of  grocery-store  soft- 
drink  sales  dropped  last  year, 
to  60.49!  from  in  1990,  ac- 

cording to  Nielsen  Marketing  Re- 
search (chart).  Cola's  share 
peaked  in  1984  at  63.6%.  And 
the  downward  trend  continued 
through  February  and  March,  the 
latest  months  for  which  data  are 
available.  That's  bad  news  for 
the  soda-pop  giants,  both  of 
which  get  more  than  two-thirds 
of  domestic  soft-drink  sales 
from  colas.  A  point  of  soda-pop 
market  share  is  worth  about 
$460  million  in  retail  sales. 
'All  IS  NOT  WELL.'  True,  grocery 
stores  account  for  only  about  407<  of 
soft-drink  sales.  Throw  in  vending  ma- 
chines, convenience  stores,  and  restau- 
rants, and  cola's  market  share  holds 
steady.  But  fast-food  chains  offer  few 
choices  of  soft  drinks.  Supermarket 
shelves  bulge  with  noncola  alternatives, 
so  they  may  be  a  better  bellwether  of 
changing  habits.  "The  grocery-store 
numbers  show  that  all  is  not  well,"  says 
Richard  D.  Harvey,  president  of  Seattle- 
based  Sound  Marketing  Services  and  a 
former  Coke  executive.  "The  two  compa- 
nies have  concentrated  on 
each  other  for  so  long, 
they've  opened  the  way 
for  others  to  grab  a  piece 
of  the  business." 

Some  cola  diehards  are 
turning  to  cheaper  store 
brands  such  as  Wal-Mart 
Stores  Inc.'s  Sam's  Amer- 
ican Choice.  And  plenty 
of  noncolas  are  jumping 
into  the  breach.  Last 
year,  brands  such  as  Dr 
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Pepper  and  Barq's  root  beer  showed  vol- 
ume gains  of  157'  and  177',  respectively, 
according  to  Wheat  First  Securities  ana- 
lyst John  C.  Maxwell  Jr.  And  the  so- 
called  "New  Age"  category  of  flavored 
seltzers,  juice  drinks,  and  "natural"  soda 
pops  grew  13%,  to  $515  million,  fueled 
largely  by  Clearly  Canadian  Beverage 
Corp.'s  namesake  brand,  according  to  in- 
dustry newsletter  Beverage  Digest. 

That's  a  wee  drop  in  the 
$46  billion  soft-drink  mar- 
ket but  an  enviable 
growth  rate  in  an  indus- 
try that  edged  up  a  scant 
1.8%  last  year.  "Consum- 
ers are  willing  to  pay  a 
higher  price  for  variety," 
says  John  E.  Koerner, 
president  of  Barq's  Inc. 

The  shift  in  habits  is 
hardly  life-threatening 
for  Coke  and  Pepsi.  Ac- 


cording to  Maxwell,  total  market  sh. 
for  all  their  colas  and  noncolas  rei 
high  at  around  41%  and  317'  respei 
ly.  Still,  the  titans  don't  like  other-iU 
gain  a  foothold.  And  after  years  of  tr 
geting  each  other  as  enemy  No.  1,  tfe^ 
now  face  a  legion  of  pesky  independef,? 
So,  they're  shoring  up  their  cola.-; 
launching  noncola  blitzes  of  their 

Pepsi  fired  the  first  salvo  in  May,  vkJl 
its  largest  promotion  ever,  the  G( 
Have  It  card.  Aimed  at  drinkers 
Pepsi,  Diet  Pepsi,  and  Mountain  D 
the  card  offers  discounts  on  product; 
such  [jartners  as  Reebok,  Contii 
^     tal  Airlines,  and  MCI. 

(Coke  has  a  deal  with  War 
Music  Group  and  NBC  Inc. 
exploit  Coke's  $20  million  01; 
pic  Games  sponsorship.  E 
night  during  the  games, 
will  air  a  five-minute  video 
¥     Warner  performers  such  as 
—      Clapton  mixed  in  with  Olyn 
highlights  to  help  promote  Col 
offer  of  certificates  good  for 
cassette  tapes  and  compact  disfe 
COLOR-FREE.  To  reach  none 
types,  both  biggies  are  push 
everything  from  iced  tea  to 
orless  cola.  Pepsi  has  been  t 
ing  Crystal  Pepsi,  a  drink  air 
A     at  clear-soda-pop  fans,  wl 
"  now  has  an  astounding  5 

share  in  Denver.  It's  too  e; 
to  tell  how  repeat  sales  will 
As  part  of  an  agreem 
with  Nestle,  Coke  has  in 
duced  a  reformulated  Nes 
iced  tea  in  the  U.  S.  Pepsi  ha 
tea  deal  with  Thomas  J.  Lipton 
Coke  has  expanded  distribution  of 
PowerAde  sports  drink,  and  Pepsi 
launched  its  All  Sport.  Pepsi  will  ;;o 
distribute  Ocean  Spray  juice  drii 
"The  cola  category  is  still  vibrant,"  s 
Brian  Swette,  Pepsi-Cola's  general  m 
ager  for  new  business.  "But  Pepsi 
exploring  these  new  categories  to  c 
our  net  even  further." 

Both  companies  have  also  enlis 
some  old  standbys  in  the  noncola  W5 
Thanks  to  increased  inarketing  and 
tribution  last  year,  Coke  upped  sales 
ume  for  Sprite  by  57 ,  and  Pepsi  boos 
Mountain  Dew  by  97.  Coke's  Fresca  ' 
soon  appear  in  shapely  green-glass  I 
ties  to  appeal  to  the  fancy-water  crc 
Wall  Street  analysts  welcome  all 
noncola  activity.  "It's  the  only  way.o 
generate  growth  in  the  U.  S.  soft-drk 
industry,"  says  Joseph  J.  Doyle,  an  ai* 
lyst  with  Smith  Barney,  Harris  Uphti 
&  Co.  But  it  remains  to  be  seen  if  e 
giants  can  fight  off  the  swarm  of  ri\  = 
clamoring  for  their  own  spot  in  the  s 
By  Walecia  Konrad  in  Atlc 
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Consistent  service  quality  and  far-sighted  strategic 
thinl<ing  are  tine  foundations  of  Credit  Suisse's  inter- 
national success.  As  the  oldest  of  Switzerland's  three 
big  banks,  we  are  totally  committed  to  the  solid 
traditional  values  for  which  Swiss  banking  is  famous. 


But  our  activities  extend  far  beyond  Switzerland. 
Credit  Suisse,  in  partnership  with  CS  First  Boston  Inc.^ 
IS  one  of  the  world's  premier  financial  services 
groups.  We  operate  effectively  in  every  market, 
offering  expert  service  with  a  global  horizon. 


We  do  more  to  keep  you         at  the  top. 


CREDIT  SUISSE 
CS 


Head  Office:  Zuricfi/Switzerland:  Represented  in  all  ma|or  international  financial  centres.  In  tfie  USA  and  Canada:  New  York  -  Los  Angeles  ■  Atlanta  ■  Calgary  ■  Chicago  ■  Houston  -  Miami  -  Montreal 

San  Francisco  -  Toronto  Vancouver 


THE 
IMMIGRANTS 

HOW  THEY'RE  HELPING  TO  REVITALIZE  THE  U.S.  ECONOMY 


Give  me  your  tired,  your  poor, 
Your  huddled  masses  yearning 
breathe  free. .  . . 


to 
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1980  90 
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These  words  carved  into  the  base  of 
the  Statue  of  Liberty  speak  to 
America's  vision  of  itself.  We 
were,  and  still  are,  a  nation  of  immi- 
grants. In  the  1980s  alone,  a  stunning 
8.7  million  people  poured  into  the  U.  S., 
matching  the  great  immigration  decade 
of  1900-10.  But  with  the 
country  facing  difficult 
economic  and  social  prob- 
lems, is  it  time  to  put 
aside  our  romantic  past 
and  kick  away  the  immi- 
grant welcome  mat? 

A  lot  of  Americans  feel 
the  answer  is  "yes."  In 
a  BUSINESS  WEEK/Harris 
poll,  68%  of  respondents 
said  today's  immigration 
is  bad  for  the  country, 
even  though  most  thought 
it  was  good  in  the  past. 
President  Bush  has  found 
it  politically  expedient  to 
refuse  refugees  from  Hai- 
ti. And  in  areas  like  reces- 
sion-weary Southern  Cali- 
fornia, immigrants  are 
being  blamed  for  every- 
thing from  rising  unem- 
ployment to  a  rocketing 
state  budget  deficit.  "I  un- 
derstand, in  the  past,  'give 
me  your  tired,  your  poor.' 
Today,  the  U.S.  has  to 
look  at  our  own  huddled 
masses  first,"  says  former 
Colorado  Governor  Rich- 
ard D.  Lamm,  who  is  run- 
ning for  the  U.  S.  Senate. 

This  rising  resentment 
against  immigrants  is  no 
surprise.  The  million  or  so 
immigrants— including 
200,000  illegals— that  will 
arrive  in  the  U.  S  this  year 
are  coming  at  a  time  when 
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unemployment  is  high  and  social  ser- 
vices strained.  Unlike  past  waves  of  im- 
migration, the  new  immigrants  are  main- 
ly from  Asia  and  Latin  America.  And 
just  like  the  American  work  force,  these 
immigrants  are  split  between  the  highly 
skilled  and  well-educated  and  those  with 
minimal  skills  and  little  education. 
Hungry  for  work,  the  newcomers  com- 
pete for  jobs  with  Americans,  particular- 
ly with  the  less  skilled.  The  large  num- 


A  FLOOD  OF  NEW  IMMIGRANTS... 


IMMIGRANTS 


IMMIGRANTS'  SHARE  OF 
TOTAL  POPULATION  GROWTH 
11% 


...MAINLY  FROM  ASIA  AND  LATIN  AMERICA... 

SOURCES  OF  LEGAL  IMMIGRANTS 


1971-91 


ASIA  35.2% 

PHILIPPINES  6.7°'^  VIETNAM  4,7'^ 

KOREA       4.7  INDIA  3.5 
CHINA"  4.7 


CENTRAL  &  n.1% 
SOUTH  AMERICA 

El  SALVADOR  2.2%    COLOMBIA  1.6% 


ber  of  untrained  immigrants,  especi, 
those  from  Mexico,  are  finding  it  har 
to  move  up  the  employment  ladder  i  i 
did  past  generations  of  newcomers. 
in  the  cities,  the  new  immigrants  st 
to  inflame  racial  and  ethnic  conflicts 
But  on  balance,  the  economic  bene 
of  being  an  open-door  society  far 
weigh  the  costs.  For  one  thing,  the  U 
is  reaping  a  bonanza  of  highly  educa 
foreigners.  In  the  1980s  alone,  an 
precedented  1.5  million 
lege-educated  immigra 
joined   the   U.  S.  W( 
force.  More  and  mc 
America's  high-tech  inc 
tries,  from  semiconduct 
to  biotechnology,  are 
pending  on  immigrant 
entists,  engineers,  and 
trepreneurs   to  rem 
competitive.  And  the  im 
grants'  links  to  their 
countries   are  boost 
U.  S.  exports  to  such  f; 
growing  regions  as  A 
and  Latin  America. 
Even  immigrants 


MEXICO 


23.7% 


CARIBBEAN  13.1% 

CUBA         3.3      JAMAICA  2.8 
DOMINICAN  3.2 
REPUBLIC 


INCIUOES  ILLEGAL  IMMIGMNTS  WHO  HAVE  RECEIVED  AMNESTY 

...IS  BETTER 
EDUCATED  THAN  EVER... 

PERCENTAGE  OF  MALE  WORKERS  WHO  ARE 
COLLEGE  GRADUATES 


12.0% 


CANADA 


EUROPE 


BRITAIN  2.0        SOVIET  UNION  1.3 


REST  OF  WORLD  3.1% 


■■INCLUDES  BOTH  TAIWAN  AND  THE  PEOPLE'S  REPUBLIC  OF  CHINA 

...BUT  MANY  ARE  HIGH 
SCHOOL  DROPOUTS 

PERCENTAGE  OF  MALE  WORKERS  WHO  ARE  NOT 
HIGH  SCHOOL  GRADUATES 


26.6%  24.9%  25.1%    33.1%  32.0%  13.2% 


RECENT  ALL  FOREIGN- 
IMMIGRANTS'  BORN 


NATIVE- 
BORN 


RECENT 
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ALL  FOREIGN- 
BORN 
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■IN  U  S  FIVE  VtARS  OR  LESS 


DATA  THE  URBAN  INSTITUTE,  CENSUS  BUREAU,  IMMIGRATION  S  NATURALIZATION  SERVICE 


less  education  are  cont 
uting  to  the  economy 
workers,  consumers,  bi 
ness  owners,  and  taxp 
ers.  Some  11  million  im 
grants  are  working, 
they  earn  at  least  $240 
lion  a  year,  paying  m 
than  $90  billion  in  tax 
That's  a  lot  more  than 
estimated  $5  billion  im 
grants  receive  in  welft 
Immigrant  entreprenei 
from  the  corner  grocer 
the  local  builder,  are  cn 
ing  jobs — and  not  only 
other  immigrants.  Vibr 
immigrant  communit 
are  revitalizing  cities  i 
older  suburbs  that  wo 
otherwise  be  suffer] 
from  a  shrinking  tax  ba 
Says  John  D.  Kasarda 
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sociologist  at  the  University  of  North 
Carolina  at  Chapel  Hill:  "There  is 
substantial  evidence  that  immigrants 
are  a  powerful  benefit  to  the  economy, 
and  very  little  evidence  that  they  are 
negative." 

In  1965,  when  Congress  overhauled 
the  immigration  laws,  nobody  expected 
this  great  tide  of  new  immigrants. 
But  that  law  made  it  easier  to 
bring  close  relatives  into  the 
country  and,  influenced  by 
the  civil-rights  movement, 
eliminated  racially  based  bar- 
riers to  immigration.  Prior  to 
that,  it  was  difficult  for  anyone 
who  was  not  European  or  Canadian 
to  settle  here.  The  result:  a  surge  of 
immigrants  from  Asia  and  Latin  Ameri- 
ca, especially  from  countries  like  South 
Korea  and  the  Philippines  that  had  close 
economic  and  military  ties  to  the  U.  S. 
And  once  a  group  got  a  foothold  in  the 
U.  S.,  it  would  continue  to  expand  by 
bringing  over  more  family  members. 
NEW  WAVE.  The  aftermath  of  the  Viet- 
nam War  provided  the  second  powerful 
source  of  immigrants.  Over  the  last  10 
years,  the  U.  S.  granted  permanent-resi- 
dent status  to  about  1  million  refugees, 
mostly  from  Vietnam,  Cambodia,  and 
Laos.  And  now  the  end  of  the  cold  war 
is  tapping  another  immigrant  stream: 
Over  the  last  three  years,  the  fastest- 
growing  group  of  new  settlers  has  been 
refugees  from  Eastern  Europe  and  the 
former  Soviet  Union. 

Throughout  the  1970s  and  1980s,  a  to- 
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IMMIGRATION'S  NEW  LOOK 

The  1990  Immigration  Act  took  effect  this  year.  The  new  law  boosts 
legal  immigration  by  40  % .  It  still  favors  family  members  of  U.  S. 
citizens  and  permanent  residents,  but  it  more  than  doubles  the  slots 
available  for  skilled  workers.  Political  refugees  come  under  a  differ- 
ent act.  Here's  the  likely  pattern  of  immigration  in  1992: 

H  Close  relatives  of  U.  S.  citizens,  and  spouses  and 
children  of  permanent  residents 

B  Skilled  workers  and  their  families 

B  Citizens  of  countries  with  relatively  few  immigrants 
in  recent  years,  such  as  Argentina  and  Ireland 

B  Political  refugees,  including  those  from  the  former 
Soviet  Union 

B  Illegal  immigrants 


TOTAL 


*Estimate 


tal  of  some  5  million  illegal  immigrants 
from  Mexico  and  other  countries  settled 
in  the  U.  S.,  drawn  by  opportunity  here 
and  fleeing  economic  troubles  at  home. 
Many  settled  in  Southern  California  and 
Texas.  In  1986,  Congress  passed  the  Im- 
migration Reform  &  Control  Act  (IRCA), 
which  imposed  penalties  on  employers 
who  hired  illegal  immigrants  but  also 
gave  amnesty  to  many  illegal  immi- 


grants. About  2.5  million  people  have 
become  permanent  residents  under  the 
amnesty  program.  And  the  pending 
North  American  Free  Trade  Agreement, 
by  strengthening  economic  ties  between 
Mexico  and  the  U.  S.,  might  very  well 
increase  illegal  immigration  in  the  short 
run  rather  than  diminish  it. 
Opening  the  gates  to  Asians  and  Latin 
Americans  dramati- 
cally altered  the 
face  of  immigration. 
In  the  1950s,  68%  of 
legal  immigrants 
came  from  Europe 
or  Canada.  In  the 
1980s,  that  percent- 
age fell  to  only  13%. 
Conversely,  the  pro- 
portion of  legal  im- 
migrants coming 
from  Latin  America 
and  Asia  rose  from 
31%  to  84%,  includ- 
ing illegal  aliens 
granted  amnesty  un- 
der the  1986  law. 

As  the  ethnic  mix 
of  the  new  immi- 
grants changed,  so  did  their  levels  of 
skill.  At  the  low  end,  the  plethora  of  low- 
wage  service-sector  jobs  drew  in  a  large 
number  of  unskilled,  illiterate  newcom- 
ers. About  one-third  of  immigrant  work- 
ers are  high  school  dropouts,  and  one- 
third  of  those  entered  the  U.  S.  illegally. 

But  the  number  of  skilled  immigrants 
has  been  increasing  as  well.  "The  lev- 
el of  education  of  recent  immigrants 
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has  definitely  iri 

creased  over  the  last  10  years,' 
says  Elaine  Sorensen,  an  immigrat 
expert  at  the  Urban  Institute.  Ab 
one-quarter  of  immigrant  workers 
college  graduates,  slightly  higher  tl 
for  native-born  Americans.  So 
groups,  such  as  Indians,  are  on  averi 
much  better  educated  than  toda 
Americans.  Observes  Steven  Newm 
an  executive  at  the  New  York  Asso 
tion  for  New  Americans,  which  will 
settle  about  20,000  immigrants  from 
former  Soviet  Union  this  year,  includ 
many  engineers,  computer  progr£ 
mers,  and  other  skilled  workers: 
only  thing  they  lack  is  English  skills 
TALENT  BASE.  Even  immigrants 
were  doing  well  in  their  home  countr 
are  being  drawn  to  the  U.  S.  Take  Sul 
monian  Shankar,  the  43-year-old  pr 
dent  of  American  Megatrends  Inc. 
maker  of  personal-computer  moth 
boards  and  software  based  in  Norcrc 
Ga.  He  was  director  of  personal-comp 
er  R&D  at  one  of  India's  largest  congk 
erates.  Then  in  1980,  he  came  to 
U.  S.  In  1985,  he  and  a  partner  founi 
AMI,  which  last  year  had  sales  of 
million  and  employed  130  workers, 
immigrants  and  native-born  America 
"I  couldn't  have  done  this  in  India,"  si 
Shankar.  "That's  one  good  thing  ab 
America.  If  you're  determined  to 
ceed,  there  are  ways  to  get  it  done." 

And  U.  S.  industry  has  been  eagei; 
take  advantage  of  the  influx.  About  4 
of  the  200  researchers  in  the  Commi 
cations  Sciences  Research  wing  at  A'J 
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11  Laboratories  were  born  outside  the 
S.  In  Silicon  Valley,  the  jewel  of 
lerica's  high-tech  centers,  much  of  the 
hnical  work  force  is  foreign-born 
ge  120).  At  DuPont  Merck  Pharma- 
itical  Co.,  an  $800  million-a-year  joint 
iture  based  in  Wilmington,  Del.,  losar- 
,  an  antihypertensive  drug  now  in 
ileal  trials,  was  invented  by  a  team 
.t  included  two  immigrants  from 
ng  Kong  aud  a  scientist  whose  par- 
s  migrated  from  Lithuania.  People 
m  different  backgrounds  bring  a  rich- 
s  of  outlook,  says  Joseph  A.  Mollica, 
ef  executive  of  Du  Pont  Merck, 
nich  lets  you  look  at  both  problems 
i  opportunities  from  a  slightly  differ- 
point  of  view." 

'he  next  generation  of  scientists  and 
■ineers  at  U.  S.  high-tech  companies 

be  dominated  by  immigrants.  While 
ut  the  same  number  of 
ericans  are  getting  sci- 
e  PhDs,  the  number  of 
jign-born  students  receiv- 

science  doctorates  more 
a  doubled  between  1981 

1991,  to  37%  of  the  total, 
biology,  the  hot  field  of 

1990s,  the  number  of 
-U.  S.  citizens  getting  doc- 
ites  tripled  over  the  last 
years.  And  about  51%  of 
iputer-science  doctorates 
.991  went  to  foreign-born 
lents.  "We  are  getting 
ly  good  students — very, 
f  smart  people,"  says  Vic- 

L.  Thacker,  director  of 
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the  office  of  inter- 
national  education  at 
Carnegie  Mellon  University, 
which  has  doubled  its  foreign  enrollment 
since  198.5. 

UP  THE  LADDER.  Attracted  by  the  re- 
search opportunities  and  the  chance  to 
use  what  they  know,  about  half  of  them 
stay  in  the  U.  S.  after  graduation,  esti- 
mates Angel  G.  Jordan,  a  professor  and 
former  provost  at  Carnegie  Mellon,  who 
himself  emigrated  from  Spain  in  1956. 
And  the  1990  changes  to  the  immigra- 
tion law,  by  increasing  the  number  of 
visas  for  skilled  immigrants,  will  in- 
crease the  number  of  foreign  graduates 
who  remain  in  the  U.  S. 

Besides  boosting  the  nation's  science 
and  engineering  know-how,  the  latest 
wave  of  immigrants  is  loaded  with  entre- 
preneurs. Korean  greengrocers  and  oth- 


er immigrant  merchants  are  familiar 
sights  in  many  cities,  but  the  entrepre- 
neurial spirit  goes  far  beyond  any  one 
ethnic  group  or  single  line  of  busi- 
ness. Almost  by  definition,  any- 
one who  moves  to  a  new  coun- 
try has  a  lot  of  initiative  and 
desire  to  do  well.  Says  Dan 
Danilov,  an  immigration  law- 
yer based  in  Seattle:  "They're 
willing  to  put  in  more  hours  and 
more  hard  work." 

And  do  they  work.  Paul  Yuan,  for  ex- 
ample, left  Taiwan  with  his  wife  in  1975, 
seven  days  after  their  marriage,  eventu- 
ally settling  in  Seattle  with  several  thou- 
sand dollars  in  life  savings  and  no  work 
visas.  For  two  years  Yuan,  a  college 
graduate,  worked  in  Chinese  restau- 
rants. Then,  in  1978,  he  became  a  legal 
resident  and  opened  his  own  travel  agen- 
cy while  working  nights  as  a  hotel  dish- 
washer. Today,  at  age  43,  Yuan  owns  a 
thriving  Seattle  travel  business,  and  he 
and  his  family  live  in  a  $4  million  house. 
In  1965,  21-year-old  Humberto  Galvez 
left  Mexico  City  for  Los  Angeles.  He 
started  pumping  gas  and  busing  tables, 
working  his  way  up  the  ladder,  with  a 
lot  of  bumps  along  the  way.  After  start- 
ing, then  selling,  the  chain  of  19  "El 
Polio  Loco"  charbroiled  chicken  restau- 
rants in  the  Los  Angeles  area,  he  now 
owns  six  Pescado  Mojado  (wet  fish)  sea- 
food diners,  employing  100  workers. 

Immigrant  entrepreneurs  have  also 
made  big  contributions  to  the  U.  S.  ex- 
port boom.  Businesses  run  by  immi- 
grants from  Asia,  for  example,  have 
ready-made  connections  overseas.  Immi- 
grants bring  a  global  perspective  and 
international  contacts  to  insular  Ameri- 
can businesses.  And  it  is  not  just  Asians. 
From  Poles  to  Mexicans,  "the  utility  of 
the  immigrant  groups  is  that  they  bring 
their  fearless  spirit  of  competing  global- 
ly," observes  Michael  Goldberg,  dean  of 
the  University  of  British  Columbia's 
business  school. 
That's  certainly  true  for  Benjamin  and 
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Victor  Acevedo,  two  brothers  whose 
family  moved  from  Tijuana,  Mexico,  to 
California  in  1960,  when  they  were  3  and 
8.  In  1984,  the  Acevedos  started  up  a 
wood-products  company  in  the  south  San 
Diego  community  of  San  Ysidro,  just 
across  the  U.  S.-Mexico  border.  Cal-State 
Lumber  Sales  Inc.  now  commands  10% 
of  the  architectural  molding  market  in 
the  U.  S.  and  had  110  employees  and 
$147  million  in  sales  last  year.  And  as 
long-term  trade  barriers  with  Mexico 
crumbled  over  the  past  few  years,  the 
Acevedos  have  been  able  to  take  advan- 
tage of  their  bicultural  heritage.  "My 
brother  and  I  started  shipping  all  over 
Mexico,  and  our  export  business 
boomed,"  says  Ben  Acevedo. 
URBAN  BOOSTERS.  Perhaps  the  least-ap- 
preciated economic  benefit  from  the  new- 
immigrants  is  the  contribution  they  are 
making  to  American  cities.  Immigrants 
have  been  drawn  to  the  major  metropoli- 
tan areas.  They  are  invigorating  the  cit- 
ies and  older  suburbs  by  setting  up  busi- 
nesses, buying  homes,  paying  taxes,  and 
shopping  at  the  corner  grocery.  In  the 
past  decade,  population  in  the  nation's  10 
largest  cities  grew  by  4.7%,  but  without 
new  immigrants  it  would  have  shrunk 
by  6.8%,  according  to  calculations  done 
by  BUSINESS  WEEK  based  on  the  1990 
census.  Almost  a  million  immigrants 
came  to  New  York  City  in  the  1980s, 
more  than  offsetting  the  750,000  decline 
in  the  rest  of  the  city's  population.  In- 
deed, about  a  third  of  adults  in  New 
York,  44%  of  adults  in  Los  Angeles,  and 
70%  of  adults  in  Miami  are  now  foreign- 
born,  according  to  the  1990  census. 

Immigrants  have  turned  around  many 
a  decaying  neighborhood.  Ten  years  ago, 
Jefferson  Boulevard  in  south  Dallas  was 
a  dying  inner-city  business  district  filled 
with  vacant  storefronts.  Today,  there 
are  almost  800  businesses  there  and  on 
neighboring  streets,  and  about  three- 
quarters  of  them  are  owned  by  Hispan- 
ics,  many  of  them  first-  and  second-gen- 
eration immigrants.  "They  were  hungry 
enough  to  start  their 
own  businesses,"  says 
Leonel  Ramos,  president 
of  the  Jefferson  Area 
Assn.  And  sociologist 
Kasarda  adds:  "There 
is  a  whole  multiplier 
effect  throughout  the 
community." 

Moreover,  immigrants 
provide  a  hardworking 
labor  force  to  fill  the 
low-paid  jobs  that  make 
a  modern  service  econo- 
my run.  In  many  cities, 
industries  such  as  hotels, 
restaurants,  and  child 
care   would   be  hard- 
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pressed  without  immigrant  labor.  At  the 
Seattle  Sheraton,  28%  of  the  hotel's  staff 
of  650  is  foreign-born,  and  most  work  in 
housekeeping,  dish-washing,  and  other 
low-paying  jobs.  "We  don't  have  Ameri- 
can-born people  apply  for  those  posi- 
tions," says  Carla  Murray,  hotel  manag- 
er for  the  Seattle  Sheraton. 
MARGIN  DWELLERS.  But  all  the  economic 
vitality  immigrants  add  comes  at  a  price. 
While  economists  and  employers  may 
celebrate  industrious  immigrants,  many 
barely  survive  on  the  economy's  mar- 
gins. "They  don't  go  to  the  doctor,  don't 
buy  insurance,  don't  buy  glasses,  don't 
buy  anything  you  or  I  are  used  to,"  says 
Hannah  Hsiao,  head  of  the  Employment 
Program  at  the  Chinese  Information  & 
Service  Center  in  Seattle.  A  firing,  un- 
paid wages,  a  deportation,  or  some  other 
calamity  is  always  threatening.  And  ra- 
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cial  discrimination  makes  their  lot  e\' 
harder,  especially  those  who  don't  s]" 
English.  Some,  like  economist  Geor.i:> 
Borjas  of  the  University  of  Calif orm 
San  Diego,  worry  that  these  poor 
unskilled  immigrants  are  condemned 
years  of  poverty. 

In  many  cities,  newcomers  and  1" 
time  residents  struggle  over  jobs  : 
access  to  scarce  government  resoui'' 
Immigrants  are  straining  health 
education  services  in  some  cities 
suburbs.  And  many  African-Amerii- 
believe  the  apparent  success  of  in 
grants  is  coming  at  their  expense 
New  York  City,  blacks  picketed  a  iv 
ber  of  Korean  greengrocers.  Accon 
to  the  BUSINESS  WEEK/Harris  poll, 
of  blacks  said  businesses  would  rai 
hire  immigrants  than  black  America i 

The  people  hurt  worst  by  immigra 
are  native-born  high  school  dropo 
who  already  face  a  tough  time.  T  , 
compete  for  jobs  against  a  large  num 
of  unskilled  immigrants,  including 
gals  from  Mexico  and  the  Caribb 
who  are  poorly  educated,  unable  to  s 
their  own  businesses,  and  willing 
work  harder  for  lower  wages  than 
longtime  residents. 

For  Americans  who  have  at  leas 
high  school  education,  however,  the 
flux  of  immigrants  hasn't  had  much  r 
ative  impact.  High  school  graduates, 
example,  saw  their  real  wages  decline 
10%  in  the  1980s.  But  almost  all  of  t 
drop  came  from  import  competition 
rising  skill  requirements  of  many  j( 
and  only  a  fraction  from  immigrant  c 
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AMERICA'S  WELCOME  MAT  IS  WEARING  THIN 


ost  Americans  are  uneasy  about  immi- 
grants. While  a  majority  thini<  immigra- 
ion  was  once  a  good  thing,  they  now  believe 
t's  harming  the  country.  The  public  worries 
hct  new  arrivals  take  away  jobs,  drive  down 
vages,  and  use  too  many  government  ser- 


vices. But  forget  the  conventional  wisdom 
about  black  resentment  of  immigrants:  Even 
though  73%  of  blacks  believe  businesses 
would  rather  hire  immigrants,  blacks  in  gener- 
al feel  more  positively  toward  immigrants  than 
do  nonblacks. 


PEELING  THE  INFLUX 

I  Compared  to  other  times  in 
)ur  history,  would  you  say 
here  ore  more  immigrants  com- 
ng  to  the  U.S.  now,  fewer  im- 
nigrants,  or  about  the  same 
lumber  as  before? 


Nonblacks 


Blacks 


>AST  BENEFITS 

I  Overall,  over  our  history,  do 
'ou  think  immigration  has  been 
lood  or  bad  for  this  country? 


•RESENT  DANGERS 

I  Right  now,  do  you  think  immi- 
irotion  is  good  or  bad  for  this 
ountry? 


ESSEN  THE  FLOW 

In  the  1990s,  would  you  like 
3  see  this  country  admit  more, 
;wer,  or  about  the  same  num- 
er  of  immigrants  as  were  ad- 
litted  in  the  1980s? 


All  respondents 

More    64% 

Fewer   11% 

Same   21% 

Not  sure  4% 

All  respondents 

Good   59% 

Bad    35% 

Neither  3% 

Not  sure  3% 

Nonblacks  Blacks 

Good   26% .  .  .  40% 

Bad    69% .  .  .  53% 

Neither   2% .  .  .  .  6% 

Not  sure   3%   1% 

Nonblacks  Blacks 

More    3%...  12% 

Fewer   62% . .  .  47% 

Same   31%. .  .  34% 

Not  sure   4%   7% 


Agree 


OON  OR  BURDEN? 

Now  I'd  like  to  read  you 
on  in  this  country.  For  eac 
r  disagree. 


a  series  of  statements  about  immigra- 
h  statement,  please  tell  me  if  you  agree 


Nonblacks 


Blacks 


Agree     DIs-    Not     Agree     Dis-  Not 
agree    sure  agree  sure 

I  ew  immigrants  take 
I  bs  away  from  Ameri- 

j  an  workers  62%.  37%..  1%...  63%.  34%.  3% 

j  lot  of  immigrants  bring 
j  seded  skills  to  this 

;  )untry  49% .  49% .  .  2% .  .  .  60% .  34%  .  6% 

\ 

>  ew  immigrants  joining 
e  labor  force  drive 

■•wn  wages  66%.  32%.  2%..  .  61%.  36%.  3% 

any  new  immigrants 

e  very  hard-working  ...  .  83%.  15%..2%...  87%.  10%.  3% 

imigrants  use  more 
on  their  fair  share  of 
,  Jvernment  services, 
ch  as  welfare,  medical 

ire,  and  food  stamps     .  .  62% .  32% .  .  6% .  .  .  59% .  34% .  7% 


Dis- 
agree 


Not 

sure 


Agree     Dis-  Not 
agree  sure 


A  lot  of  immigrants  start 
new  businesses,  which 
helps  the  U.S.  economy 

grow  55%  .  40% .  .  5%  .  .  .  67%  .  29%  .  4% 

Immigration  makes  race 
relations  in  our  cities 

worse  61%.  35%.  .  4%.  .  .  43%.  52%.  5% 

ON  THE  HIRING  LINE 

■  Which  do  you  think  businesses  prefer  to  hire — immigrants  or 
black  Americans? 

Nonblacks  Blacks 

Immigrants  49%   73% 

Black  Americans  30%   15% 

Mokes  no  difference   6%   5% 

Not  sure  15%   7% 

BILINGUAL  DILEMMA 

■  in  areas  where  there  are  a  lot  of  non-English-speaking  immi- 
grants, do  you  think  public  schools  should  or  should  not  offer  edu- 
cation in  their  language? 

Nonblacks  Blacks 

Should  offer  43%.  .  .  77% 

Should  not  offer  56%  20% 

Not  sure   1%  3% 

PRICE  OF  ADMISSION 

■  Should  immigrants  who  have  education  and  skills  be  favored  for 
admission  to  this  country  over  those  immigrants  with  less  educa- 
tion and  skills  or  not? 

Nonblacks  Blacks 

Immigrants  with  education  and  skills  should 

be  favored  for  admission   47%.  .  .  36% 

Not  favored  48% .  .  .  59% 

Not  sure  5%  ....  5% 

THE  DREAM  LIVES  ON 

■  Is  the  American  dream  of  middle-class  prosperity  still  a  realistic 
goal  for  new  immigrants  or  not? 

All  respondents 

American  dream  still  realistic  56% 

Not  realistic  39% 

Not  sure   5% 

Edited  by  Christopher  Power 

Survey  of  1,418  adults,  including  246  blacks,  conducted  June  10- 
1 4,  1 992,  for  BUSINESS  week  by  Louis  Harris  &  Associates  Inc.  Re- 
sults should  be  accurate  to  within  3  percentage  points,  except 
that  results  for  the  smaller  sample  of  blacks  should  be  accurate  to 
within  7  percentage  points. 
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HIGH  TECH'S  HUDDLED  MASSES: 
MAKING  A  MARK  IN  SILICON  VALLEY 


In  1979,  Solectron  Corp.,  a  circuit- 
board  assembler  based  in  Silicon 
Valley,  was  about  to  go  under.  En- 
ter Winston  H.  Chen,  a  Taiwanese  im- 
migrant. Tapping  into  savings  accumu- 
lated during  an  eight-year  stint  as  an 
IBM  manager,  he  bought  half  the  com- 
pany for  $100,000  and  engineered  a 
quick  turnaround.  Sales  have  grown  on 
average  by  more  than  50%  a  year  for 
the  past  14  years,  to  S181  million,  and 
the  company  is  now  a  svTnbol  of  Amer- 
ican competitiveness  in  a  field  dominat- 
ed by  East  Asian  companies.  Last  year, 
Solectron  won  a  coveted  prize  in  Amer- 
ican business:  the  Malcolm  Baldrige 
National  Quality  Award. 

Immigrants  play  a  big  role  in  Silicon 
Valley — from  assembling  chips  and 


its  way  up  the  high-tech  hierarchy. 
Says  Taiwan-born  David  N.  K.  Wang, 
vice-president  of  Applied  Materials 
Inc.:  "Silicon  Valley  is  one  of  the  most 
international  business  centers  in  the 
world." 

IDIOM  WATCH.  Still,  it's  not  all  that 
easy  for  immigrants  to  get  into  man- 
agement. A  1990  study  by  Pacific  Stud- 
ies Center,  a  public  interest  informa- 
tion center  in  Mountain  View,  Calif., 
showed  that  despite  the  large  Asian 
presence  in  the  Valley's  high-tech  work 
force,  they  account  for  less  than  10% 
of  management. 

Some  new  arrivals  have  language 
problems,  of  course.  And  it  takes  time 
to  move  them  up  the  management  lad- 
der. But  China-born  David  K.  Lam, 


computers  to  developing  the  next  gen- 
eration of  high-tech  products.  Asians, 
for  example,  make  up  about  a  third  of 
the  Valley's  engineering  work  force. 
And  the  design  of  Intel  Corp.'s  latest 
microprocessor,  which  will  run  a  new 
generation  of  personal  computers,  was 
managed  by  an  East  Indian  native  and 
a  Taiwan-born  vice-president. 

Some  of  the  valley's  best-known  en- 
trepreneurs were  born  in  other  coun- 
tries. Chief  Executive  Officer  Andrew 
S.  Grove  escaped  from  Hungan,-  in 
1956  and  built  Intel  into  the  largest 
U.  3.  chipmaker.  In  1983,  Frenchman 
Philippe  Kahn  founded  Borland  Inter- 
national Inc.,  one  of  the  world's  big- 
gest software  companies.  Now,  a  new 
generation  of  immigrants  is  working 


founder  of  Lam  Research  Corp.,  a 
large  manufacturer  of  chipmaking 
equipment,  believes  that  many  white 
executives  think  Asians  can't  be  good 
managers.  "Underlying  prejudice  is 
still  there,"  he  says. 

Several  Valley  companies  are  trj-ing, 
however,  to  open  up  their  managerial 
ranks.  In  many  companies,  managers 
routinely  take  courses  on  "managing 
diversity."  Some  companies  offer  immi- 
grants classes  on  American  idioms  and 
business  culture.  In  the  highly  competi- 
tive electronics  business,  more  and 
more  companies  are  finding  that  it 
pays  to  tap  the  cultural  backgrounds, 
financial  contacts,  and  entrepreneurial 
drive  of  the  new  immigrants. 

By  Robert  D.  Hof  in  San  Jose.  Calif. 


petition,  according  to  a  study  by  Boii 
of  UC,  San  Diego,  and  Richard  Freerii 
and  Lawrence  Katz  of  Harvard  Uni^i 
sity.  "It  is  extremely  convenient  to  pen 
a  finger  at  immigrants,"  says  Muzali 
Chishti,  director  of  the  Immigra1)i 
Project  for  the  International  Lads 
Garment  Workers'  Union  in  New  Y(l( 
"But  the  problems  of  black  employnn 
are  outside  the  immigrant  domain." 

Moreover,  for  all  their  struggles,  n  - 
immigrants  are  hardly  wards  of  . 
state.  Illegals  are  not  eligible  for  . 
fare,  and  even  many  legal  immigr 
shun  it,  fearing  that  it  will  make  it  ! 
er  to  become  a  citizen  in  the  futur- 
study  by  Borjas  shows  that  in  1980 — 
latest  national  data  available — only  > 
of  immigrant  households  received  \- 
fare,  compared  to  7.9%  of  all  native-1 1 
Americans.  And  with  the  education  : 
skill  levels  of  immigrants  rising  in 
1980s,  the  expectations  are  that 
spread  between  the  two  hasn't  \m 
ened,  and  may  have  even  narrowei! 
Los  Angeles  County,  for  example,  i: 
grants  amount  to  16%  of  the  722,000  j . 
pie  on  Aid  to  Families  with  Dependi 
Children,  the  government's  main  w-el*  ■ 
program.  Yet  immigrants  are  more 
30%  of  the  county's  population.  "I: 
grants  benefit  natives  through  the 
lie  coffers  by  using  less  than  their  .- 
of  services  and  paying  more  than  • 
share  of  taxes,"  says  Julian  L.  Sinn 
University  of  Mar\iand  economist. 
SCHOOL  DAZE.  One  real  concer! 
whether  urban  school  systems  can 
die  the  surge  of  immigrant  chil 
"The  public  school  is  the  vehicle  thr^ 
which  the  child  of  immigrants  bee 
Americanized,"  says  Jeffrey  S.  Pas- 
demographer  for  the  Washington-! 
Urban  Institute.  But  in  many  citie.- 
task  of  educating  immigrant  stui: 
has  become  an  enormous  burden.  In 
Angeles.  39%  of  the  city's  students  ui 
speak  English  well,  and  in  Seattle,  ; 
come  from  homes  where  English  is 
the  family's  first  language.  In  the 
tion's  capital,  the  school  system  is  ne£ 
overwhelmed  by  a  huge  number  of  V 
namese,  Haitians,  and  Salvadorean 
dren.  "If  the  school  system  is  ins 
quate,  then  it's  much  more  difficult 
help  immigrants  move  up  the  econo 
ladder,"  says  Robert  D.  Hormats,  v 
chairman  of  Goldman,  Sachs  Internati 
al  and  head  of  the  Trilateral  Comi 
sion's  working  group  on  immigration 

City  schools,  despite  the  constraint 
tight  resources,  are  finding  innovat 
ways  to  reach  immigrant  children.  In 
attle,  about  half  the  immigrant  stude 
speak  such  limited  English  that  tl 
qualify  for  a  program  where  they 
taught  subjects  in  simplified  Engli 
The  Los  Angeles  schools  offer  dual  1 
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guage  classes  in  Spanish,  Korean,  Arme- 
nian, Cantonese,  Filipino,  Farsi,  and  Jap- 
anese. Other  organizations,  such  as 
unions,  are  also  teaching  immigrants  En- 
glish. In  New  York,  the  Garment  Work- 
ers Union,  often  called  the  immigrant 
union,  offers  English  classes  to  its  mem- 
bers and  their  families. 

In  the  coming  decade,  it  won't  be  easy 


to  assimilate  the  new  immigrants, 
whether  they  come  from  Laos  or  Russia. 
But  the  positives  far  outweigh  any 
short-term  negatives.  In  today's  white- 
hot  international  competition,  the  U.  S. 
profits  from  the  ideas  and  innovations  of 
immigrants.  And  by  any  economic  calcu^ 
lus,  their  hard  work  adds  far  more  to 
the  nation's  wealth  than  the  resources 


they  drain.  It  is  still  those  "hud^ 
masses  yearning  to  breathe  free" 
will  keep  the  American  dream  burn 
bright  for  most  of  us. 

By  Michael  J.  Mandel  and  Christ, i 
Farrell,  with  Dori  Jones  Yartg  in  Sf( 
Gloria  Lau  in  Los  Angeles,  Christitui 
Valle  in  Washington,  S.  Lynne  Wali:i. 
San  Diego,  and  bureau  reports 


ARMAGEDDON— OR  SHINING  CITY  OF  THE  FUTURE? 


rive  west  along  Miami's  N.  W. 
1 62nd  Street,  and  it's  easy  to  see 
the  impact  of  immigration. 
Gracing  the  shores  of  Biscayne  Bay 
are  apartments,  condos,  and  houses  in- 
habited by  affluent  whites.  West  of 
U.  S.  1  is  Little  Haiti,  home  to  most  of 
the  city's  estimated  75,000  Haitians. 
Continue  past  1-95  to  Liberty  City,  one 
of  Miami's  black  American  centers, 
where  signs  of  economic  life  are  re- 
turning after  riots  12  years  ago.  Far- 
ther west  in  Hialeah,  Dade  County's 
second-largest  municipality,  store 
signs  switch  to  Spanish  in  a  city  of 
188,000  that  is  87%  Hispanic. 

No  other  area  in 
America  has  been  so 
transformed  by  immi- 
grants as  Miami.  A 
sleepy  tourist  area  30 
years  ago,  this  metrop- 
olis with  a  Latin  beat 
now  has  more  foreign- 
born  residents  than  any 
other  major  U.  S.  city. 
Indeed,  Hispanics  con- 
stitute 49%  of  Dade 
County's  1.9  million 
population.  "We're  the 
new  Ellis  Island,"  says 
Marvin  Dunn,  profes- 
sor of  psychology  at 
Florida  International 
University. 

PAST  TENSE.  But  in  the 

aftermath  of  these  changes,  Miami  has 
become  a  troubled  city.  Uncomfortable 
in  the  newly  ethnic  milieu,  thousands 
of  whites  moved  north  to  neighboring 
counties  in  the  1980s.  Miami  has  ex- 
ploded in  a  fury  of  riots  three  times 
over  the  past  12  years.  The  shooting  of 
a  black  motorcyclist  by  a  Hispanic  po- 
lice officer  sparked  the  last  riot,  in 
1989.  And  the  ethnic  frictions  haven't 
subsided.  Between  black  Americans 
and  Haitian  immigrants  there  is  ten- 
sion over  jobs,  language,  and  culture. 
But  in  front  of  the  Winn-Dixie  super- 
market m  Liberty  City,  J.  A.  Alex  says 
the  real  conflict  is  between  blacks  and 
Cuban  immigrants.  "Nobody's  backing 


up.  Blacks  aren't  going  back  to  the 
1950s,  and  Cubans  are  not  going  to  go 
back  to  Havana." 

Miami's  immigrant  transformation 
began  with  the  waves  of  Cuban  refu- 
gees in  the  1960s  and  1970s  and  culmi- 
nated with  the  1980  influx  that  brought 
about  125,000  Cubans  and  Haitians  to 
Miami  within  just  two  months.  Nicara- 
guans,  Peruvians,  and  scores  of  other 
Hispanics  fleeing  war  and  economic 
upheaval  at  home  soon  followed.  And 
more  Haitians  keep  trying  to  get  into 
the  U.  S.,  despite  the  Bush  Administra- 
tion's goal  of  sending  Haitian  refugees 
back  home. 


The  first  waves  of  Cuban  immi- 
grants were  mostly  middle-class.  Some 
had  squirreled  away  capital  to  start  up 
businesses.  And  as  their  numbers 
grew,  Cubans  drew  on  a  ready  market 
connected  by  language  and  culture  for 
the  businesses  they  established.  Eco- 
nomic gains  were  matched  by  political 
triumphs:  Miami's  mayor  is  Cuban,  the 
city  commission  is  controlled  by  Cu- 
bans, and  one-third  of  the  county's 
state  representatives  are  Cuban. 

A  large  part  of  the  tension  between 
Miami's  black  and  Hispanic  community 
stems  from  the  perception  among 
many  blacks  that  the  Cubans'  gain 
came  at  their  expense.  Indeed,  a  1990 


study  on  immigration's  impact  by 
thropologist  Alex  Stepick  of  Florida 
ternational  University  notes  that  it  v. 
Cuban  immigrants,  not  blacks, 
won  the  lion's  share  of  public  and  • 
vate  money  available  for  minority  ( 
nomic  development  after  the  1960s  c 
rights  movement. 

BOYCOTTS  AND  BRIDGES.  Miami's  ra^a 
tensions  are  exacerbated  at  times »; 
the  role  of  geopolitics  in  local  affas 
Black  leaders  have  waged  a  two-yi 
boycott  of  Miami  as  a  convention 
after  the  city  snubbed  African  Na 
al  Congress  leader  Nelson  Mandeku 
1990  for  thanking  Cuban  leader  Fe 
Castro  for  support  c.i 
ing  his  imprisonmdt 
The  boycott  has  (S 
the  city  28  cance»( 
conventions.  And  atir 
ney  H.T.  Smith,  w 
has  led  the  boycott 
fort,  says  he  has  v 
hundreds   of  requ(:ti 
by  blacks  to  start  a 
ban  business  boy 
an  effort  he  hasn't 
ported.  Now  that 
bans  are  the  new  j:w 
er  elite,  they  "haveb 
opportunity   to  t 
over  the  model  cit} 
the  21st  century  or 
mageddon,"  he  s;  . 
"It's  that  serious." 
There  have  been  attempts  at  h' 
ing  bridges  between  blacks  and 
panics.  Hotel  and  tourist  companies 
making  a  determined  effort  to 
more  blacks  in  management  posii 
and  sales  jobs,  and  black  businc 
are  getting  more  floral,  catering, 
other  contracts.  A  Greater  M 
Chamber  of  Commerce  committe 
working  to  promote  Hispanic-blacl 
ventures.  Says  Nicaraguan  banker 
berto  Arguello,  a  co-chairman  of 
committee:  "The  tension  is  there, 
leaders  are  working  to  decrease  i 
But  with  all  Miami's  problems,  tit 
going  to  take  a  long  time. 

By  Gail  De George  in  M 


122  BUSINESS  WEEK/JULY  13,  1992 


COV 


▲ 


This  year,  the  average 
corporate  manager 
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sitting  in  meetings. 


Fortunately,  this  is 
no  average  chair. 
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INSURANCE 


HOW  MUCH  PRUDEHCE 
IS  GOOD  FOR  PRUDENTIAL? 


So  far,  the  insurer  is  wearing  its  newfound  caution  well 


The  roaring  '80s  galvanized  many 
financial  institutions,  but  few  with 
such  a  jolt  as  the  Prudential  Insur- 
ance Co.  of  America.  The  nation's  larg- 
est insurance  concern  catapulted  beyond 
the  somnolent  realm  of  mutuals  into  vir- 
tually every  corner  of  the  financial  uni- 
verse: investment  banking,  credit  cards, 
mortgages,  home  sales. 

The  Pru  transformed  itself  into  an  en- 
trepreneurial crucible,  where  people  with 
innovative  ideas  were  encouraged  to  set 
up  new  business  units.  Sweeping  aside 
its  stodgy  culture,  the  Newark  (N.J.)- 
based  giant  lured  hotshot  Wall  Street 
types  across  the  Hudson  River  and  paid 
them  lush  salaries  to  do  wonders  with 
its  cornucopia  of  funds.  The  insurance 
megalith  grabbed  significant  chunks  of 
the  last  decade's  flashiest  corporate 
buyout  and  real  estate  deals.  It  pushed 
into  new  frontiers,  like  "underinsured" 
East  Asia  and  Southern  Europe. 

These  days,  unfortunately,  the  fates 
feel  a  need  to  punish  1980s  boldness.  A 
sickening  number  of  the  insurer's  deals 
have  run  into  trouble — Macy's  ($811  mil- 
lion invested),  Cailer  Hawley  Hale  ($344 
million),  E-II  ($87  million).  Investment 
losses  forced  the  Pru  to  slice  dividends 
to  policyholders  by  7%  in  1991  and  47'  in 
1992.  Worse,  in  January,  the  Pru  lost  its 
coveted  top  rating  from  Moody's  Inves- 
tors Service  Inc.,  bumping  down  a  notch 
to  Aal.  In  1990,  its  investment  bank, 
then  called  Prudential-Bache  Securities 
Inc.,  took  a  hellacious  pratfall,  running 
up  $259  million  in  red  ink  and  suffering 
lawsuits  from  thousands  of  angry  limit- 
ed partnership  investors.  Archrival  Met- 
ropolitan Life  Insurance  Co.  has  over- 
taken the  Pru  in  total  life  insurance 
in  force. 

'PUSHED  BOTH  WAYS.'  This  rude  turn  of 
events  has  provoked  a  profound  internal 
debate  over  the  best  strategy  for  the 
Pru  during  the  1990s.  At  the  center  of 
the  debate  is  Chairman  Robert  C.  Win- 
ters, a  methodical  fellow  whose  training 
as  an  actuary  inclines  him  temperamen- 
tally toward  old-style  mutual-insurer 
thinking.  He  believes  that  the  116-year- 
old  Pru  needs  to  pause  for  retooling  and 


move  back  to  its  traditional  cautious- 
ness. Until  such  basic  dilemmas  as  prob- 
lem loans  are  resolved,  he  feels,  intrepid 
ventures  make  little  sense.  Yet  more  ag- 
gressive staffers  argue  that  the  compa- 
ny should  keep  striking  out  in  fresh  di- 
rections. "I  get  pushed  both  ways,"  says 
Winters,  who  succeeded  the  more  hard- 
charging,  expansion-minded  Robert  A. 
Beck  in  1987.  "But  these  times  call  for 
careful  management,  and  this  is  bound 
to  disappoint  the  bold." 

The  Pru  under  Winters  is  a  case  study 
on  how  to  redirect  a  behemoth  institu- 
tion, curbing  excesses  without  squelch- 
ing the  healthy  entrepreneurial  spirit  de- 
veloped over  the  past  few  years. 
Winters  knows  he  must  walk  a  fine  line. 
Too  much  caution  can  foster  a  compla- 
cency that  proves  deadly  over  the  long 
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run.  "While  we're  digesting  the  change 
of  the  past,"  he  says,  "we  need  to  coi 
tinue  looking  for  growth."  Indeed,  ther 
are  even  reports,  denied  by  both  side; 
that  the  Pru  is  talking  to  General  Ele^ 
trie  Co.  about  acquiring  GE's  Kidder  Pe; 
body  &  Co. 

Thus  far.  Winters'  strategy  appears  t 
be  working.  While  sour  1980s  deals  r 
main  worrisome,  the  Pru  has  maintaine 
its  standing  as  the  industry's  ass( 
champ,  with  $148  billion  worth.  And  \i 
capital — or  net  worth,  the  best  measui 
of  insurer  performance — surged  in  199 
far  outpacing  big  competitors'  and  ma^ 
ing  up  for  a  blah  1990  (charts). 
SCOUT'S  HONOR.  Helping  this  is  tl 
long-term  outlook  inherent  in  the  mutu 
setup,  whereby  its  12  million  policyhol 
ers  technically  own  the  company,  mea 
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the  Pru  has  no  stockholders  eager 
ever-rising  quarterly  returns.  In  ad- 
an,  debilitating  internecine  warfare  is 
;nown  at  the  Pru,  where  there's  a 
ply  ingrained  culture  of  collegiality 
wn  internally  as  "Prudential  polite." 
hat's  sacred  to  Winters,  who  labors 
d  at  keeping  the  work  environment 
isant.  He  has  written  a  Boy  Scout- 
code  of  conduct  that  employees 
uld  embody,  including  respecting 
h  other.  "Prudential  is  a  far  happier 
;e  to  work  than  elsewhere,"  says 
les  W.  Stevens,  who  served  at  Citi- 
3  and  Dillon,  Read  &  Co.  before  be- 
ling  an  executive  vice-president  of 
Prudential's  investment  arm  in  1987. 
one  point,  after  a  rare  public  display 
emper  at  an  executive.  Winters  took 
podium  at  a  company  gathering  and 
logized  to  him.  Another  time,  Win- 
1  cut  the  pay  of  several  mean-spirited 
lagers.  "You  don't  have  to  abuse 


I  CEO  WINTERS 
AS  TO  REIN  IN 
ENTURESOME 
XECUTIVES— 
ND  GET  THEM 
0  FIX  THE 
/EAKNESSES 
^OAA  THE  '80s 


people  to  get  good  results,"  he  says. 

As  an  actuary,  Winters,  60,  may  be 
the  perfect  Prudential  CEO  for  the  prob- 
lematic 1990s.  Actuaries  assess  risk  and 
live  in  a  world  of  hard  numbers.  The  son 
of  an  Aetna  actuary.  Winters  often  tells 
subordinates  he  doesn't  want  off-the- 
cuff  opinions;  for  him,  positions  must  be 
backed  by  a  solid  body  of  evidence.  A 
quiet,  cerebral  man,  Winters  is  far  dif- 
ferent from  his  extroverted  predecessor. 
Beck,  who  had  a  sales  background. 

One  of  Winters'  largest  challenges  is 
simultaneously  reining  in  and  motivating 
his  most  venturesome  executives,  who 
are  impatient  with  his  strategy.  He 
wants  them  to  help  position  the  Pruden- 
tial for  tomorrow's  opportunities.  But  he 
also  needs  them  to  pitch  in  fixing  the 
leftover  1980s  weaknesses. 
'GLACIER  CITY.'  This  approach  is  especial- 
ly tough  for  the  go-go  folks  to  take. 
Many  of  them  have  gone  away  to  other 
jobs.  Says  one:  "Pru  is  glacier  city 
again."  Those  who  stayed  admit  they 
are  frustrated  with  the  cautious  think- 
ing. James  Stevens,  for  instance,  chafes 
against  senior  management's  decision 
to  lock  the  insurer  out  of  leveraged 
buyouts.  "I  argue  that  we  made  a 
lot  of  money  on  LBOs,"  says  Stevens. 
Instead,  many  of  these  executives 
are  working  to 
limit  losses  on 
1980s  deals. 
The  Pruden- 
al  refused  a 


plan  in  January  to  bail  out  R.  H.  Macy 
Inc.  by  accepting  a  lower  interest  rate 
proposed  for  the  retailer's  bonds.  The 
rebuff  propelled  the  department-store 
chain  into  Chapter  11.  The  insurer  fig- 
ured that,  since  the  paper  is  secured  by 
the  chain's  valuable  real  estate,  it  would 
fare  better  in  bankruptcy. 

The  company's  commercial  real  estate 
division,  which  not  long  ago  was  shovel- 
ing dollars  at  a  vast  array  of  glittering 
building  projects,  nowadays  is  gradually 
selling  property  holdings.  Most  promi- 
nent: the  Empire  State  Building  for  $40 
million  late  last  year.  Eugene  B.  Heim- 
burg,  the  Pru  veteran  heading  building 
investments,  is  scrambling  to  get  New 
York  officials  to  allow  postponement  of 
its  planned  $1.5  billion,  four-tower  com- 
plex in  Times  Square  until  the  city's  dev- 
astated office  market  turns  around.  Un- 
der current  agreement,  the  first  building 
must  open  in  1995.  Sighs  Heimberg: 
"It's  nicer  to  be  sitting  on  top  and  build- 
ing things." 

Although  innovation  has  not  totally 
vanished  from  the  Prudential,  the  hur- 
dles for  approval  are  higher  than  before. 
Pru  President  Ronald  D.  Barbaro,  chief 
of  insurance  sales,  had  a  tough  fight 
getting  the  company  to  be  the  first  top 
insurer  to  offer  so-called  "living  bene- 
fits" riders,  where  terminally  ill  custom- 
ers can  draw  part  of  their  death  benefits 
before  they  die.  Barbaro  got  the  idea 
visiting  a  dying  patient  in  a  Toronto 
.VIDS  hospice.  "His  family  couldn't  afford 
to  come  from  Europe  to  be  with  him," 
recalls  Barbaro.  The  living  benefits  pro- 
posal "ran  into  dozens  of  objections" 
from  Prudential  people  anxious  that  it 
would  bring  financial  losses.  "They  com- 
plained that  they  had  no  actuarial  stud- 
ies," he  says.  Barbaro  managed  to  con- 
vince Winters  that  the  program  was 
worthwhile  and  wouldn't  lose  money. 
Now  18  months  old,  living  benefits  have 
hardly  damaged  the  Pru,  which  has  paid 
out  an  average  $80,695  to  364  policyhold- 
ers— and  generated  good  publicity. 
ROCK  SLIDE.  Yet  while  Winters  is  getting 
the  Prudential  to  hunker  down,  he  has 
been  careful  not  to  dismantle  the  new 
ventures  of  the  1980s,  which  he  feels 
will  eventually  bolster  it  in  competing 
against  both  fellow  insurers  and  other 
financial-services  gargantuas.  The  com- 
pany denies  rumors  that  it  sought  to  sell 
Pru-Bache  when  it  ran  into  distress. 
Winters  ended  up  pumping  in  more  capi- 
tal and  shaking  up  the  brokerage's  man- 
agement in  early  1991.  Pru-Bache,  re- 
named Prudential  Securities  Inc.  and 
helped  by  the  recent  bull  market,  posted 
a  stellar  showing  last  year. 

Contrast  that  to  Citicorp,  which  spun 
off  its  Ambac  Inc.  municipal  bond  insur- 
er. Or  to  American  Express  Corp.,  seller 
of  Firemans  Fund  Corp.,  an  insurer.  Or 
to  Merrill  Lynch  &  Co.,  which  got  rid  of 
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its  residential  real  estate  unit  in  1989  (to 
the  Prudential,  its  last  major  new  foray). 
"We  build  businesses,"  says  Vice-Chair- 
man  Garnett  L.  Keith  Jr.,  the  insurer's 
chief  investment  honcho.  "We  don't 
trade  them  ;i,way." 

Going  forward,  the  Prudential  enjoys 
some  weighty  advantages.  The  compa- 
ny's diversity  and  mammoth  size  are  key 
ones,  cushioning  it  in  rotten  years,  when 
smaller  operators  get  whacked.  The 
Rock  of  Gibraltar  trademark  symbolizes 
the  Pru's  legendary  reputation  for  sta- 
bility. This  steadfast  image  has  lured 
new  customers,  scared  by  the  limping 
performances  of  many  insurance  com- 
petitors— Equitable,  Travelers,  Aetna — 
and  the  outright  collapse  of  others — Mu- 
tual Benefit,  Executive  Life,  First  Capi- 
tal. Hence,  executives  say,  the  Moody's 
downgrade  hasn't  hindered  the  Pru's 
sales  force  at  all. 

VINYL  FRONTIER.  Certainly,  insurance 
and  annuity  sales,  the  basic  fuel  that 
fires  the  Pru's  engine,  are  doing  spectac- 
ularly well.  Premium  income  surged  21% 
last  year.  The  Pru  still  faces  a  stiff  fight 
with  Met,  which  surpassed  it  in  total 
face  value  of  policies  in  1988.  Best 
known  for  cutesy  ads  featuring  Snoopy, 
Met  has  padded  that  lead  by  acquiring 
en  masse  the  life  and  annuity  policies  of 
stricken  carriers  such  as  Executive  Life 
Insurance  Co.  of  New  York.  The  Pru 
develops  new  business  piecemeal. 

The  Prudential  is  putting  lots  of  re- 
sources into  residential  real  estate, 
which  it  sees  as  its  most  promising  new 
growth  area.  Unlike  the  overbuilt  com- 
mercial sector,  the  pri- 
vate-home market  is  re- 
covering from  the 
recession.  The  Pru's 
mortgage  unit,  begun 
merely  eight  years  ago, 
is  now  the  No.  3  home- 
loan  issuer  nationally. 
The  insurer  also  is  de- 
voting major  attention 
to  its  home-sales  compa- 
ny, which  vaulted  into 
the  big  time  with  the 
Merrill  purchase.  Cur- 
rently in  fourth  place 

■  SAYS  KEITH, 
PRU'S  CHIEF 
INVESTMENT 
HONCHO: 
'WE  BUILD 
BUSINESSES,  WE 
DON'T  TRADE 
THEM  AWAY' 


and  not  yet  profitable.  Prudential  Real 
Estate  Affiliates  Inc.  aims  to  be  first  in 
coming  years.  "They  have  staying  power 
and  are  spending  huge  amounts  of  mon- 
ey," worries  Richard  J.  Loughlin,  ceo  of 
No.  1  Century  21  Real  Estate  Corp., 
owned  by  Met  Life. 

On  other  fronts,  however,  the  Pru's 
progress  has  been  more  fitful.  Although 
it  has  been  selling  insurance  in  Japan 


■  PRESIDENT 
BARBARO'S 
'LIVING  BENEFITS' 
FOR  TERMINAL 
ILLNESSES  WAS 
INNOVATIVE— 
AND  IT  EARNED 
GOOD  PUBLICITY 

for  10  years,  it  is  still 
latecomer  overseas.  T 
Pru  recently  securi 
toeholds  in  Korea,  T 
wan,  Spain,  and  Ita 
and  is  eyeing  a  possil 
loosening  of  restrictio 
on  foreign  insurers 
Mexico.  But  it  lags 
behind  rivals.  The  ' 
is  also  moving  into  cn 
it   cards.   Some  P 
watchers  expect  the 
surer  to  begin  an  au( 
cious  push  once  the  ci 
rent  card  wars  subside.  Nonetheless, 
Pru  so  far  has  issued  a  mere  320,( 
cards  through  a  bank  it  owns  in  Ge 
gia — half  of  them  to  Prudential  custo 
ers.  That's  a  pittance  measured  agaii 
American  Express'  36  million. 

Much  of  the  Pru's  heartening  financ 
performance  lately  has  derived  not  fr 
financial  services  but  investing.  The  P 
dential,  which  invests  $200  million  ev( 
business  day,  became  very  conservat 
in  1991,  focusing  almost  exclusively 
government  and  investment-grade  boi 
and  shying  away  from  equities.  That 
proved  a  sound,  if  uninspiring,  bet:  T 
bond  market  was  buoyed  by  steep  F 
eral  Reserve  interest-rate  cuts.  But  V; 
Chairman  Keith  admits  the  Pru  co 
have  gotten  an  even  richer  payoff  ii 
had  made  a  stronger  stock  play. 

With  interest  rates  at  record  lows, 
Pru  will  be  hard-pressed  to  repeat  19? 
bonanza.  The  company's  capital  gro\ 
in  1992's  first  quarter  was  just  3.1% 
that  continues,  1992  performance  will 
little  better  than  half  of  1991's.  "Unl 
there's  another  bond  market  rally,  wl 
is  unlikely,  they  won't  get  those  sa 
massive  capital  gains,"  says  Lee  Sla 
tin,  head  of  Manhattan  insurance  com 
tant  Stern  Slavutin-2  Inc. 

That's  no  matter  to  Winters.  "By 
ing  risk  out  of  the  enterprise,  we 
well-positioned  for  the  future,"  he  si 
After  the  pell-mell  growth  of  the  191 
the  Prudential  has  again  become  tru( 
its  name.  Yet  too  much  prudence  cc 
be  the  biggest  risk  of  all. 

By  Larry  Light  in  Newark,  1 
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KING  I 


HE  SWISS  COME  OUT 
F  THE  VAULT 


eir  secretive  bankers  are  turning  into  ferocious  traders 


(unched  intently  over  a  confer- 
ence table,  puffing  a  Philip  Mor- 
ris and  sipping  a  Diet  Coke,  Mar- 
L.  Ospel  is  the  model  of  a  modern 
ss  banker.  A  born  trader  who  left 
3ol  at  15  to  apprentice  with  a  stock- 
ker,  Ospel,  42,  is  spearheading  a 
i-visibility  move  by  Swiss  Bank  Corp. 
I  the  rough-and-tumble  world  of  trad- 
options,  futures,  swaps,  and  other 
!i-octane  financial  derivatives.  "These 
the  products  of  the  '90s,"  notes 
lel,  an  SBC  board  member.  "We  want 
)e  at  the  forefront  of  the  business." 
Inly  a  few  years  ago,  such  brash  talk 
lid  have  earned  Ospel  the  scorn  of 
*e  conservative  colleagues  all  across 
tzerland.  Not  anymore.  While  the 
iging  Tokyo  stock  market  forces 
3tened  Japanese  bankers  to  beat  a 
eat  from  international  markets,  it's 
once-stodgy  Swiss,  flush  with  capi- 
who  are  suddenly  raising  eyebrows, 
securities  trading,  money  manage- 
it,  and  trade  finance,  Swiss  banks 
emerging  as  the  ones  to  beat. 
)me  have  already  turned  their  inter- 
onal  units  into  potent  money  ma- 
es.  In  his  hillside  office  overlooking 
church  spires  of  downtown  Zurich, 
ter  Knabenhans,  chief  trader  for 
lit  Suisse,  quietly  tallies  up  the  reve- 
i  its  London-based  affiliate,  Credit 
se  Financial  Products,  has  produced 
year  on  its  $300  billion  portfolio.  "In 
first  quarter,  $120  million,"  says 
benhans.  "Ditto  for  the  second  quar- 
It's  almost  unbeHevable." 
BOMBS.  While  trading  is  perhaps 
most  volatile  and  high-risk  area  of 
■national  finance,  the  Swiss  have  lit- 
hoice  but  to  look  outside  their  own 
ers  for  growth.  Their  once  formida- 
ability  to  attract  deposits  from 
nd  the  world  has  ebbed  badly.  A  big 
on:  a  nagging  recession  coupled 
stubborn  inflation  that  has  eroded 
idence  in  the  Swiss  franc.  And  glob- 
•essure  has  forced  the  Swiss  to  roll 
their  longtime  pledge  of  absolute 
;  secrecy.  Since  1987,  bankers  say, 
3Stimated  $1.1  trillion  in  assets  the 
s  manage  for  investors  at  home  and 
iad  has  barely  grown  at  all.  "We're 
ing  special  anymore,"  concedes 
:  Baer  Chairman  Nicolas  J.  Baer. 
I  have  to  compete." 
e  recession  has  also  battered  bank 


balance  sheets,  prompting  Moody's  In- 
vestors Service  Inc.  to  strip  Credit 
Suisse  and  Swiss  Bank  of  their  prized 
AAA  credit  ratings.  A  drop  of  as  much 
as  40%  in  housing  prices  is  threatening 
to  produce  large  losses  in  the  banks' 
$300  billion  home-mortgage  portfolio. 
And  commercial  real  estate  vacancy 
rates  are  rising,  with 
some  11.5  million 
square  feet  of  office 
space  now  unoccu- 
pied in  Zurich  alone. 
"There  are  some  un- 
exploded  bombs  in 
domestic  real  es- 
tate," admits  Credit 
Suisse  executive 
board  member  Hans 
Geiger.  "We'll  have 
some  headaches." 

The  Swiss  already 
have  their  share  of 


ON  A  ROLL 


Earnings 

Pertent 

per  share* 

change 

1991  1992*' 

UNION  BANK  OF 

SWITZERUND 

$223  $263 

18% 

SWISS  BANK 

26  29 

12 

CS  HOLDING 

197  218 

11 

* Bearer  shares 


DATA:  BANK  JULIUS  BAER 


international  headaches.  To  be  sure,  the 
major  Swiss  banks,  with  capital  ratios 
still  far  exceeding  international  stan- 
dards, haven't  fallen  to  the  level  of  such 
beleaguered  institutions  as  Citicorp. 
Says  SBC  President  Walter  G.  Frehner: 
"We're  sleeping  very  well  at  night."  Yet 
SBC  is  stuck  with  such  shaky  foreign 
credits  as  $140  million  to  the  late  pub- 
lisher Robert  Maxwell  and  part  of  a  $150 
million  loan  to  the  Reichmann  real  estate 
empire. 

NEW  PLAYERS.  All  of  these  pressures 
have  spurred  the  Swiss  banks'  new  fo- 
cus on  performance.  Since  1990,  when 
Credit  Suisse  rescued  its  First  Boston 
Corp.  affiliate,  burdened  at  the  time 
with  $1.1  billion  worth  of  problem  bridge 
loans,  CS  has  seen  its  stock  market  prof- 
its explode  as  Wall  Street  has  blos- 
somed. Swiss  Bank,  meanwhile,  has 
been  earning  the  envy  of  competitors  by 
issuing  new  varieties  of  certificates  of 
deposit  that  permit  depositors  to  play 
the  stock  market.  Based  on  equity 
swaps,  the  new  CDs  are  one  of  the  most 
successful  products  to  emerge  from  a 
joint  venture  formed  in  1990  between  the 
bank  and  O'Connor  &  Associates,  one  of 
Chicago's  most  profitable  options-and-fu- 
tures  trading  groups.  With  O'Connor 
now  accounting  for  1%  of  the  daily  trad- 
ing volume  on  the  New  York  Stock  Ex- 
change and  8%  of  U.  S.  equity-option  ac- 
tivity, the  venture  generated  more  than 
$70  million  in  revenues  for  SBC  in  1991, 
says  SBC's  Frehner.  Swiss  Bank  recently 
took  over  the  entire  partnership. 

Meanwhile,  Union  Bank  of  Switzer- 
land, already  a  major  player  in  the  Lon- 
don stock  market,  has  taken  over  Chase 
Manhattan  Corp.'s  U.  S.  money-manage- 
ment unit  and  emerged  as  one  of  Wall 
Street's  top  program  traders.  Even  the 
smaller  fry  are  on  the  move.  Bank  Baer, 
with  just  $4  billion  in  assets,  is  launching 
its  first  mutual  fund  in  the  U.  S. 

Back  home,  the  Swiss  are  cutting 
costs  and  restructuring.  After  last 
year's  scrapping  of  a  longtime  pact  that 
barred  lenders  from  competing  on  inter- 
est rates,  nearly  100  small  banks  have 
merged  with  larger  competitors.  The  big 
banks  are  rushing  to  replace  branches 
with  automatic  teller  machines.  And 
they  are  moving 
forcefully  to  modern- 
ize Swiss  bourses  to 
generate  even  more 
trading  profits. 
What  sells  now  is 
performance — and 
the  Swiss  seem  de- 
termined to  come 
through,  even  if  it 
means  they  must 
take  some  uncharac- 
teristic risks. 
By  William  Glasgall 
in  Zurich 
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MARKETS  &  INVESTMENTS! 


SURE,  PROFITS  ARE  ON  THE 
RISE,  BUT... 


Probably  not  as  rapidly  as  many  analysts  had  predicted 


Corporate  profits  are  on  the 
march — if  you  believe  what  bro- 
kerage-house analysts  have  to  say. 
Analysts  predict  that  earnings  of  compa- 
nies in  the  Standard  &  Poor's  500-stock 
index  will  leap  187<  in  the  second  quarter 
alone — the  biggest  upswing  in  the  past 
10  fiscal  quarters.  And  their  prognosti- 
cations for  the  year  are  equally  glowing, 
averaging  a  35 /<  profit  rise  over  1992.  If 
you  believe  the  profit  prophets,  earnings 
will  replace  lower  interest  rates  as  the 
engine  driving  the  stock  market  upward 
in  the  months  ahead. 


is  disappointing,  you  could  wind  up  with 
a  year  like  1990" — which  was  a  down 
year  for  the  market. 

Probably  the  most  ominous  profit  indi- 
cator is  the  gauge  of  analyst-estimate 
revisions.  When  analyst  upgrades  rise 
and  downgrades  decline,  it's  often  a  sign 
that  investors  are  in  for  pleasant  sur- 
prises when  companies  actually  an- 
nounce their  earnings.  Likewise,  a  trend 
toward  more  earnings  downgrades  is  of- 
ten a  sign  of  bad  news.  By  this  barome- 
ter, the  trend  has  been  decidedly  down- 
beat in  recent  weeks.  According  to  Zacks 


Another  sobering  trend  is  analyst 
tendency  to  revise  downward  only  the 
second-quarter  figures,  leaving  the 
third-  and  fourth-quarter  earnings  es 
mates  alone.  So  if  the  economy  does  n 
stage  a  solid  recovery  later  in  the  yea 
earnings  will  not  rise  as  predicted,  ai 
stocks  will  have  one  place  to  go.  Dow 
"I  think  expectations  are  awfully  hij 
overall,"  notes  Melissa  Brown,  chief 
quantitative  research  at  Prudential  Sec 
rities  Inc.  "If  you  look  at  top-down  es 
mates  [by  economists],  the  growth 
earnings  will  be  only  7%  to  8%'  tl 
year" — one-quarter  of  the  rate  predict 
by  analysts  who  look  at  individual  co; 
pany  earnings.  That  could  be  a  sign 
excessive  optimism — or,  to  put  it  anoth 
way,  inadequate  pessimism  by  the  ar 
lysts  now  downgrading  their  estimate 

A  glance  at  the  Zacks  charts  shoi 
where  the  potential  trouble  lies.  Cc 
sumer  cyclicals — including  airlines 
high-flying  auto  stocks — are  among  t 
most  vulnerable.  Likewise,  basic  mate 
als  companies — steel  and  chemical- 


But  the  picture  isn't  quite  as  cheery 
as  it  seems  at  first  blush.  Yes,  corporate 
belt-tightening  and  productivity  gains 
have  led  to  strong  growth  in  profits — 
but  much  of  the  strength  comes  in  com- 
parison to  1991,  which  was  a  decidedly 
crummy  year  for  corporate  earnings. 
And  even  the  most  upbeat  analysts  are 
ratcheting  back  their  second-quarter 
earnings  predictions  in  virtually  every 
sector  (chart).  That  may  foreshadow  a 
spate  of  negative  earnings  surprises, 
particularly  if  the  economy  sours.  "Peo- 
ple are  betting  on  a  significant  earnings 
turnaround,"  notes  Michael  L.  Schon- 
berg,  chief  investment  strategist  for  UBS 
Asset  Management.  "But  if  the  economy 


Investment  Research,  a  Chicago-based 
company  that  tracks  earnings  predic- 
tions, in  the  30  days  preceding  June  26, 
upgrades  accounted  for  a  mere  37%  of 
1992  fiscal  year  estimate  revisions  for 
the  stocks  in  the  S&P  500.  The  ratio  of 
upgrades  on  May  8  was  47%. 
ONE  PLACE  TO  GO?  The  revisions  in  mid- 
May  were  skewed  by  upbeai  earnings 
news  in  the  first  quarter.  "Analysts  got 
a  little  overly  optimistic  and  then  started 
hedging  back  their  estimates  for  the  sec- 
ond quarter,"  notes  Benjamin  Zacks,  an 
executive  vice-president  of  the  company. 
Still,  the  trend  toward  increasing  down- 
grades does  not  bode  well  for  earnings 
in  the  months  ahead. 


turning  sour,  as  are  capital-goods  mi 
ers  such  as  machinery  and  electri- 
equipment  manufacturers  and  high-tf 
nology  companies,  including  the  biot 
companies  that  were  the  market  lead 
throughout  1991. 

Only  energy  companies  are  serioi 
bucking  the  trend.  But  that  har 
makes  the  profit  picture  look  much  ' 
ter  for  the  rest  of  the  economy.  / 
sustained  profit  gain  for  the  oil  con 
nies  would  come  from  an  increase 
crude  oil  and  natural  gas  prices,  j 
higher  energy  prices  would  mean  in 
tion,  higher  costs — and  curdled  pre 
everywhere  else. 

By  Gary  Weiss  in  New  } 
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"CSX  Transportation  is 
spread  all  up  and  down  the 
eastern  seaboard.  So  we  rely 
on  fax  machines  tor  sending 
eveiything  from  bills  of  lading 
to  employee  time  cards." 

"Right  now  we've 
installed  over  1200  Pitney 
Bowes  fax  machines. ..and 
we  are  updating  our  older 
equipment  as  fast  as  we  can. 
Because  for  every  existing 
fax  machine  we  replace  with 
a  Pitney  Bowes  machine, 
we're  saving  money." 

"Pitney  Bowes  fax 
machines  give  us  the  cost, 
service,  and  reliability 
we're  looking  for." 

"We  don't  have  any 
problems  with  service, 
there's  very  little  upkeep, 
and  anytime  I  have  a 
question  about  the  sale  of  a 
new  machine  or  billing,  one 
call  gets  me  through  to  my 
rep  and  he  takes  care  of  it." 

"Pitney  Bowes  makes 
you  feel  like  you're  the 
customer." 

At  Pitney  Bowes, 
customer  satisfaction  is  a 
coniniitnient  that's  at  the 
very  fiber  of  our  business. 
It  shapes  the  attitudes  and 
actions  of  our  people.  And 
it's  reflected  in  the  quality 
aiul  reliability  of  our 
products.  What's  more, 
w  e  hack  it  up  with  our 
Customer  Satisfaction 
Guarantee.''"  For  more 
information,  call  1-800- 
MR  BOWES  ext.  1055. 


"Pitney  Bowes  has  replaced 
over  1 200  fax  machines 
for  us. ..and  we're  ordering 
more.  Every  one  we 
add  saves  us 
money." 


Steve  McCann 

Manager,  Office  Equipment 

CSX  Transportation 


BY  GENE  G  MARCIAL 


WHY  MCDONALD'S  IS 

SIZZLING 

THIS  SUMMER 


On  Wall  Street,  very  few  growth 
stocks  ever  come  back  quite  as 
zesty  and  exuberant  as  they 
once  were.  But  one  that's  now  being 
pursued  by  some  big  investors  as  a 
tantalizing  "reborn"  growth  stock  is 
McDonald's.  The  operator  of  the 
world's  largest  chain  of  fast-food  res- 
taurants has  more  than  8,700  units  in 
the  U.  S.  and  more  than  3,600  overseas. 

Although  McDonald's  hamburgers 
put  the  company  on  the  fast-growth 
lane  in  earlier  years,  its  shares  started 
to  lag  behind  the  market  in  1990  and 
1991,  when  earnings  failed  to  meet  the 
Street's  ever-rising  expectations.  The 
institutions  started  to  look  elsewhere 
for  a  growth  play.  But  this  year,  some- 
thing happened:  McDonald's  hit  47  a 
share,  a  new  high.  Why  this  change  of 
appetite  for  McDonald's? 

"I  think  McDonald's  is  in  the  process 
of  regaining  its  lost  glory  in  the  stock 
market,"  says  Stuart  Shikiar,  manag- 
ing director  at  Prudential  Securities  In- 
vestment Management,  which  steers 
some  $2  billion.  He  thinks  the  stock 
will  move  to  much  higher  ground, 
"most  likely  in  the  60s,"  over  the  next 
12  months.  Says  Shikiar:  "McDonald's 
is  the  new  great  multinational  play." 
BURRITOS  TO  GO.  Like  many  other  in- 
vestors, Shikiar  had  previously  thought 
the  company  had  "lost  control  of  its 
program  for  strong  earnings  growth." 
The  "big  rap"  against  McDonald's,  he 
explains,  was  that  while  its  internation- 
al sales,  which  accounted  for  about 
40%  of  operating  profits,  were  going 
gangbusters,  the  domestic  front  wasn't 
showing  much  growth.  "That's  now 
changing  as  the  company  has  revised 
its  overall  menu  for  domestic  growth," 
says  Shikiar.  One  example:  McDonald's 
has  launched  a  "value  strategy"  that 
discounts  the  price  of  certain  meals. 
This  strategy  is  aimed  at  building  up 
traffic — and  it's  working,  says  Shikiar. 
The  chain  has  also  introduced  "Dinner 
at  McDonald's,"  which  basically  is  a 
menu  that's  more  diver.se  and  higher 
priced.  Also,  offerings  now  include  low- 
calorie  hamburgers,  chicken  fajitas, 
and  burritos. 

An  analysis  by  Standard  &  Poor's 
notes  that  the  value  program  already 
had  an  impact  on  this  year's  first  quar- 
ter, when  McDonald's  posted  its  larg- 


MCDONALD'S  HITS 
NEW  HEIGHTS 
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est  U.  S.  quarterly  sales  gain  in  more 
than  two  years. 

Shikiar  says  efforts  to  boost  domes- 
tic sales  will  help  earnings  jump  next 
year  to  $3.15  a  share,  from  this  year's 
estimated  $2.75,  and  last  year's  $2.35. 
As  investors  start  recognizing  the  com- 
pany's renewed  potential  for  fast 
growth,  he  says,  they  will  start  rush- 
ing for  McDonald's  stock  again. 


A  BIOTECH  REACHES 
FOR  DEEP  POCKETS 


Applied  Microbiology,  a  small  bio- 
pharmaceutical  company  that's 
still  in  the  red,  with  revenues  of 
less  than  $1  million,  has  always  wanted 
to  link  up  with  a  big  partner  with  deep 
pockets.  On  May  18,  it  announced  that 
it  will  acquire  Aplin  &  Barrett,  a  whol- 
ly owned  subsidiary  of  Burns,  Philp,  a 
food  conglomerate  in  Sydney,  for  stock 
worth  $40  million.  Applied's  stock, 
trading  at  4%  a  share,  has  hardly 
budged  on  the  news.  But  some  pros 
believe  the  deal,  which  would  immedi- 
ately put  the  company  in  the  black,  is 
heaven-sent. 

These  pros  figure  that  Applied  Mi- 
crobiology is  now  worth  twice  that 
amount,  based  on  the  combined  compa- 
nies' cash  flow  and  earnings  potential. 
Aplin,  a  major  producer  of  nisin,  an 
antimicrobial  agent  used  in  certain 
food  preservatives,  posted  revenues  of 
$8.6  million  last  year  and  earnings  of 
$2.3  million. 

The  deal  makes  Burns  the  largest 
stakeholder  in  Applied,  with  18%  of  the 
stock.  Applied  Chairman  David  Gutt- 
mann  says  he  will  remain  as  chairman 
and  CEO,  although  Burns  will  get  four 


of  Applied's  six  board  seats 
Aplin's  acquisition  will  give  Appliec 
the  cash  flow  it  needs  to  permit  a  mon 
rapid  entry  into  new  areas  of  biophar 
macy,  says  Guttmann.  Applied  devel 
ops  antibacterial  proteins  for  treating 
certain  infectious  diseases  in  animali 
and  humans.  One  raw  material  thi 
company  uses  is  nisin,  which  Aplin  sup 
plies  for  Applied  products,  includinjf 
Ambicin,  a  nontoxic  agent  that  killl 
bacteria  linked  to  ulcers  and  cancer. 

After  the  deal  closes  in  August 
Burns  can  further  raise  its  stake  i 
Applied  to  63%',  by  paying  $1.5  niillior 
One  thing  is  certain,  says  Guttmanr 
Burns  will  help  Applied  become  ver 
profitable.  But  will  it  eventually  bu 
the  rest  of  Applied?  Says  Guttmani 
"Anything  can  happen." 


A  WAY  TO  BRING 
HOME  THE  BACON? 


Thorn  Apple  Valley  has  nothing  t 
do  with  apples,  but  to  soir 
smart-money  pros,  it's  a  stock  t 
sink  your  teeth  into.  Thorn  Apple  is 
the  pork-processing  business  and  als 
makes  hot  dogs  and  bacon.  Its  stoc 
has  fallen  from  42  a  share  in  Januai 
to  28,  although  earnings  have  turne 
around  significantly  since  1991.  S 
"Based  on  its  current  price-earnini. 
ratio  of  5,  and  other  measures  such  : 
cash  flow  and  book  value,  the  stock 
way  undervalued,"  says  Ron  Straus, 
veteran  food  analyst  at  William  Blak 
in  Chicago.  If  the  company  completf 
the  earnings  turnaround  now  und^ 
way — as  Strauss  believes  it  will — I 
sees  the  stock  climbing  back  to  its  o 
high  of  44  in  a  year  or  so.  The  markt 
says  Strauss,  has  been  slow  to  appre^ 
ate  what's  happening  at  Thorn  Appl 
Here's  part  of  what  has  impress( 
the  analyst:  In  fiscal  1990,  Thorn  Api- 
lost  $3.8  million,  or  $1.02  a  share, 
the  economy  weakened  and  hog  pric 
rose.  But  in  1991,  the  company  focusi 
on  high-margin  meat  products  and 
stituted  cost  cutting  and  streamline 
production  and  marketing.  The  resu 
earnings  jumped  to  a  record  $18.7  n: 
lion,  or  $4.23  a  share.  Strauss  expec 
another  record  this  year,  with  earnin 
coming  in  at  $5.55  a  share,  and 
thinks  the  company  will  earn  $6 
1993. 

One  of  the  company's  closest  co 
petitors,  Smithfield  Foods,  trades  at 
p-e  of  10.  If  Apple  Thorn  were  award 
that  kind  of  a  p-e,  the  stock  wov 
soar — to  the  50s.  Strauss  thinks  The'] 
Apple  deserves  such  a  p-e.  ' 
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Fit 


It's  never  too  early.  Because 
your  Social  Security  and  company 
pension  funds  may  not  cover  all 
your  expenses  for  25  to  30  years  of 
retirement.  And  you'll  need  addi- 
tional income  sources. 

Your  Merrill  Lynch  Financial 
Consultant  is  ready  to  help.  Using 
our  unique  Retirement  Builder 
Programr  we  can  give  you  a 
personalized  analysis  to  help  you 
figure  out  what  you'll  need. 

We  offer  a  wide  range  of  choices- 
IRAs,  bonds,  annuities  and  mutual 

s 
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funds,  to  name  a  few.  And  we  can 
help  you  select  your  investments 
according  to  an  asset  allocation 
strategy  based  on  the  level  of  risk 
you're  comfortable  with. 

But  you  have  to  take  that  first 
important  step-getting  started.  We 
can  help  with  that  too.  With  a  free 
booklet  filled  with  retirement  financ- 
ing strategies.  See  your  Merrill  Lynch 
Financial  Consultant,  call  our  toll- 
free  number  or  mail  the  coupon. 
Your  copy-and  some  of  your  best 
years-are  waiting. 

©  1992  Memll  Lynch.  Pierce,  Fenner  &  Smilh  Inc  Member  SIPC 


^Call  1-800-637-7455,  ext.  9214  ^ 

Return  to  Memll  Lynch.  Pierce,  Fenner  and  Smilh  Inc 
Resfx^nse  Center,  PO  Box  30200 
New  Brunswick.  New  Jersey  08989-0200 
Please  send  me  your  free  brochure  on  retirement 
financing  strategies 

Name  


Address- 
Cly  


-Zip_ 


Name  and  location  of  Memll  Lynch 
Financial  Consultant   


9214 


Merrill  Lynch 

A  tradition  of  trust, 
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SOFTWARE  I 


THE  PC  PRICE  WARS 

ARE  SWEEPING  INTO  SOFTWARE 


Corporate  customers  can  now  find  discounts  of  up  to  85% 


Learning  new  software  can  be  both- 
ersome. So  much  so  that  once  cus- 
tomers know  one  package,  they're 
reluctant  to  switch  and  spend  hours 
learning  a  new  brand.  This  stubborn  fact 
makes  being  first  to  market  vital.  And  it 
keeps  programs  such  as  Lotus  1-2-3, 
WordPerfect,  and  dBASE  firmly  en- 
trenched, even  if  the  companies  that  cre- 
ated them  stumble. 

That  was  before  Windows,  however. 
The  Microsoft  Corp.  software  makes 
IBM-comjjatible  PCs  easier  to  use,  but  it 
also  requires  new  applications  programs 
that  are  tailored  for  the  Windows  graph- 
ical format.  In  effect,  that  means  the  10 
million  PC  users  who  have  adopted  Win- 
dows since  1990  are  up  for  grabs.  And 
companies  that  snag  those  buyers  now 
could  wind  up  with  the  kind  of  money- 
minting  dominance  that  Lotus  Develop- 
ment Corp.  enjoyed  with  1-2-3. 

Voila:  Time  for  a  price  war.  As  soft- 
ware makers  scramble  for  a  piece  of  the 
new  market,  discounting  is  rampant. 
Most  list  prices  haven't  budged,  but 
there  are  all  kinds  of  incentives  to  get  PC 
owners  to  switch  brands  as  they  install 
Windows.  And  to  lure  influential  corpo- 
rate buyers,  suppliers  are  pulling  out  the 


stops.  They're  quietly  offering  as  much 
as  857f  off  list.  And  for  an  annual  fee, 
Borland  International  Inc.  will  provide 
free  software  upgrades  to  any  large 
groups  of  PC  users  who  want  them.  Says 
Paul  Brainerd,  president  of  publishing 
software  leader  Aldus  Corp.:  "There  is 
the  myth  of  the  retail  price  and  the  reali- 
ty of  what  major  customers  pay." 
'A  BEATING.'  The  first  casualty  of  the 
price  war  has  been  Lotus'  stock.  In  late 
June,  Lotus  cited  pricing  pressures  and 
soft  foreign  sales  when  it  warned  that 
profits  for  the  June  quarter  would  not 
meet  analysts'  estimates.  Already 
spooked  by  the  free  fall  in  PC-hardware 
prices,  investors  trimmed  26%  from  Lo- 
tus' market  value  in  two  days.  Only  a 
few  days  later.  Software  Publishing 
Corp.  issued  a  similar  warning,  sending 
its  stock  to  a  new  52-week  low.  In  be- 
tween, shares  in  Microsoft  and  Borland 
also  dipped. 

"The  suppliers  are  taking  a  beating, 
but  we  customers  love  it,"  says  Chris- 
tine Leatz,  manager  of  office  technol- 
ogies at  industrial-equipment  manufac- 
turer FMC  Corp.  An  FMC  unit  in  San  Jose, 
Calif.,  for  instance,  switched  from  Lotus 
1-2-3  to  Microsoft's  Excel  spreadsheet 


for  Windows,  paying  about  $65  per  cop 
for  software  that  lists  for  $495.  Negot 
ating  helps.  "I  always  tell  vendors  that 
talk  to  their  competitors,"  she  say 
"Then,  they're  willing  to  deal." 

The  price  wars  in  PC  hardware  ai 
also  driving  down  software  prices.  Tl 
latest  cuts  by  Compaq  Computer  Cor| 
and  Dell  Computer  Corp.  are  making 
all  but  impossible  to  command  the  prict 
of  yesteryear.  In  the  past,  an  applicatin 
was  perhaps  157'  to  20%  of  the  cost  ( 
the  computer,  says  Ben  Z.  Rose,  an  an; 
lyst  at  Hancock  Institutional  Equity  Se 
vices  Inc.  With  PCs  now  under  $1,00 
"who  is  going  to  spend  $400  to  $500  fc 
each  package?"  asks  Rose. 
STEADY  STREAM.  The  deepest  cuts  are  i 
the  biggest  categories:  spreadsheets  ai' 
word  processing.  For  the  average  I 
buyer,  "these  products  are  getting  to  I 
like  commodities,"  says  Sanjay  Kunia 
senior  vice-president  for  planning  ; 
Computer  Associates  International  In 
CA  is  one  of  the  few  software  companit 
to  actually  reduce  list  prices,  slashii; 
the  price  of  its  Windows  word  proces 
ing  pack  from  $249  to  $99  for  the  ne: 
90  days. 

Selling  bundles  is  another  way 
wage  the  price  war.  Lotus  and  Microso 
now  sell  "suites"  of  software  for  oi 
low  price.  The  four  Windows  prograii 
in  Lotus'  SmartSuite  carry  list  prices  t 
taling  $1,800.  But  for  buyers  switchii 
from  Microsoft  or  an  older  Lotus  pac 
age,  the  price  can  be  as  low  as  $31 
Lotus  Senior  Vice-President  Robert  1 
Weiler  says  that  retains  key  customer 
"These  are  not  crazy  deals  as  much  as 
fundamental  change  in  the  average  se 
ing  prices."  To  keep  up,  Borland  ai 
WordPerfect  Corp.  are  negotiating  to  c 
market  a  "suite"  of  combined  product 
WordPerfect's  word  processing  and  elt 
tronic-mail  packages  with  Borland 
data-base  and  spreadsheet  programs. 

For  some  suppliers,  today's  painf 
cuts  may  eventually  lead  to  fat  profit 
As  customers  settle  in  with  their  favi 
ite  Windows  programs,  software  make 
will  collect  a  steady  stream  of  upgrai 
fees.  But  right  now,  the  only  one  ma 
ing  hay  is  Microsoft.  Partly  because 
began  selling  Windows  programs  fin 
the  company  has  a  big  chunk  of  tl 
market:  72%  in  spreadsheets,  44% 
word  processing,  and  16%-  in  present 
tion  graphics,  according  to  InfoCor 
But  before  long,  the  old  rule  will  set  i 
As  more  and  more  customers  mast 
these  new  Windows  programs,  it  will  1: 
come  harder  and  harder  for  rivals  to  g 
them  to  switch.  Regardless  of  the  prit 

By  Gary  McWilliams  in  Boston,  w> 
Kathy  Rebello  in  San  Francisco  and  Ev 
I.  Schwartz  in  New  York 
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INFORMATION  PROCES 


Somewhere  amidst  the  self-defeating  fur>'  of 
inventive  thinking  that  is  today's  PC  marketplace, 
someone  had  to  start  thinking  of  ways  to  make  obso- 
lescence a  thing  of  the  past. 

Someone  had  to  make  growth  and  change  part 

of  a  grand  design. 

Someone  had  to  view  PCs  its  a  major  invest- 
ment... and  have  the  vision  to  protect  it. 

That's  the  kind  of  thinking  that  won  Best  of 
COMDEX  for  our  new  Z'NOTEs. 

That's  the  thinking  behind  the  investment 
protection,  integrated  connectivity,  ease  of  use,  design 
and  ergonomics  of  our  new  Z  series  of  notebook  and 
desktop  PCs  and  network  ser\'ers. 

Call  1-800-472-3699,  Ext.  106  to  see  what 
the  Z  series  is  all  about. 

It's  called  Thinking  Ahead. 


ZENITH    DATA  SYSTEMS 


A  Bull  Company 


Z-NOTE  is  a  irademark  of  zenith  Dau  SysKms  Corporal! 
Copyright  C 1992  Zenith  Data  Systems  Corporation 


The  Z  series 
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TELECOMMUNICATeONS  I 


PHONE  SLEUTHS 

ARE  CUTTING  OFF  THE  HACKERS 


Corporations  and  phone  companies  join  to  end  long-distance  fraud 


o 


nee  burned,  twice  smart.  After  a 
[hacker  broke  into  tiie  phone  sys- 
tem of  the  Christian  Broadcast- 
ing Network  and  used  it  to  make 
$40,000  worth  of  calls  to  Pakistan,  the 
network's  vice-president  for  information 
services  fought  back.  Paul  D.  Flanagan 
programmed  the  company's  phone 
switch,  or  PBX,  to  block  all  calls  to  Paki- 
stan as  well  as  the  Caribbean  and  other 
areas  favored  by  hackers — often  drug 
dealers  or  hoodlums  who  sell  cut-rate 
calls  to  immigrants.  The  program  also 
cuts  off  anybody  who  repeatedly  calls 
from  outside  trying  to  make  calls 
through  CBN's  PBX. 
Since  the  first  incident 
in  1987,  hackers  have 
tried  to  enter  Flana- 
gan's PBX  twice — and 
failed  both  times.  "I 
think  we've  licked  this 
problem,"  he  says. 

Flanagan  may  be 
overly  confident.  Phone 
hackers  are  resource- 
ful, and  estimates  of 
phone-fraud  losses  in 
the  U.  S.  range  from 
$500  million  to  $4  bil- 
lion. But  it  looks  as  if 
phone  companies  and 
their  customers  are 
starting  to  bring  toll- 
call  cheating  under  con- 
trol. For  one  thing,  in- 
stead of  fighting  over 
who  pays  for  losses, 
carriers  are  working 
with  their  customers  to 
stamp  out  fraud — and 
giving  partial  protec- 
tion from  losses  to  those  who  fully  coop- 
erate (tal)le). 

IN  THE  GARBAGE.  Like  CBN,  Corporations 
across  the  country  are  securing  their 
phones  better.  And  phone  companies  are 
using  software  that  quickly  spots  un- 
usual calling  patterns.  Sprint  Corp.  says 
its  average  loss  has  fallen  more  than 
90%  in  the  past  year,  to  less  than  $2,000 
per  case.  TeleChoice  Inc.,  a  Montclair 
(N.  J.)  consultancy,  predicts  that  losses 
from  PBX  toll  fraud  could  fall  60%  in  the 
coming  year. 

For  years,  the  problem  seemed  almost 


intractable.  In  the  case  of  PBX  fraud,  the 
key  is  obtaining  access  codes,  which 
traveling  employees  use  to  make  calls 
through  the  home  PBX  at  corporate 
rates.  Thieves  watch  executives  using 
pay  phones  or  dig  through  garbage  to 
get  the  numbers.  Until  recently,  compa- 
nies wouldn't  learn  they  had  been  vic- 
timized until  the  monthly  phone  bill 
arrived. 

These  days,  the  ripoffs  can  be  halted 
almost  as  quickly  as  they  begin.  Ameri- 
can Telephone  &  Telegraph  Co.,  for  in- 
stance, has  a  computer  program  that 
looks  for  unusual  calling  patterns  as 


HOW  PHONE  COMPANIES  ARE 
CRACKING  DOWN  ON  FRAUD 


SPRINT 


Will  monitor  overseas  colls  for  sus- 
picious patterns  such  as  heavy  call- 
ing to  unusual  destinations.  For  a  fee,  will  cover 
losses  over  $25,000,  up  to  $1  million  per  year  per 
customer  location 


AT&T 


Also  monitors  overseas  calls  and,  in 
one  program  starting  in  August,  will 
cover  losses  over  $25,000.  Will  cover  customers' 
losses  over  $  1 2,500  if  customers  spot  the  fraud  be 
fore  AT&T  does 


MCI 


No  formal  program,  but  monitors  calls 
from  the  New  York  and  Los  Angeles  ar- 
eas, and  alerts  customers  to  suspected  fraud.  Wi 
cover  30%  of  the  first  loss  suffered  by  a  cus 
tomer.  Recommends  ways  to  stop  fraud 


they  occur,  much  the  way  New  York 
Stock  Exchange  computers  spot  pat- 
terns that  might  signal  insider  trading. 
That  requires  speedy  computing:  Tradi- 
tionally, call  details  went  onto  magnetic 
tapes  and  weren't  looked  at  until  the 
end  of  each  month.  .AT&T  now  alerts  cus- 
tomers as  soon  as  a  threshold  is  exceed- 
ed. For  example,  it  would  notice  if  many 
calls  are  suddenly  placed  to  an  800  num- 
ber that's  intended  for  internal  corpo- 
rate use.  Since  May  7,  when  it  got  a 
government  go-ahead,  AT&T  has  cut  off 
all  access  to  800  numbers  from  more 


than  1,000  phone  lines  that  were  si 
pected  of  being  involved  in  fraud. 

Sprint  also  studies  calling  patterns 
detect  aberrations  but  collects  data  c 
ly,  rather  than  minute  by  minute.  J 
Communications  Corp.  focuses  mail 
on  traffic  coming  out  of  New  Yo 
where  it  estimates  that  70%  of  such  i 
gal  calls  originate.  Lately,  it  has  beg 
monitoring  Los  Angeles  as  well. 

Phone  companies  are  also  work; 
more  vigorously  with  authorities 
track  down  hackers.  Late  last  year,  ! 
tipped  off  New  York  police  to  a  fn 
ring.  The  cops  set  up  video  surveilla: 
of  pay  phones,  while  New  York  Ti 
phone  kept  track  of  the  numbers  t 
were  being  dialed.  In  May,  they  charj 
three  men  with  scheming  to  defn 
and  accused  them  of  stealing  $130, 
worth  of  long-distance  calls.  If  conv 
ed,  each  faces  up  to  four  years  in  p 
on.  MCI  aided  in  300  arrests  last  y 
and  expects  to  exceed  that  in  1992.  "' 
phone  companies  are  becoming  m 
more  aggressive,"  says  George  M.  D 
ahue,  the  assistant  district  attor 
prosecuting  the  N 
York  case. 

SIMPLE  PIOY.  Of  COUl 

the  hackers  are  getl  ] 
more   aggressive,  ' 
"It's  like  collapsing 
balloon,"  says  James 
Snyder,  an  MCI  inv< 
gator.  "You  squeez 
in  one  place  and  it  f ' 
bigger  somewh 
else."  Lately,  had 
seem  to  be  turning 
cellular  networks 
steal  long-distance 
vice.   And   now  t 
companies  are  wis(  ||| 
the   800-number  r( 
into  their  PBXs,  thi(  ] 
are  entering  via  v< 
mail   systems.  Hi 
Once  they  discover! 
access   number  fo| 
voice-mail  system,  I  . 
dial  an  employee's  e 
ber.  When  the  sys 
asks  for  a  passw 
they  try  the  same  number  as  the  . 
ployee's  extension.  If  that  works,  '  1 
try  to  get  transferred  to  a  line  that 
them  make  outgoing  calls. 

It  turns  out  that  there  are  sii  , 
ways  to  curb  entry  through  voice  J  i.| 
such  as  making  sure  passwords  ai 
the  same  as  extension  numbers, 
companies  do  that,  hackers  no  d 
will  figure  other  routes  in.  But  t 
days,  they  know  that  the  antihackei 
gades  will  be  watching — and  per 
even  keeping  a  step  ahead. 

By  Mark  Lewyn  in  Washn 
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RESEARCH  I 


PURE  RESEARCH, 
COMPLIMENTS  OF  JAPAN 


As  the  U.S.  cuts  R&D,  NEC  and  others  pay  Americans  to  just  think 


Leaping  to  a  blackboard  that  covers 
a  wall  in  his  corner  office,  William 
Bialek  scrawls  out  a  mathematical 
formula.  Bialek,  one  of  the  top  scientists 
at  NEC  Research  Institute  Inc.  in  Prince- 
ton, N.  J.,  is  wrestling  with  a  daunting 
challenge.  He's  trying  to  understand 
flies.  How  do  they  fly  so  straight,  even 
in  the  wind?  How  do  signals  move  from 
their  elaborate  eye  cells, 
through  tiny  nervous  sys- 
tems, to  their  fast-reacting 
flight  muscles?  "I'd  like  to 
know  whether  there  are  some 
general  principles  working 
here,"  says  the  burly  bio- 
physicist. 

That  kind  of  unfettered  cu- 
riosity is  just  what  the  Japa- 
nese electronics  giant  wants 
from  the  American  scientists 
it  has  assembled  at  its  two- 
year-old,  S32  million  research 
complex.  At  a  time  when 
many  U.  S.  companies  are  cut- 
ting back  their  research  and 
development  budgets  and 
pushing  to  involve  scientists 
more  directly  in  product  de- 
velopment, the  .Japanese  are 
taking  a  much  different  tack: 
They  want  to  overcome  their 
long-standing  weaknesses  in 
basic  research. 

Tapping  the  talents  of  sci- 
entists in  the  U.  S.  is  one  key 
to  that  strategy.  Japanese 
companies  from  Hitachi,  To- 
shiba, and  Sony  to  Shiseido,  a 
health  care  concern,  have  set 
up  American  labs.  Every  ma- 
jor U.  S.  research  university 
now  has  at  least  one  Japanese 
corporate  research  facility 
nearby,  says  Stephanie  Ep- 
stein of  the  Center  for  Public 
Integrity,  a  Washington- 
based  group  critical  of  the 
growing  scientific  links  be- 
tween the  U.  S.  and  Japan. 

At  Princeton,  NEC  Corp.  has 
tried  to  create  an  environment 
where  scientists  are  free  to 
explore  fundamental  ques- 
tions in  physics,  computer  sci- 


ence, and  materials.  Although  the  re- 
search clearly  follows  the  lines  of  XEC's 
main  businesses  in  computers,  electron- 
ics, and  communications,  the  lab  urges 
its  scientists  not  to  see  themselves  as 
product  developers.  "The  emphasis  is  on 
breaking  away  from  incremental  prog- 
ress and  moving  in  new  directions  that 
are  expected  to  be  risky,"  says  physicist 
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RESEARCH  TARGETS  AT  HEC'S 
PRIHCETON  LAB 


NEURAL  COMPUTATION 


By  studying  insects,  researchers  hope  to  discover  how  nervous  sys- 
tems process  information 


FUZZY  LOGIC 


Scientists  ore  experimenting  with  software  that  may  help  comput 
ers  better  handle  ambiguity 


OPTOELECTRONICS 


Researchers  want  to  build  powerful  computers  that  use  light  beams 
and  microscopic  lasers  instead  of  electronic  circuitry 


SUPERCONDUCTIVITY 


To  try  to  unravel  its  mysteries,  scientists  are  studying  how  gallium 
arsenide  and  other  materials  behave  when  lasers  are  fired  through 
them  at  temperatures  approaching  absolute  zero 

DATA:  BW 


Richard  A.  Linke,  a  senior  research  s( 
entist  who  left  AT&T  Bell  Laboratori 
for  NEC.  The  S28  billion  company  has 
global  network  of  applied  scientists  ar 
engineers,  including  some  in  Princeto 
to  follow  up  on  any  breakthroughs. 

To  build  its  research  hothouse,  NI 
recruited  some  45  physicists,  comput 
scientists,  and  materials  researche 
from  the  likes  of  Bell  Labs,  the  Univer 
ty  of  California  at  Berkeley,  Massach 
setts  Institute  of  Technologj',  and  oth 
top  R&D  centers.  Set  in  a  wooded  corj 
rate  park  near  Princeton  University'  ai 
SRI  International's  Sarnoff  laboratori( 
NEC's  new  facility  operates  more  like 
university  than  anything  else.  In  pla 
of  a  rigid  bureaucracy,  a  five-memb 
board  of  scientists  allocates  funds  a 
oversees  projects.  This  arrangement  w 
the  brainchild  of  the  lab's  founding  pr< 
ident,  Dawon  Kahng,  a  tr£ 
sistor  and  semiconductc 
memorj-  pioneer  who  work 
for  many  years  at  Bell  Lai 
Kahng.  who  died  in  May 
age  61,  wanted  to  be  sure  1 
scientists  weren't  stifled 
the  detailed  fiveyear  pla 
Japanese  companies  typica " 
use  to  manage  research. 
SERIOUS  GAMES.  In  the  la' 
freewheeling  atmosphe;: 
physicist  Eric  B.  Baum  ch 
lenges  computers  to  games  . 
chess  and  go.  "There's  bt ; 
very  little  conceptual  progn  : 
in  computer  chess  since  195 
says  Baum,  who  got  his  P 
from  Princeton  Universi  •■ 
Such  games  offer  insigl  \. 
into  how  humans  and  r . 
chines   "reason"   different  :■ 
Even  the  best  computer  p  • 
grams  must  rely  on  br  - 
force — processing  a  myriad  - 
options — instead  of  the  : 
elegant,  seemingly  intuit , 
method  that  humans  u 
Baum's  goal:  discoveries  t  ■ 
lead  to  machines  capable 
subtle  forms  of  reasoning.jj 

Advances  in  computers 
communications  are  the 
mate  aim  of  other  proj© 
too.  Physicist  Karvel 
Thornber,  a  20-year  vete 
of  Bell  Labs,  works  on  hi 
logic,  a  form  of  mathema 
that  helps  machines  deal  v 
complex,  uncertain  tas 
such  as  stock  market  fi 
casting.  Linke  is  explol 
properties  of  microscopic 
sers  that  may  some  day  h 
key  to  high-speed  opt; 
computers  that  rely  more 
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waves  than  on  eleclronic  circuitry. 
C  tries  to  spur  collaboration  between 
itists  with  noon  volleyball  games 
bridge.  It  also  works  hard  to  bur- 
its  American  image.  School  groups 
the  lab  often,  and  in  July,  80  fifth- 
ers  from  inner-city  Trenton  schools 
take  two  weeks  of  science  clas.ses. 
part  of  being  a  good  corporate  citi- 
'  says  physicist  Tineke  Thio,  who  is 
^  superconductivity  research, 
r  CONNECTION?  For  all  its  efforts  to 
ar  as  American  as  possible,  the  lab 
many  contacts  with  Japan.  Linke  is 
y  lasers  developed  by  NEC  there, 
■nber  works  on  fuzzy  logic  with  NKC 
lopment  labs  in  the  U.  S.  and  Japan, 
sicist  Peter  A.  Wolff,  a  former  head 
iie  Francis  Bitter  National  Magnet 
)ratory  at  MIT,  is  collaborating  with 
nese  applied  scientists  in  optical 
Kiting.  Still,  company  officials  are 
I  of  a  one-way  relationship  with  To- 
"We've  tried  to  avoid  appearing  to 
ist  a  channel  for  American  technol- 
back  to  Japan,"  says  Arthur  Torsig- 
general  counsel  for  the  lab. 
ost  of  the  Princeton  scientists  could 
less  about  that.  "I  think  what  I'm 
^  here  is  more  or  less  for  the  good 
umanity.  Everything  I'm  doing  is 
ished  in  the  open  literature,"  says 
n.   "I  wish  American  companies 
contributing  to  basic  research  like 
'  Indeed,  some  at  NEC  feel  they've 
I  big  edge  over  their  colleagues  in 
orate  America's  labs,  where  many 
tists  have  been  shifted  in  recent 
i  to  applied  work.  "The  rest  of  the 
■i  is  very,  very  urgently  trying  to 
i  research  profitable.  It's  a  national 
,"  says  Linke.  He  likens  the  atmo- 
-e  at  Princeton  to  the  glory  days  at 
Labs  several  decades  ago.  The  NEC 
aments  Berkeley  computer  scientist 
i  ael  A.  Harrison,  is  now  the  "only 
orate  lab]  devoted  to  unrestricted, 
ected  research  in  the  U.  S." 
lether  NEC  can  keep  this  spirit  alive 
ins  to  be  seen.  Officials  point  to  the 
any's  consistent  support  for  R&D, 
tough  times.  But  NEC's  net  in- 
fell  A37'  in  the  last  fiscal  year,  and 
;  delayed  plans  to  expand  the  lab's 
"We've  just  made  a  little  slow- 
says  Daizaburo  Shinoda,  acting 
lent  of  the  lab,  which  has  an  annu- 
dget  of  $26  million, 
now,  though,  curiosity  is  flourish- 
Princeton.  Posters  in  the  corridors 
ght  topics  that  NEC  investigators 
robing.  "What  is  the  interplay  be- 
knowledge  representation  and 
ne  or  human  learning?"  asks  one. 
oing  such  questions  should  keep 
U.  S.  scientists  busy  well  into  the 
century. 

Joseph  Wcbcr  in  Princeton,  wilh  Neil 
in    Tokyo  and  John    Carci/  in 
ngfon 


PEOPLE  NOTED  FOR  GIVING 
THEIR  BEST  USUALLY 
EXPECT  IT  IN  RETURN. 
THE  IMPERIAL  IMPERATIVE. 

i'or  over  100  years  we've  been  providing  the  finest 
services  and  facilities  to  discriminating  guests  such 
as  Madame  i'avlova,  Jascha  lleifetz,  Charlie 
Chaplin,  and  countless  dignitaries,  in  return,  they 
gave  us  our  reputation  as  the  hotel  of  hotels 
ihroughout  Japan — imperative  for  its  consistent, 
uncompromising  standards.  We're  still  in  the  same 
enviable  location — more  convenient  than  any  other 
in  Tokyo.  And  the  world's  most  informed,  fastidious 
travelers  still  insist  on  the  Imperial  Hotel.  It's  the 
Imperial  imperative,  today  as  in  the  past. 


IMPE  RIAL  HOTEL 

T  O  K  \  O 


'TM=]eadin^otelso[th^orld' 


Fdrinfomialion.omluclTln'  liii|)cri;il  Holi'lTokyii  Overseiu.  Sales  Offices  NewYiirkTel  (ili)(i92-W0i,  Fax:  (212)867-0244; 
l.(is  Angeles  Tel:  (2^)627-6214,  Fax:  (21.-i)239-2402;  London  Tel:  (071  ).-i55-177S,  Fax.  (071)35S-1776.  For  reservations,  conlact 
Tile  Imperial  Holel  Tnkvo  Tel  (O^jiSOi-l  111.  Fax  (0i)?S81  -')146,  or  conl:icl  your  nearesi  travel  agent,  or  any  Japan  Airlines  office 


III.,,  "Z^^^ 

\     ^  -"■"'■^  I 


" Etiutu.  a  loiii;  ro\(i{;e  like  lliis  lakes 
coiiriii;e  and  palience.  hiil  when  n  e  i^el  to  port 
it's  sure  worth  the  trip  — Just  like  the  stoek  market.  " 
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Please  send  for  information  about  the  no-load  Berger  100  and  Berger  101  Funds.  We  are  eager 
to  show  you  our  past  performance  and  especially  to  tell  you  about  our  investment  philosophy 
which  is  designed  to  enable  our  investors  to  both  eat  well  and  sleep  well.  For  a  prospectus, 
please  call  (800)  333-1001;  study  it  carefully  before  investing. 
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The  Experts  HaveALotToSayAboutTheNewBonneville 
At  This  Rate,  They'll  Be  Speechless. 

TV's  MotorWeek  named  it  their  "Driver's  Choice"  as  "America's  Best  Sedan."  Kiplin^efs 
PersonalFimncc CdM  it  "Best  In  Its  Class"  and  "Best  New  Cat^'  while  Consumm Digest 
chose  it  as  a  "Best  Buy"  in  its  class.  And  now,  the  award-winning  Pontiac "  Bonneville  is  availab 
with  special  3.9%  APR/48-montli  GMAC  financing  terms  that  could  save  you  over  $2,900. 
Yet  even  with  its  wealth  of  negotiating  power,  Bomieville "  is  still  thousands  less  than  the  large 
sedans  from  BMW  and  Lexus.  It  adds  up.  More  car,  for  less  money  At  tlie  right  time. 


Call  toll-free  1-800-762-4900  for  more  product 
information  and  dealer  locations. 


PONTJAC    ''^"^  '  ''^^  t'ARhs    witii  ,111  rxlciiMvc  .^-y«.-ar/.'i6,(HK)-iiiik-.  lui-ik-dut  lihle  w.irraniv  (st-c  ynunlealff  lor  it^rnisdl  this  liinm-d  wjrr.uiiy} 
plus  24-hour  ko.ulsidc  AssiMjiKc  IE-  HUCKlh  UP.  AMERICA'  <  1992  CM  CORP  ALL  RICH  I  S  RtSLRVEL) 

4Hni(Miihs,ii  S22  S3  [ht  month  per  SI,(KI0  hnaiued,  21  y'n  down,  actual  down  payment  may  vary  L)ealer  financial  participation  may  attei  t 
i,onsiimer  losi  LinanLe  charge  savings  ol  $2,93 y  52  based  t>n  an  average  Bonneville  amount  financed  of  $17,664  40  for  4H  montli':i  at  liie 
average  national  (;M  AC  APR  of  1 1  32"/o  (lanuary  through  April,  1992  where  customer  chose  an  alternative  CM  rebate)  vs.  3.9%  APR  with 
21  9" o  down  payment  At  tual  savings  may  vary  Phis  finance  rate  may  not  be  available  with  other  incentives  See  your  dealer  for  details 
You  miisi  take  delivery  Irom  dealer  stot  k  tiy  9/23/92 


PONTIACi' 

A  Higher  Level  of  Excitement 


ievelopments  to  Watc 


ED  BY  ROBERT  BUDERI 


i-ROMs:  YOU  PAY  ONLY 
R  WHAT  YOU  DECODE 


Computer  disks 
known  as  CD-ROMs 
store  vast  amounts  of 
data  and  often  come 
with  equally  big  price 
tags:  Since  there  has 
been  no  way  to  track 
how  much  data  will  be 
used,  CD-ROM  publishers 
have  charged  for  every- 
thing on  a  disk.  But  not 
for  much  longer.  Crypto- 
logics  Inc.  in  New  York 
City  has  developed  a  me- 
ter that  gauges  data  use 
,  as  an  electric  meter  tracks  power  demand, 
he  system  depends  on  a  decryption  program,  installed  on 
disk,  that  keeps  track  of  how  much  data  is  decoded,  then 
tracts  its  cost  from  a  prepaid  credit.  Cryptologics  head 
er  J.  Sprague,  who  is  also  chairman  of  National  Semicon- 
tor  Corp.,  is  working  initially  with  Mead  Data  Central  Inc., 
ch  owns  the  Lexis  legal  data  base.  Cryptologics  proposes 
jtore  the  Lexis  data  that's  most  often  used  on  CD-ROMs, 
3  easing  the  strain  on  Mead's  mainframes.  It  will  charge  as 
e  as  $10  per  disk,  keep  30%  of  the  usage  fee,  and  pay  Mead 
rest.  The  first  product  may  arrive  early  next  year. 


IE  DEMOCRATS'  PLAN  TO  GET 
ORE  R&D  INTO  CIVVIES 


i  s  the  U.  S.  loses  its  high-tech  edge,  politicians,  industry 
aexperts,  and  consultants  have  devised  myriad  plans  to 
;ore  competitiveness.  Most  have  sunk  without  a  ripple.  But 
July  1,  the  Senate  Democratic  leadership  announced  a 
itegy  designed,  in  the  words  of  Senator  Joseph  I.  Lieber- 
1  (D-Conn.),  to  "fix  what's  wrong  with  the  economy." 
'he  premise  is  that  federal  R&D  spending — on  basic  re- 
rch,  space  missions,  and  defense— doesn't  feed  enough 
mology  to  civilian  companies.  So,  the  plan  recommends  a 
st  in  money  for  applied  research,  such  as  the  current  high- 
formance  computing  project.  The  Democrats  would  double 
ds  doled  out  through  the  Small  Business  Innovation  & 
;earch  Program  and  create  a  consortium  to  help  industry 
imercialize  innovations.  They  would  also  raise  funding  for 
:ineering  education,  job  training,  and  promoting  exports, 
lany  of  these  ideas  are  in  legislation  before  Congress,  and 
late  Democrats  hope  a  united  front  will  secure  passage. 
!  biggest  hurdle  is  cost:  $22  billion  in  new  money  over  five 
rs.  To  make  that  more  palatable,  the  Democrats  want  to 
I  some  projects  into  the  Defense  Dept.  budget. 


ISHIBA  TUTORS  COMPUTERS 
I  CONCEPTUAL  THINKING 


'omputers  are  great  problem-solvers.  But  can  they  be  made 
Ito  dream  up  ideas  as  well?  Toshiba  Corp.  software  engi- 
!rs  think  so,  and  they  have  spent  three  years  trying  to 
've  it.  In  late  June,  they  unveiled  a  prototype  piece  of 
igramming  modestly  nicknamed  the  Fountain  of  Wisdom, 
'he  Fountain  is  written  in  an  advanced  computer  language 


called  Prolog.  The  idea  is  to  feed  the  program  a  scries  of 
declarative  sentences — for  instance,  "steak  equals  a  broiled 
piece  of  meat" — from  which  it  extracts  basic  principles  on 
fields  such  as  cooking,  chemistry,  or  computer  science.  Acquir- 
ing widespread  knowledge  on  a  given  subject  takes  half  a  day 
on  a  workstation.  But  once  that's  done,  the  program  can  cull 
through  commercial  data  bases,  drawing  analogies  and  conjur- 
ing concepts.  For  example,  having  learned  about  multimedia 
computers  that  handle  data,  voice,  and  moving  images,  the 
Fountain  recently  suggested  livening  up  an  electronic  business 
directory  with  color  pictures  stored  on  CD-ROM. 

That's  an  obvious  idea,  but  Toshiba  researchers  contend 
others  are  brilliant.  Such  as?  The  company  won't  say. 


A  NEW  SPIN  ON 
ELECTRIC-CAR  BATTERIES 


low  that  most  major  carmakers  are  planning  electric  vehi- 
Icles,  work  is  proceeding  rapidly  on  better  batteries.  On 
June  23,  American  Flywheel  Systems  Inc.  in  Seattle  received  a 
patent  on  a  battery  it  says  will  let  cars  get  600  miles  per 
charge — five  times  the  current  distance — without  the  toxic- 
waste  and  corrosion  problems  of  lead-acid  models. 

The  battery,  charged  from  a  110-volt  outlet,  relies  on  kinetic 
energy.  During  charging,  electrical  current  causes  two  rotors, 
suspended  by  magnetic  bearings  in  a  vacuum,  to  spin  at  high 
speeds.  Once  the  charge  is  complete,  the  rotors  continue  spin- 
ning. Twenty  such  batteries  generate  enough  energy  to  drive 
a  car-size  motor  for  43.6  kilowatt  hours,  vs.  13.6  kwh  on 
General  Motors  Corp.'s  Impact  prototype  electric  car. 

A  federal  research  program  on  the  technology  ended  in  1983 
before  delivering  a  commercial  product.  Edward  W  Furia, 
American  Flywheel's  president,  attributes  his  better  luck  so 
far  to  computer-aided  engineering,  new  composites  that  make 
the  battery  lighter,  and  advanced  magnetic  bearings.  He  hopes 
to  build  a  demonstration  model  within  a  year. 


ONE  TASTE  OF  THIS  STUFF 
GIVES  MINNOWS  THE  MUNCHIES 


It  sounds  like  an  an- 
gler's dream:  Rub 
magic  elixir  on  a  lure, 
drop  it  in  the  water,  and 
send  fish  into  a  feeding 
frenzy.  While  research- 
ing how  the  catfish  brain 
receives  and  processes 
information,  neurophysi- 
ologist  John  T.  Caprio  at 
Louisiana  State  Univer- 
sity at  Baton  Rouge  dis- 
covered "superbait" — an 
enticing  mixture  of  ami- 
no acids  that  causes  an 
involuntary  snapping  response  in  fish. 

When  a  cotton  ball  soaked  in  the  concoction,  dubbed  Gotta 
Bite,  is  dropped  into  an  aquarium,  fish  begin  chomping  not 
only  on  the  cotton  ball  but  also  on  nearby  gravel.  Besides 
benefiting  fishing  enthusiasts.  Gotta  Bite  could  cut  costs  on 
catfish  farms:  Some  fish  grown  in  captivity  lose  their  appetites 
and  die.  Raising  fish  is  big  business  in  the  South,  where  90% 
of  commercial  catfish  are  from  farms.  An  unnamed  company 
is  licensing  LSU's  patented  technology,  and  Caprio  is  working 
to  develop  a  similar  bait  for  bass.  Scientists  also  plan  to 
fashion  amino-acid  mixtures  that  stimulate  pike  and  other  fish. 


CE  &  TECHNOLOGY 
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Where  will  your  busine 

More  to  the  point,  wher 
your  business  tomorrow? 


The  first  answer  is  on  your  calendar,  of  course. 

The  second  answer  is  more  elusive,  perhaps. 

If  you're  running  a  major  corporation,  you're  trying 
to  work  out  your  corporate  strategies  in  the  face  of  an 
uncertain  economy  intensified  competition,  changing 
consumer  attitudes,  shifting  fiscal  policies  and  capri- 
cious financial  resources. 

And  the  more  global  your  corporate  perspective 
is,  the  harder  it  has  to  be  to  shape  future  plans  as  the 
world's  political,  economic  and  sociological  orders 
convulse. 

Inevitably,  decision-making  at  the  top  still  depends 
in  a  large  measure  on  what  you  yourself  see  and  hear 
and  understand.  That  suggests  that  one  of  the  ways 
executives  try  to  find  tomorrow's  directions  is  to  get 
out  there,  see  things  with  their  own  eyes,  and  become 
involved  face-to-face  with  real-time  situations  and 
real,  live  people  whose  input  they  want  and  need. 

So  if  you're  doing  that,  great. 


If  you're  doing  it  with  a  company  airplane,  that's 
even  better. 

You  know  from  experience  how  much  more  you 
can  accomplish  by  using  your  own  corporate  aircraft 
instead  of  the  airlines.  You  know  how  it  helps  you 
make  the  best  use  you  can  of  two  things  you  never 
seem  to  have  enough  of-your  time  and  energies. 

And  maybe-just  maybe-you  also  know  that 
your  travel  requirements  are  outgrowing  your 
present  airplane.  It  happens. 

K  it's  happening  to  you,  let's  get  together  and  at 
least  talk  about  the  Gulfstream  IV 

We  know  the  Gulfstream  IV  isn't  the  appropriate 
airplane  for  every  organization. 

It  is,  after  all,  a  business  jet  with  a  well-deserved 
reputation  for  being  the  finest  aircraft  of  its  type.  It 
has  a  combination  of  range,  speed,  size  and  flight 
management  technology  that  results  in  operating 
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ke  you  today? 
)  you  plan  to  take 


pabilities  you  find  only  in  the  newest  generation  of 
liners.  And  we  cant  hide  the  fact  that  owning  one 
ces  a  substantial  investment. 
But  for  corporations-and  governments,  too-that 
int  or  need  the  performance  the  Gulfstream  IV 
ts  at  their  disposal,  this  amazing  airplane  can 
urn  significant  dividends  in  terms  of  its  versatility 
d  productivity 

Consider  your  own  situation. 

When  you  need  to  go  to  different  continents,  the 

ilfstream  IV  can  take  you  and  your  key  executives 

arly  5,000  miles  non-stop  in  about  9  hours.  Global 

:ess  with  uncompromised  timeliness,  convenience 

d  security  is  a  Gulfstream  tradition. 

When  you  need  to  go  to  places  where  airlines  don  t 

often  or  at  all,  the  Gulfstream  FV  can  take  you  to 

'eral  in  a  single  day  and  still  get  you  home  in  time 

supper. 

It's  like  having  two  airplanes  in  one. 


And  however  you  use  it,  the  Gulfstream  IV  brings 
unequalled  passenger  comfort,  engine  reliability  and 
systems  dependability  to  every  trip  it  flies. 

If  you've  come  this  far  with  us,  you  have  to  be  the 
kind  of  executive  that  doesn't  overlook  any  opportu- 
nity to  improve  your  company's  chances  of  being  and 
staying  a  major  player. 

So  take  us  up  on  our  invitation  to  talk  about  the 
Gulfstream  IV  Better  still,  let  us  take  you  and  your 
key  executives  on  a  full  scale  business  trip  you  have 
to  make  somewhere,  at  home  or  abroad.  Robert  H. 
Cooper,  Senior  Vice  President,  Gulfstream  Marketing, 
would  be  delighted  to  discuss  the  idea  with  you,  and 
he's  easy  to  get  in  touch  with  at  (912)  964-3234. 

You  see,  we  think  just  like  you  do. 

When  it  comes  to  a  decision  about  the  (P^W 
Gulfstream  IV,  nothing  takes  the  place  of 
being  there  and  seeing  things  for  yourself.  ^'Sospac'I! 


W'^'^''^^^^^^^^^^  ^  ^^WyXhe  Gulfstream  lY 

B  Uncommonly  versatile, 

m  uncommonly  productive. 


REPETITIVE  STRESS: 
THE  PAIN  HAS  JUST 


BEGUN 


As  workers'  mjuries  mount,  \'DT  makers  face  an  onslaught  of  suits 


R 


leporters  at  The  Xew  York  Times 
didn't  know  what  hit  them.  After 
kthe  Metropolitan  and  Business 
Day  desks  switched  to  a  computer  sys- 
tem with  Atex  Inc.  keyboards  last  sum- 
mer, upwards  of  100  reporters  and  edi- 
tors began  complaining  about  wrist  and 
other  pains.  The  Titues  didn't  have  such 
sweeping  problems  with  its  old  system, 
and  no  one  knew  what  was  causing  the 
injuries.  But  before  long,  reporters  were 
out  of  commission  for  weeks  or  even 
months.  "When  it  happened,  it  happened 
ven,-  quickly."  says  one  of  the  injured. 

The  Times  has  since  taken  steps  to 
make  its  reporters  and  editors  more 
comfortable,  but  for  some,  the  damage 
has  already  been  done.  Roughly  a  dozen 
Times  staffers  are  preparing  for  a  long, 
nasty  brawl  with  Atex  and  its  parent, 
Eastman  Kodak  Co.,  in  court.  They're 
filing  suits  claiming  that  Atex  keyboards 
had  design  flaws.  The  plaintiffs  will  ar- 
gue that  the  equipment  manufacturers 
knew  or  should  have  known  about  the 
defects,  yet  failed  to  warn  users — 
charges  Atex  and  Kodak  vehemently 


dispute.  (Some  of  the  same  models  are 
used  by  BU.SIXESS  week.)  "The  Atex  sys- 
tem was  state-of-the-art  when  it  first 
came  out  in  the  early  1970s,  and  it  has 
been  improved  upon  steadily  since  then," 
says  Edward  J.  Burns,  a  Rochester 
(X.  Y.)  lawyer  for  Atex  and  Kodak. 

The  Times  cases  are  part  of  a  new 
legal  assault  that  has  all  the  signs  of 
becoming  one  of  the  largest — and  most 
contentious — litigations  of  the  decade. 
With  more  workers  complaining  of  re- 
petitjve-stress  injuries  (R.SIsi  from  ex- 
tended computer  use.  the  courts  are  be- 
ing flooded  with  damage  claims.  Among 
scientists  and  doctors,  the  cause  and  se- 
verity of  such  injuries  are  fiercely  debat- 


Is  tliis  another  asbestos? 
Some  say  the  onl\'  common 
link  between  the  two  is  the 
lawers  filing  the  suits 


ed.  And  research^ 
are  at  a  loss  to  ( 
plain  why  the  sai 
equipment  caus 
injuries  in  soi 
offices  and  not 
others.  But  pla 
tiffs'  lawye 
such  as  Manh 
tan  attorney  S 
ven  J.  Phillips,  { 
calling  the  injur 
an  "epidemic"  a 
comparing  the  su 
ing  suits  to  the  m 
sive  litigation  o\ 
asbestos. 

RSIs  are  muscu 
or  skeletal  injuries 
the  hand,  wrist,  j 
other  areas  that  b 
the  brunt  of  rep 
tive   motion.  A 
known  as  cumu 
tive-trauma  dis 
ders,   the  injur 
have  nearly  doub 
since  1985.  RSis  in 
fices  and  factor 
are  responsible  for  56^c  of  all  workpl 
illnesses — 185,000  reported  cases  in  \l 
Workers'  compensation  claims  and  ot 
expenses  from  these  injuries  may  c 
employers  as  much  as  S20  billion  a  y< 
estimates  Aetna  Life  &  Casualt}'. 
ROUND  ONE.  Despite  the  growing  dir 
sions  of  the  problem,  defense  lawy 
say  the  only  common  link  between 
and  the  killer  asbestos  is  the  lawj 
filing  the  suits.  Still,  the  plaintiffs 
round  one:  A  prominent  federal  judg 
Brooklyn,  Jack  B.  Weinstein,  agreec 
June  to  treat  the  hand-injun,-  cases 
the  same  fashion  as  asbestos  and  ot 
"mass  torts."  He  consolidated  44  of 
suits  into  one  giant  lawsuit  that  lets 
plaintiffs'  la\\yers  join  forces.  The 
gives  the  cases  more  credibilit}'- 
that  attracts  even  more  litigation. 

The  vast  majoritj'  of  suits  are  filec 
aching  reporters,  data  processors, 
telephone  operators  against  such  mi 
facturers  of  their  equipment  as 
American  Telephone  &  Telegraph 
Unisys  Coi-p.,  and  others.  That's  bec£ 
workers'  compensation  laws  bar  \Trt 
ly  all  employees  from  going  after  t 
own  companies  and  curb  payouts, 
the  Americans  with  Disabilities  A 
which  takes  effect  July  26 — may  mai 
easier  for  workei-s  who  become  disa 
on  the  job  to  sue  em.ployers. 

Employers  are  already  being  hi 
Europe.  In  December,  a  British  c 
found  that  the  failure  of  British  "ic 
communications  PLC  to  provide  suit'k 
chairs  "substantially  contributed"  to 
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LEGAL 


RELIABILITY  IN  BALANCED  DIVERSITY 


Rely  on  Ssangyong  for  All  your  needs. 

Why  are  people  in  more  than  100 
nations  relying  on  SSANGYONG  reliabil- 
ity? Because  SSANGYONG  delivers  what 
it  promises  in  a  fine  balance  of  business 
and  industrial  fields.  And  last  year  that 
resulted  in  total  turnover  of  $9.9  billion. 

With  22  domestic  and  25  overseas 
subsidiaries,  the  SSANGYONG  GROUP 
continues  to  diversify  its  international 
activities.  In  construction,  we  had  built 
Singapore's  spectacular  73-story  Raffles 
City  Complex  and  Indonesia's  Grand 
Hyatt  |al<arta  Hotel.  In  automobiles, 
we're  in  technical  license  with  Mercedes 
Benz.  In  cement,  we  have  7  major  dis- 
tribution centers  in  Japan  and  a  joint- 


venture  in  the  U.S.  In  trade,  we  have 
joint-ventures  in  container  manufactur- 
ing in  Tailand  and  in  computers  in 
England.  In  finance,  we're  Korea's  lead- 
ing handler  of  underwriting,  brokerage 
and  M  A  transactions.  And  we  con- 
tinue to  make  impressive  international 
advances  in  oil  refining,  machinery, 
insurance,  computers,  paper  and 
shipping  as  well. 

Rely  on  reliability. 
Rely  on  SSANGYONG. 

SSANGYONG 


•  Central  P.O.  Box  409  Seoul,  Korea  •  Telex;  TWINDRA  K23258,  K24630,  K24270,  K28442.  K28215  •  Phone.  270-8114  •  Fax:  273-0981, 274-2896, 273-8297 
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ly  tlie  same  argu- 
nts:  The  equii)nient 
lawed,  and  the  niaii- 
.cturers  knew  or 
luld  have  known 
ut  the  injury  risks 

failed  to  warn. 
iM,  for  one,  is  fij^ht- 

a  handful  of  suits 
und  the  country,  in- 
line a  case  in  Cali- 
nia  by  Lorraine 
•gsirom.  The  data- 
ry  clerk  claims  that 
jr  typing  on  an  IBM 
for  about  a  year,  she 
eloped  carpal  tunnel  syndrome — in 
ch  the  nerves  serving  the  hands  are 
ipressed — and  was  unable  to  work. 

wouldn't  comment  on  the  case  spe- 
:ally,  but  spokesman  Brian  Doyle 
s  in  general  that  "our  products  are 
1  designed  and  safe  to  use." 
ERNATIVES.  The  suits  against  Atex 

among  the  most  numerous.  They  al- 
!  that  the  Atex  keyboards  force  users 
;lam  down  the  keys  as  though  they 
■e  "pounding  their  fingers  into  ce- 
lt," says  one  lawyer.  Another  alleged 
blem:  certain  keyboard  models  are 

high,  which  could  strain  the  wrists. 

proof  that  Atex  knew  about  such 
ards,  the  plaintiffs'  lawyers  point,  in 


HOW  COMPANIES  ARE  RESPONDING 


WORKSTATION  SOLUTIONS 


Aetna  tife  &  Casualty  replaced  World  War  II 
era  chairs  with  ergonomically  designed  ones 
with  lower-back  supports,  adjustable  seats,  and  armrests 


SPECIALIZED  TRAINING 


U.S.  West  created  "Worksmart,"  a  one-on-one  op- 
erator-training program.  Operators'  work  habits 
are  videotaped  and  analyzed  for  work  speed  and  posture.  Exercises  help  stretch 
and  flex  hands  and  wrists.  A  metronome  helps  operators  work  at  a  smooth  pace 


TOTAL  OrriCE  ENVIRONMENT 


Los  Angeles  Times  created  an  "RSI  Room," 
complete  with  hand  weights  and  ice  packs  for 
employees  recuperating  from  repetitive-stress  injuries.  Added  hourly  "Take  A 
Break"  reminders  to  in-house  software.  Developed  three  new  keyboards 


part,  to  events  in  Australia:  By  the  mid- 
19S()s,  the  country  had  a  near-epidemic 
of  RSls  involving  computers.  Atex  denies 
those  allegations  emphatically. 

At  the  moment,  plaintiffs'  lawyers  are 
fighting  for  internal  Atex  documents 
that  they  say  support  their  claims  of 
prior  knowledge.  One  key  document  ob- 
tained by  l!i:siN'KSS  VVKEK  in  the  court 
file  is  an  April,  1990,  memo  by  a  Kodak 
human-factors  expert,  William  H.  Cush- 
man.  He  found  that  the  high  Atex  key- 
boards far  exceeded  keyboard  height 
standards  in  Germany.  The  memo  also 
states  that  a  Kodak  medical  authority  on 
Itsis  recommended  that  Atex  provide 
forearm  rests  with  the  high  keyboards. 


and  that  workers  pre- 
disposed to  the  injuries 
"be  given  reduced  out- 
put (juotas  or  alterna- 
tive work."  But  the  doc- 
tor added  that  the 
keyboards  were  "the 
least  significant  factor" 
in  getting  RSI.  Atex  de- 
clined to  discuss  the 
memo  because  its  re- 
lease is  on  appeal. 

As  such  cases  play 
out,  the  injuries  will 
likely  spur  other  kinds 
of  battles.  Management 
lawyers  are  already  urging  companies  to 
dust  off  agreements  with  hardware  pro- 
viders to  see  whether  they  can  sue  for 
damages  on  the  ground  that  the  RSIs 
amount  to  a  breach  of  contract.  Mean- 
while, the  federal  Occupational  Safety  & 
Health  Administration  is  preparing  ergo- 
nomics standards,  but  they  won't  be 
ready  for  years.  And  until  science  pro- 
vides a  definitive  answer,  the  courts  will 
be  left  to  sort  out  who  is  responsible  for 
the  injuries  and  pain  that  have  become  a 
growing  part  of  the  computer  age. 

Bi/  Mirlieic  Gnlcn  in  Nrii'  York,  intli 
Maria  Miillun/  in  /'ill.sh/nyli,  Satni  Si/ro/op 
in  London,  and  Snsnn  llarland  in 
Washingto)i 
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The  MicroT-A-C  Lite'"  calls  on  the  68HC11  microcontroller  to  direct  its  complex  operations.  From 
cellular  phones  to  race  cars,  the  world's  most  innovative  products  are  powered  by  Motorola. 


M)  MOTOROLA 

Microprocessor  and  Memory  Technologies  Group 
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Telephones 


LET  YOUR  CALLING  CARDS  DO 
THE  SHOPPING,  THE  FAXING... 


Forget  to  buy 
your  mother  a 
birthday  gift? 
MCI  Communications 
Corp.  wants  to  come 
to  your  rescue.  The 
Xo.  2  long-distance 
company  is  develop- 
ing a  concierge  ser- 
\nce  for  its  calling- 
card  holders.  MCI 
won't  pick  up  your 
dry  cleaning,  but  it 
does  hope  to  work 
out  arrangements 
for  delivering  a  vase 
or  scarf  to  your 
mom's  house. 

The  service,  ex- 
pected to  start  later 
this  year,  may  not 
have  any  advantages 
over  calling  Spiegel's 
or  Tiffany's.  But  it 
shows  just  how  far 
calling  cards  h;, 
come  since  Amer: 
Telephone  &  T- 

graph  unveiled  :  v  

first  one  some  40  years  ago. 

These  days,  as  growth  is 
slo\ving  in  the  S-55  billion-a- 
year  long-distance  market. 
.\T&T.  MCI.  and  Sprint  have 
shifted  their  competitive  focus 
to  the  calling-card  business. 
All  of  the  cards  let  holders  do 
what  AT&T's  original  card  did: 
make  calls  from  the  road  and 
charge  them  to  a  home  or 
business  number.  But  compe- 
tition ha?  led  to  a  prolifera- 
tion of  exn-a  senices — some 
free,  som'.tr  '  c>T. 
HELPFUL  HYBRIDS.  Getting  a 
card  is  simple.  Call  800  225- 
5288  for  AT&T.  800  999-4400 
for  .MCI.  and  800  877-7746  for 
Sprint.  The  cards  are  free, 
and  you  can  get  one  even  if 
you  don't  subscribe  to  the  car- 
rier's long-distance  semce. 

Aiiother  way  is  to  apply  for 
a  calling  card  combined  with  a 
credit  card.  AT&T's  Universal 
Card,  for  instance,  lets  vou 


charge  calls  and  also  ser\"es 
as  a  Visa  or  MasterCard. 
Sprint  has  a  deal  with  Ameri- 
can Express  whereby  the 
credit-card  number  doubles  as 
your  calling-card  number. 
Calls  are  billed  to  your  Ameri- 
can Ex"press  account.  Unlike 
regular  calling  cards,  though, 
such  hybrids  require  a  credit 
check  and  may  charge  an  an- 
nual fee. 

All  three  long-distance  car- 
riers offer  incentives  to  bring 
you  into  their  camp.  Sprint 
will  give  you  100  free  minutes 
of  calling  time  if  you  sign  up. 
And  if  you  buy  a  Sony  phone. 
Sprint  will  throw  in  an  addi- 
tional 120  minutes.  MCI  is  giv- 
ing customers  an  hour  of  time 
for  even,-  rival  calling  card 
they  send  in  for  disposal,  up 
to  a  maximum  of  four  hours. 
If  you  buy  a  bag  of  Lay's  or 
Ruffles  potato  chips  and  send 
in  a  coupon,  MCI  will  give  you 


30  free  minutes.  And  you  can 
get  a  further  S15  worth  of 
time  if  you  also  sign  up  for  its 
long-distance  senice. 
FAX-FORWARDING.  Of  the  ex- 
tra calling-card  semces.  free 
speed  dialing  is  one  of  the 
more  popular.  This  lets  you 
call  often-dialed  numbers  us- 
ing a  two-digit  code.  Without 


speed  dialing,  you  would  h 
to  punch  in  the  10-digit 
ber  you're  calling,  plus 
calling-card  number, 
with  MCl's  version  of  speec 
aling,    though,  you 
punch  in  a  10-digit  MCI 
number,  your  calling 
number,  the  star  sign  on 
phone,  and  the  two-digit  r 


\VR\T  THE  M\JOR  CARDS  OFFER 


1 

AT&T 

MCI 

Sprir 

AUTOMATED  THREE-WAY  CONFERENCING 

No 

No 

Yes 

BRAILLE  CARD 

Yes 

No 

Yes 

COUNTRY-TO-COUNTRY  CALLING 

Yes 

Yes 

Yes 

ELECTRONIC  MESSAGE  DELIVERY 

Yes 

Yes 

Yes 

INFORMATION  SERVICES- 

No 

Yes 

Yes 

MAKING  MORE  THAN  ONE  CALL  WITHOUT 
HAVING  TO  REDIAL  THE  CARD  NUMBER 

Yes 

Yes 

Yes 

SPEED  DIALING 

No 

Yes 

No 

VOICE  RECOGNITION  SERVICE 

No 

No 

Yes 

'  Includes  spo-s,  j.ec")er,  -lews,  and  stock  market  reports 
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•.  That's  called  progress. 
Another  service  many  card- 
ders  use  is  electronic  mes- 
re  delivery.  This  lets  you 
ord  a  message  for  delivery 
a  specified  number  at  a 
icified  time.  MCI,  for  exam- 
,  charges  $1.60  per  mes- 
re.  Many  cards  also  offer 
iference  calling,  which 
)ks  together  several  parties 
m  the  road.  Sprint,  which 
poses  a  maximum  sur- 
irge  of  $2.25,  is  the  only 
npany  that  offers  this  call- 
-card  service  without  the 
srvention  of  an  operator, 
^lore  features  are  on  the 
y.  In  addition  to  MCl's  con- 
rge  service,  AT&T  is  work- 
:  on  a  fax  mailbox.  Here's 
V  it  might  work:  Your  boss 
ids  a  fax  to  a  centralized 
nputer,  which  converts  it 
3  data.  Then,  when  you  ar- 
3  at  your  hotel,  you  call  an 
I  number  to  see  if  anything 
;  been  left  for  you.  If  you 
i  out  something  is  waiting 
re,  you  punch  in  the  num- 
■  of  the  hotel's  fax,  and  the 
aputer  will  forward  the 
ssage. 

ICE  DIAL.  Not  to  be  out- 
le.  Sprint  is  doing  field 
ts  with  50,000  customers  of 
;omputerized  system  that 
ierstands  spoken  com- 
nds.  Customers  dial  a  toll- 
5  Sprint  number  and  famil- 
ze  Sprint's  computer  with 
ir  voice  patterns.  Then, 
y  can  prompt  the  computer 
issociate  certain  voice  com- 
ids  with  specific  numbers, 
it  way,  customers  can  just 

"call  home"  or  "call  of- 
,"  and  Sprint's  computer 

dial  those  numbers, 
he  service  has  one  big  ad- 
tage.  It  makes  it  far  more 
icult  for  crooks  to  use 
r  card,  since  it  will  work 
[  with  your  voice.  But  the 
tern  may  not  understand 
r  voice  if  there's  a  lot  of 
kground  noise  where 
're  calling  from,  as  there 

ht  be  in  an  airport. 

s  computers  and  commu- 
ition  technology  become 
\  "easingly  sophisticated, 
ji  a  more  inventive  gimmicks 
j  surface.  Some  will  be 
I  '6  worthwhile  than  others. 
I  since  the  cards  are  free, 
I  can't  go  wrong  trying 
I  n  all  out.        Mark  Lewyn 


Leisure 


ANKLES  AWEIGH: 

NOTES  FROM  A  BUNGEE  JUMPER 


0  you  -want  to  fly?" 
asks  Mike,  the  bun- 
gee-jumping  opera- 
tor. His  voice  combines  the 
excitement  of^  the  moment 
with  the  boredom  of  repeat- 
ing himself  40  times  a  night.  I 
am  only  a  little  nervous  as  I 
stand  in  the  bucket  of  a  crane 
on  a  Manhattan  pier,  150  feet 
above  the  Hudson 
River.  This  is,  after 
all,  my  third  jump. 
My  first  two,  on  the 
South  Island  of  New 
Zealand,  a  birthplace 
of  modern  bungee 
jumping,  were  anoth- 
er matter. 

It  had  taken  me 
a  year  of  thinking 
about  bungee  jump- 
ing before  I  took  the 
plunge.  Whenever  I 
had  imagined  throw- 
ing myself  off  a 
bridge  with  only  a 
big  rubber  band  at- 
tached to  my  ankles, 
my  palms  had  begun 
to  sweat.  Even 
though  the  cords  had 
been  tested  to  with- 
stand more  than 
3,000  pounds,  the 
thought  of  putting 
my  life  on  that  thin 
line  was  scary. 

Bungee  jumping 
got  its  start  as  a  ritu- 
al practiced  by  "land  divers" 
on  Pentecost  Island  in  the 
South  Pacific.  The  sport  be- 
came popular  in  the  West  in 
the  late  1980s.  Now,  more 
than  75  companies  in  the  U.  S. 
arrange  jumps  off  bridges, 
towers,  cranes,  and  even  hot- 
air  balloons.  A  jump  usually 
costs  $50  to  $120,  depending 
on  the  height  and  location. 
But  at  Action  Park  in  Vernon, 
N.J.,  you  can  leap  off  a  75- 
foot  platform  for  just  $5. 
OVER  THE  EDGE.  Before  my 
first  jump — and  after  I  signed 
a  release  absolving  A.  J. 
Hackett  Bungy  Ltd.  from  li- 
ability— I  asked  myself:  Is  the 
excitement  worth  the  danger, 


however  small,  of  dying?  For 
me,  the  answer  was  yes.  But 
watching  people  hover  on  the 
edge  of  the  platform  as  they 
struggle  with  that  question 
makes  bungee  jumping  a 
great  spectator  sport. 

My  jump  that  day  was  143 
feet  off  the  Kawarau  Historic 
Bridge   near  Queenstown. 


First,  I  was 
weighed,  to  determine  the 
proper  bungee  cord.  Then,  as 
I  sat  on  the  platform  near  the 
center  of  the  bridge,  my  feet 
were  tightly  bound  together 
with  a  towel  and  tethered  to 
the  cord  by  a  nylon  strap  and 
carabiner,  a  common  piece  of 
mountaineering  equipment. 

On  the  platform,  the  opera- 
tor placed  my  feet  on  two 


painted  footprints  with  the 
toes  disappearing  off  the  edge 
and  told  me  to  dive  away 
from  the  bridge.  Then,  the 
countdown  began:  five- 
.  .  .  four  .  .  .  three  .  .  .  two.  ...  I 
dove  straight  out,  in  my  best 
imitation  of  Superman.  At 
first,  the  free-fall  was  exhila- 
rating. But  it  was  also  disori- 
enting, and  after  a  moment  I 
panicked.  I  wished  there  were 
something  to  grab  hold  of. 
The  sound  of  the  wind  was 
almost  deafening.  The  river 
and  rocks  below  rushed  to- 
ward me,  until  everything  be- 
came a  blur. 

HIGH  BOUNCE.  Sud 

denly,  the  world 
seemed  upside-down. 
The  river  was  reced- 
ing, and  now  I  was 
completely  confused. 
I  was  100  feet  up  in 
the  air  again  when  I 
realized  that  the  cord 
had  held. 

I  started  to  de- 
scend once  more. 
This  time,  there  was 
no  fear,  just  enjoy- 
ment. I  rebounded  up 
and  down  about  four 
more  times,  with 
each  rise  becoming 
smaller.  Finally,  the 
bungee  cord  had  no 
more  bounce,  and  I 
was  lowered  into  a 
raft,  where  my  feet 
were  untied. 

Is  bungee  jump- 
ing safe?  There 
have  been  acci- 
dents, but  they 
have  generally 
come  from  the 
mistakes  of  care- 
less operators. 
Today,  most  use 
dual  carabiners 
to  attach  your 
feet  to  the 
cord,  so  you  have  a 
backup.  That  was  the  system 
used  by  Adrenalin  Adven- 
tures East  and  P.  T.  Bungee 
Inc.  (800  3-BUNGEE)  for  my 
New  York  jump.  Many  opera- 
tors also  attach  a  harness  to 
your  waist. 

Over  the  Hudson,  my  palms 
are  dry,  and  my  heart  beats 
calmly  as  I  fly  out  toward  the 
skyline.  One  thing  about  bun- 
gee jumping:  It  gets  easier 
every  time.  Jay  Petrow 
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Smart  Money 

WHEN  YOU  BET  ON  COFFEE, 
USE  THE  OLD  BEAN 


Coffee  is  hot,  it's  percolat- 
ing— well,  you  get  the 
idea.  Coffee-futures  prices— 
now  hovering  at  a  mere  56$ 
a  pound — are  at  a  20-year 
low,  and  small  commodities 
players  believe  that  the  time 
has  come  to  bet  on  the  bean. 
Trading  in  coffee  futures  on 
New  York's  Coffee,  Sugar  & 
Cocoa  Exchange  has  explod- 
ed to  record  levels,  as  inves- 
tors wager  that  prices  have 
finally  bottomed  out. 

But  if  you're  thinking  of 
joining  the  speculative  fren- 
zy, grab  a  doughnut,  a  cup 
of  coffee — and  think  about 
something  else.  Wall  Street 
coffee  mavens  agree  that 
buying  into  futures  right 
now,  in  the  belief  that  a 
trough  has  been  reached,  is  a 
sure  way  of  getting  scalded. 


COfFEE  PRICES 


the  Gann  Theory  tend  to  car- 
ry the  day  in  the  commod- 
ities markets.  But  there  are 
also  plenty  of  fundamental 
reasons  to  steer  clear  of  cof- 
fee. Analysts  note  that  cof- 
fee-company inventories  are 
filled  to  the  brim,  so  roasters 
are  not  inclined  to  buy  up 
more  coffee  for  their  stocks 
(particularly  when  the  prices 
keep  going  down).  Coffee  ex- 
ports have  also  been  bounti- 
ful: currently  about  72  mil- 
lion bags  a  year,  each  bag 
weighing  132  pounds.  Coffee- 
growers  want  to  see  exports 
cut  to  62  million  bags,  but 
efforts  by  the  coffee-produc- 
ing and  coffee-consuming  na- 
tions to  reach  an  accord  that 
would  lower  production  are 
getting  nowhere.  The  Inter- 
national Coffee  Organiz- 
ation, which  represents  72 
nations,  adjourned  its  meet- 
ing in  London  on  June  26 
without  making  much  head- 
way toward  an  agreement  on 
exports. 

The  last  international  cof- 
fee accord  expired  in  1989, 


"Sure,  the  market  looks 
cheap.  It  also  looked  cheap 
at  75$,"  says  Judith  Gaines, 
a  Merrill  Lynch  coffee-fu- 
tures analyst. 

MORE  DREGS.  There's  a  tech- 
nical term  for  "cheap  stuff 
tends  to  get  cheaper":  the 
Gann  Theory.  It  holds  that 
when  contracts  are  at  new 
lows,  there  is  a  greater  prob- 
ability of  making  money  by 
selling  than  by  buying.  In- 
deed, investment  pros  have 
been  making  money  in  coffee 
for  most  of  the  past  three 
years  because  prices  have 
steadily  declined. 
Technical  factors  such  as 


and  the  latest  talks  didn't  ex- 
actly overflow  with  success. 
The  only  agreement  was  to 
meet  again  on  July  29.  Even 
if  a  coffee  pact  is  hammered 
out,  it  would  have  to  be  rati- 
fied by  both  the  producers 
and  consumers. 

And  Congress  is  unlikely 
to  okay  coffee  quotas  the 
producers  want  but  Ameri- 
can roasters  oppose.  Notes 
Gaines:  "There's  more 
chance  of  a  frost  in  Brazil 
than  there  is  for  an  agree- 
ment' So  if  you  want  to 
speculate  in  coffee,  go 
ahead — but  pray  for  bad 
weather.  Gai-y  Weiss 


Health 


STINGLESS  SCREENS 
AND  SUNLESS  TANS 


Tired  of  sunscreen-laden 
sweat  dripping  into  your 
eyes  as  you  serve  a  ten- 
nis ball?  Or  perhaps  you'd 
like  a  deep,  dark  tan  without 
frying.  The  sunscreen  indus- 
try, in  a  quest  to  refine  its 
formulas,  has  some  new  prod- 
ucts that  can  help. 

To  take  the  sting  out  of 
your  sweat,  try  one  of  several 
"sport"  sunscreens.  These 
form  a  porous  film  that  binds 
with  the  skin,  so  you  sweat 
through  them.  The  new  for- 
mulas are  sold  under  such 
names  as  Coppertone  Sport 
(about  $4  to  $6  for  4  ounces) 
and  Bain  de  Soleil  Sport  Lo- 
tion ($8.30  for  3'/8  ounces). 

Even  more  popular  are  lo- 
tions that  bronze  you  without 
the  sun.  Smoother  and  more 
natural-looking  versions  of 
QT,  an  early,  orangy  slather- 
on  tan  from  Coppertone,  they 
include  Estee  Lauder's  Self- 
Action  Tanning  Spray  ($19.50 
for  4  ounces)  and  Hawaiian 
Tropic  Self  Tanning  Milk 
($7.75  foi  6  ounces). 
SCREEN  TESTS.  These  contain 
dihydroxy  ace  tone  (l»H..\), 
which  darkens  the  skin  by  in- 
teracting with  its  amino  acids 
and  proteins.  Sunless  tans 
won't  wash  away  but  will 
fade  as  the  top  layer  of  skin 
gets  sloughed  off.  Beware: 


Fake  tans  don't  protect  yo 
from  burning — you  still  nee 
a  sunscreen  outdoors. 

Of  course,  you  can  still  bi 
regular  sunscreens.  Like  tl 
dripless  sport  versions,  mo 
absorb  rays  of  ultraviolet  (U 
light  before  they  reach  tl 
skin.  The  sun  bombards  y( 
with  two  kinds:  UVA,  whi 
may  cause  some  skin  damag 
and  the  much  more  powerf 
UVB,  which  will  actually  bui 
The  ingredient  para-amin 
benzoic  acid  (PABA)  is  the  mo 
effective  UVB  block,  but 
doesn't  absorb  UVA  rays  a 
may  irritate  the  skin.  Cini 
mate,  benzophenones,  and 
licylates  don't  absorb  as  mv 
UVB  but  do  soak  up  some  U\ 

Doctors  say  to  look  fori 
sun-protection  factor  (SPF)  f 
at  least  15  and  a  waterprq 
label.  SPF  15  means  you 
stay  in  the  sun  15  times | 
long  as  it  would  norma 
take  you  to  burn.  Scre^ 
above  15  block  a  greater 
centage  of  burning  rays,  1| 
the  incremental  different 
are  small.  Waterproof  scred 
should  retain  their  SPF  ei 
after  80  minutes  of  sv 
ming.  Whatever  brand 
choose,  sunscreens  take 
to  work,  so  remember  to 
ply  them  15  to  30  minutes ! 
fore  you  go  out.     Pam  Blf 
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DIFFERENT  PLATFORMS. 

ONE  SPREADSHEET. 


1  Lotus  1 

imliEBB 

Personal  Business 


Years  ago,  if  you  were 
stuck  in  mud,  you 
called  Triple  A  to  pull 
you  out.  A  pesky  carburetor? 
Off  to  the  local  gas  station, 
compliments  of  the  American 
Automobile  Assn.  For  a  few 
dollars  a  year,  this  Red  Cross 
of  the  highways  jumped  bat- 
teries, delivered  gas,  fixed 
flats,  and  posted  bail  for  high- 
balling motorists  hauled  be- 
fore the  Judge  Roy  Beans  of 
rural  America. 

AAA  is  still  around,  33  mil- 
lion members  strong.  But 
these  days,  a  lot  of  other  auto 
clubs,  for-profit  ones,  have 
popped  up.  Many  are  cheaper 
than  the  nonprofit  AAA  and 
offer  competitive  if  not  supe- 
rior services.  These  clubs, 
perhaps  30  in  number  and 
growing,  appeal  to  those 
demanding  the  sort  of  luxu- 
ry roadside  service  increas- 
ingly available  to  high-end 
new-car  owners  through 
their  warranties.  Such  fea- 
tures as  reimbursement  for 
lodging,  meals,  and  alternate 
transportation  in  the  event  of 
an  accident  while  traveling 
away  from  home  are  now 
standard  at  many  clubs. 
BOND  VOYAGE.  All  the  clubs 
offer  a  variety  of  services — 
anything  from  trip  planning 
to  discounts  on  hotels,  rental 
cars,  and  even  movie  tickets. 
But  the  two  most  important 
features  you  should  look  for 
are  towing  (which  includes 
roadside  services  such  as 
jump-starts  and  fixing  flats) 
and  trip  interruption  cover- 
age. The  latter  is  the  newest 
wrinkle  in  auto  clubs  and  re- 
imburses members  from  $300 
to  $1,000  for  trip  expenses  in 
the  event  of  an  accident  at 
least  50  or  100  miles  away 
from  home.  The  Allstate  Mo- 
tor Club,  for  example,  offers 
a  $59.95  membership  that 
pays  a  driver  and  spouse  up 
to  $1,000  in  expenses  for  an 
accident  100  miles  from  home. 
Some  plans  only  allow  reim- 


Travel 


ROADSIDE  TROUBLE? 
WHO  YA  GONNA  CALL? 


bursement  for  car  rental.  So 
check  whether  the  plan  you 
choose  covers  the  cost  of  com- 
pleting the  trip  by  air.  U.  S. 
Auto  Club  (USAC),  for  one,  will 
foot  the  bill  for  airfare.  Some 
clubs  are  also  considering  trip 
interruption  for  breakdowns 
as  well  as  accidents 
Amoco  Premier  Motor 
Club  already  of  ^.,£=--=^ 

' 


rage.  You  sign  off,  not  having 
to  reach  into  your  pocket  for 
$20  or  $50.  (The  charge  for  a 
five-mile  tow  at  night  in  18 
major  cities  averages  $45. 


Club/Phone 

Membership 

Towing     Trip  interruption  benefit 

AAA, 

$18-$68 

Varies  by  club 

Varies 

AAA  PLUS 

$18-$25  extra 

100  miles 

$700 

Check  local  listing 

(Individual) 

ALLSTATi 

$39.95* 

$50 

$500 

800  347-8880 

$59.95* 

$100 

$1,000 

AMOCO, 

$49.95* 

5  miles/$50 

None 

PREMIER 

$74.95* 

50  miles/$100 

$500* 

800  334-3300 

CROSS  COUNTRY 

$35* 

$35 

$500 

800  833-5500 

$45* 

$50 

$500 

$60* 

$100 

$500 

MONTGOMERY  WARD 

$52* 

10  miles/ $80 

$1,000 

800  621-5151 

USAC 

$74.95 

$100 

$1,000 

800  348-5058 

(Family) 

*Cover$  husband  and  wife 

DATA;  BW 

fers  both  types  of  coverage. 

In  towing,  the  best  plans  in- 
volve no  fuss  and  no  cash. 
The  tow  truck  takes  your  car 
where  you  want  to  go,  be  it  a 
dealership  or  your  driveway, 
rather  than  to  a  particular  ga- 


USAC  is  on  the  generous 
side,  allowing  up  to  $100  per 
tow,  or  about  25  miles.  The 
member  either  can  use  one  of 
the  trucks  in  USAC's  14,000- 
tower  network  or  choose  an 
independent  and  get  reim- 


bursed, an  important  optic 
USAC  costs  $74.95  a  year  ar 
covers  an  entire  family.  Cro: 
Country  Motor  Club  allov 
$35  per  tow  on  its  $35  mei 
bership  plan  for  a  husbai 
and  wife.  The  driver  pays  tl 
overage.  A  $45  plan  allov 
$50;  a  $60  option,  $100. 

AAA  clubs  have  varying  'j 
cal  rates  and  rules,  but  thij 
tend  to  be  less  generous  a^ 
to  favor  their  14,000  towii 
contractors.  It  will  usua' 
cost  extra  to  have  your  c 
towed  where  you  choose,  a; 
you  may  not  get  reimburs 
if,  stranded,  you  use  an  un 
filiated  tower. 
PRICEY  MILES.  In  Chicago,  t 
club  member  gets  the  firsi 
miles  free,  then  pays  $2.5C 
mile.  In  Northern  New  J 
sey,  a  tow  to  the  operato 
garage  is  free,  but  to  go  el 
where  it's  $5  for  the  first  nr 
and  $1.50  for  each  additio: 
one.  In  Atlanta,  a  tow  to  ( 
station  is  free  up  to  10  mil 
then  costs  $2  a  mile. 

k.Kk  isn't  cheap.  That  Chi 
go  membership  costs  $52, 
there's  a  $12  charge  for 
spouse  and  another  $22  fo 
driving-aged  child.  The  fan 
package  sells  for  $9 
also  has  its  Plus  progn 
which  features  a  higher  le 
of  benefits  but  costs  m( 
While  Plus  offers  a  flat 
100  miles  of  towing,  t 
pushes  the  single  Chic; 
membership  up  to  $76,  \ 
the  family  paying  $126.  In 
lanta.  Plus  will  cost  a  coi 
$108  the  first  year  and  $c 
subsequent  years.  This 
seem  steep,  considering 
many  auto  insurance  plan 
fer  roadside  service  opt 
for  a  few  dollars  a  year 

As  competition  continue 
heat  up  among  the  clubs, 
efit  levels  are  expected  t( 
crease  further.  As  Cha 
Kuebler,  president  of  US 
Motoring  Division  Inc.,  s 
"People  don't  like  the  ni( 
and-diming."  E.  S. 


Worth  Noting 


■  FINANCE  ON  THE  FLY.  PaSSOn- 

gers  on  11  U.S.  carriers  and 
Air  Canada  can  now  use  GTE's 
on-board  Airfones  to  listen 
to  a  60-second  roundup  of 


stock  market  activity.  Reports 
are  updated  every  30  minutes. 
At  $3  per  call,  you  can  also 
dial  up  news,  sports,  and 
weather. 

■  TAX  FLIP-FLOP.  Sole  propri- 
etors can  now  deduct  tax- 
preparation  costs  in  full  on 


Schedule  C,  says  the  IRS.  For- 
merly, costs  were  lumped 
with  miscellaneous  deduc- 
tions, where  only  the  amount 
above  2%  of  adjusted  gross  in- 
come could  be  deducted. 
■  BACK  AID.  With  a  padded 
support  for  your  spine  and 


cloth  loops  that  fit  over 
knees,  a  beltlike  device  cs 
Back-Up  reduces  mu 
strain  when  you  sit  for 
periods.  The  results:  impr 
posture,  fewer  backac 
About  $40,  it's  from  >J 
Chair,  800  722-2587. 
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dex  to  Companies 

dex  gives  the  starting  page  for  a  story  or  fea- 
ith  a  significant  reference  to  a  company.  Most 
iaries  are  incJexed  under  their  own  names, 
anies  listed  only  in  tables  are  not  included. 
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Materials  120 
Microbiology  130 
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27 
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12 

)ratories  136 
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5 
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rways  35 
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imunicotions  142 

147 

Ip  130 


tireless  44 

•  Lumber  Soles  114 

Golf  32 
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'1  Real  Estate  124 
inhottan  127 
Broadcasting 

134 
38 

»1,127 
2 

'3nadian 
e  112 

3  36,38,50,  112 

i  Licensing  36 
)mes  30 


Compaq  34,  132 

Computer  Associates 

international  132 
Computer  Consoles  142 
Computer  Intelligence  34 
Continental  Airlines  112 
Coopers  &  Lybrand  22 
Coppertone  148 
Credit  Suisse  127 
Credit  Suisse  Financial 

Products  127 
Cryptologics  139 


Daimler-Benz  45,  50 
DEC  43 

Dell  Computer  34,  132 
Dentsu  42 
Du  Pont  Merck 
Pharmaceutical  114 


Eastman  Kodak  142 
Emerson  Electric  44 
Endesa  50 
Equifax  38 

Equitable  Life  Assurance 

Society  32 
Estee  Lauder  1 48 
Executive  Life  124 
Exxon  50 


Federal  Express  142 
Fiat  50 

First  Boston  127 
First  Data  32 
FMC  132 

Foreign  &  Colonial  Investment 

Trust  50 
Fujitsu  43 

G 


Galeries  Lafayette  35 
GE  50,  110,  124 
General  Electric 
Investment  32 
Gillette  10 
GM  27,32,38,  139 
Goldman  Sachs  32 
GPA  Group  32 
Groupe  Bull  43 
Grundig  43 
Gruner  &  Jahr  45 
GTE  150 

Gulfstream  Aerospace  32 

H 


Hanson  50 
Henderson  Land  50 
Hewlett-Pockord  27,43,142 
Hilltop  Steak  House  32 
Hitochi  42,43,  136 
Hong  Kong  Land  50 
Hughes  Aircraft  30 


Iberdrola  50 

IBM  34,  43,  45,  120,  142 


ICL  43,50 
InfoCorp  132 
Inland  Steel  38 
Intel  120,  154 


Jardine  Matheson  50 


Kennometal  27 

Kidder  Peabody  124 

KLM  Royol  Dutch  Airlmes  110 

Knisley  Associates  10 


Lam  Research  120 

Lipton  112 

Lord  Fletcher's 

Lotus  Development  132 

Loveladies  Harbor  31 

LTV  38 

M 


Macy's  124 

Matra  43 

Matrix  Churchill  27 

McDonald's  130 

McDonnell  Douglas  30,  49 

McGraw-Hill  24 

MCI  Communications  112, 

134,  146 
Mead  Data  Centrol  139 
Merrill  Lynch  22,  23,  124 
Metropolitan  Life 

Insuronce  124 
Michelin  50 
Microsoft  34,  132 
MMS  Internahonal  24 
Montedison  50 
Moody's  Investors 

Service  110,  127 
Morgan  Stanley  32,  34,  50 
Motorola  43 

N 


Nada-Chair  150 

National  Semiconductor  139 

NBC  112 

NEC  43,  136 

Nestle  112 

Newsday  142 

New  York  Times  142 

Nike  36 

Nippon  Telegraph  & 

Telephone  50 
Nokia  43 

North  Central  Trust  10 
Northern  Telecom  43 
Northwest  Airlines  35,110 
NYSE  134 


O'Connor  &  Associates  127 
Oceon  Spray  1 12 
Olivetti  43 


Reebok  112 
Rockwell  27 

Royal  Dutch/Shell  Group  50 


Schultz  Sav-O  Stores  10 
Sequoia  Systems  38 
Sherwood  Research 

Group  34 
Shiseido  1 36 
Siemens  43 
Simat  Helliesen  & 

Eichner  110 

Smith  Barney  Harris 
Uphom  112 

Smithfield  Foods  130 

Software  Publishing  132 

Solectron  120 

Sony  43,  136,  146 

Sound  Marketing 

Services  112 
Soundview  Financial 

Group  34 

Spiegel  146 

Sprint  134,  146 

SRI  International  136 

Standards.  Poor's  110,  130 

Standard  &  Poor's 
Compustat  50 

Sumitomo  Life  Insurance  42 

Sun  Microsystems  43 

Swire  Pacific  50 

Swiss  Bank   1 27 


PaineWebber  Group  32 
Polos  Verdes  Developers  30 
Panasonic  43 
PepsiCo  112 
Philip  Morris  50 
Philips  43 

Prudential  California 

Realty  30 
Piudential  Insurance  124, 

128, 130 

Pryco  50 


Tektronix  27 
Thomson  43 
Thorn  Apple  130 
Tiffany  146 
Toshiba  136,  139 
Toyota  50 
Ttans  World  35 
TRW  38 

Turner  Broodcostrng 
System  36 

u 


UBS  Asset  Monogement  128 
Union  Bonk  of 

Switzerland  127 
Unisys  142 
USAir  35 
U  S  West  142 
USX  38 


Vouxholl  Motors  142 
Volkswagen  44,  45 

w 


Wol-Mort  35,50,  112 
Warner  Music  Group  112 
Wellcome  32 
Wharf  Holdings  50 
William  Bloir  130 
Wmn-Dixie  122 
WordPerfect  132 


Zocks  Investment  128 


NEED  SOME  HELP 
SPRUCING  UP 
YOUR  IMAGE? 

Less  than  ten  percent  of 
Americans  believe  companies 
are  taking  appropriate  steps  to 
protect  the  environment. 

If  you'd  like  to  do  some- 
thing to  help,  please  call  Rick 
Crouse,  Kurt  Redenbo  or  Cindy 
Krick  today  at  Global  ReLeaf, 
202-667-3300.  We  can  pro- 
duce a  tree-planting  or  tree- 
care  program  with  you  that 
will  rebuild  damaged  ecosys- 
tems in  our  cities,  rural  areas 
and  overseas. 


202  667  3300 

GU©5AL 

BUSINESS  WEEK/JULY  13,  1992  151 


AFTER  PUTTING  EACH  OF  OUR 
HOTELS  THROUGH  900  DIFFERENT 
TESTS  THERE'S  ONE  MORE 
THING  WE  DEMAND  OF  THEM. 


It's  not  easy  to  become 
a  Preferred  Hotel. 

To  be  accepted  for 


membership  a  hotel  must        more  than  1700  American 
submit  to  one  of  the  most       Express  travel  locations* 
exhaustive  and  demanding      worldwide  to  help  guests 


examinations  imaginable. 

If  they  pass  these 
tests  (90%  do  not),  there's 
one  last  condition  they  must 
meet:  They  must  welcome 
the  American  Express'  Card. 


with  travel  plans.  Plus,  only 
the  American  Express  Card 
offers  Global  Assist^'^^  for 
worldwide  emergency  medi- 
cal and  legal  referrals. 
There  are  over 


You  see,  the  American      300,000  hotels  and  resorts 


Express  Card  is  accepted 
everywhere  Preferred  Hotels' 
are  located.  And  there  are 


mm:) 

Hotels  &  Resorts 

'Woi\L^IDE 


Cards 


in  the  world.  At  present, 
only  105  are  Preferred.  And 
every  one  of  them  proudly 
welcomes  the  American 
Express  Card. 

For  a  free  directory 
of  all  105  Preferred  Hotels 
and  Resorts  Worldwide,  call 
1-800-237-7254. 

Or  call  your  travel 
agent  and  ask  if  there's  a 
Preferred  Hotel  where  you're 
planning  to  visit.  And  be 
sure  to  ask  for  an  American 
Express'  Card  Assured 
Reservation**  when  you  call. 


♦Travel  Service  locations  of  American  Express  Travel  Related  Services  Company.  Inc.,  its  affiliates  and  Representatives. 
**Be  sure  to  ask  about  restrictions  and  cancellation  requirements  when  you  call. 
©1992  Preferred  Hotels"  &  Resorts  Worldwide.  All  rights  reserved. 


westment  Figures  of  the  Wee 


MENTARY 

'ock  ond  bond  markets 
d  o  modest  recovery,  as  in- 
rs  wagered  on  ever-lower 
tst  rotes.  The  Dow  Jones  in- 
al  overage  climbed  37.5 
son  June  29,  rising  above  the 

mork  for  the  first  time  since 
1  6-  The  surge  come  after  the 
nerce  Department  reported 
ew-home  sales  hod  fallen 

in  May.  Bond  prices  rose  on 
jws,  and  the  dollar  weak- 

The  markets  rallied  again  on 

,  as  trad-^rs  speculoted  that 
jderol  Reserve  would  move 

interest  rotes 


STOCKS 

June      Dec.      June  June25-Julyl 


km 


52-week  change 
+9.4% 


ri- 


415  1500 
412 


II 


]  -week  change 
+  2.2% 


BONDS 

June      Dec.      June      June  25-July  1 


52-week  change 
+  7.6% 


1  -week  change 
+0.8% 


THE  DOLLAR 

June       Dec,      June      June  24-July  1 


  1400  90 

r^r^^'395  23 


52-week  -change 

-8.6% 


1  week  change 
-1.1% 


HRKET  ANAIYSIS 

STOCKS 

Latest 

%  (hange 
Week  52-weel< 

JONES  INDUSTRIALS 
OMPANIES  (Russell  1000) 
I  COMPANIES  (Russell  2000) 
OMPANIES  (Russell  3000) 

3354.1 
218.1 
189,6 
231.8 

1,9  12,8 
2,4  10,8 
1,7  12,7 
2,4  109 

EIGN  STOCKS 

latest 

%  change  (locol  <urren<y) 
Week  S2-week 

ON  (FINANCIAL  TIMES  100) 
)  (NIKKEI  INDEX) 
NTO  (TSE  COMPOSITE) 

1756,3 
16,325.1 
3387,7 

-30.7  -28,6 
3  0  -32.0 
14  -3.0 

DUSTRY  GROUPS 

t-WEEK  LEADERS 

%  change 
4.week  52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

3.63% 

3.72% 

5  7% 

30-YEAR  TREASURY  BOND  YIELD 

7.75% 

7.82% 

8,4% 

S&P  500  DIVIDEND  YIELD 

3.02% 

3.05% 

3,4% 

S&P  500  PRICE/EARNINGS  RATIO 

25.5 

24,7 

18  0 

TECHNICAL  INDICATORS 

latest 

Week  ago 

Rending 

S&P  500  26-week  nnoving  average  411,1  411,3  Negative 

Stocks  above  26-week  moving  average            39.3%               36,8%  Neutral 

Speculative  sentinnent:  Put/call  ratio                 0,43                  0.52  Positive 

Insider  sentiment:  Vickers  sell/buy  ratio            2.13                  2,13  Neutral 


RIDGE  INFORMATION  SYSTEMS  INC 


Strongest  stock  in  group 


%  change 
4-week  52-week 


Price 


I  INSURANCE 

9.5 

34.2 

TORCHMARK 

17.5 

40.7 

67  % 

EL 

7.0 

24.2 

ARMCO 

16.7 

36.6 

7 

9PERTY-CASUALTY  INSURERS 

5  9 

5.6 

USF&G 

18.8 

58.3 

14  1/4 

TALS 

5.4 

8.8 

CYPRUS  MINERALS 

16.3 

30.3 

28  '/2 

iCIALTY  APPAREL  RETAILERS 

4.5 

-5.2 

LIMITED 

7.7 

-19  5 

22  3/4 

t-WEEK  LAGGARDS 

%  change 
4-week  52 

week 

Weakest  stock  in  group 

%  change 
4-week  52-week 

Price 

ICKING 

-13.3 

8.2 

CONSOLIDATED  FREIGHTWAYS 

-16.9 

-19.5 

12  % 

tNISHINGS  AND  APPLIANCES 

-12.5 

10.3 

FEDDERS 

-32  8 

-48.0 

4  % 

lLUTION  CONTROL 

-9.6 

-8.5 

WASTE  MANAGEMENT 

-1  1.5 

-7.9 

33  Vs 

TRUMENTATION 

-9.5 

29.4 

TEKTRONIX 

-13.0 

-33  0 
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AND  GAS  DRILLING 

-9.3 

-14.5 

ROWAN 

-17.2 

-28.4 

6 

TUAL  FUNDS 


MORNINGSTAR  INC 


ERS 

LAGGARDS 

eek  total  return 

% 

Four-week  total  return 

% 

INGTON  STRATEGIC  SILVER 

6.6 

G.  T.  LATIN  AMERICA  GROWTH 

-13.9 

iHMORE  PRECIOUS  METALS  INDEX  PLUS 

6  2 

FIDELITY  SELECT  COMPUTERS 

-13  0 

ELITY  SELECT  AMERICAN  GOLD 

5  8 

STEADMAN  OCEANOGRAPHIC  TECHNOLOGY 

12  9 

iV  total  return 

% 

52-week  total  return 

% 

cLITY  SELECT  REGIONAL  BANKS 

56.9 

LEXINGTON  STRATEGIC  INVESTMENTS 

-49.3 

ELITY  SELECT  SAVINGS  &  LOAN 

54.6 

UNITED  SERVICES  GOLD  SHARES 

-36.2 

EDOM  REGIONAL  BANK  B 

47.9 

G.  T.  JAPAN  GROWTH 

-28  5 

4-woek  total  return 


Average  fund 
52-week  total  return 


TIVE  PORTFOLIOS 


amounts 
sent  the  present 
of  $10,000 
ed  one  year  ago 
h  portfolio 

'toges  indicate 
ly  total  returns 


Ti'easury  bonds 
$11,776 

+0.74% 


U.  S.  stocks 
$11,136 

+  1.01% 


m 

Foroiuii  stocks 
$10,923 

+  1.31% 


nil 


Money  market  funt 
$10,393 

+0.06% 


DATA  RESOURCES  INC. 


Gold 
$9,307 

-0.15% 


on  this  page  are  as  of  market  close  Wednesday,  July  1,  1992  unless  otherwise  indicated 
groups  include  S&P  500  companies  only,  performance  and  sfiare  prices  ore  as  of  market  close 


June  30.  Mutual  fund  returns  ore  os  of  June  26  Relative  portfolios  are  valued  as  of  June  30  A  i 
detailed  explanation  of  tfiis  page  is  available  on  request. 
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IMMIGRANTS  HAVE  WORLDS  TO  OFFER 


Immif^ration  fatigaie  is  weiKhiiiK  upon  many  Americans, 
i'oll()win<?  the  arrival  of  a  near-recoi-d  10  million  immigi'ants 
since  1980.  Fly  from  Portland,  Ore.,  to  Los  Angeles,  where 
44%  of  the  adults  are  foreign-lx)iTi,  or  chive  from  Coral  Springs, 
Fla.,  to  Miami,  where  70%  of  adults  are  horn  abroad,  anrl  the 
sense  of  entering  a  different  country  is  vei-y  real. 

Too  real  for  (i8%  of  this  nation's  population,  who  now 
think  immigration  is  "bad"  for  the  country,  according  to  a 
BUSINESS  WEP:K/HatTis  poll  (page  119).  Ar*e  they  right?  Fi'om 
the  standpoint  of  the  overall  economy,  the  answer  is  a  r-e- 
sounding  "no."  Immigration  has  proved  to  be  a  powei'fril,  per- 
vasive economic  stimulant.  Yet  it  would  be  unwise  to  simply 
deny  the  pain  of  immigration  that  our  society  is  experi- 
encing. It  would  be  even  more  unwise  to  leave  it  to  know- 
nothing  bigots  to  give  voice  to  what  two-thirds  of  the  people 
are  feeling. 

The  heated  public  debates  over  multiculturalism  and  l)ilin- 
gual  education  in  public  schools  reflect  a  deep  social  anxiety. 
The  fear  is  that  i-ecent  immigrants  l)y  virtue  of  their  sheer 
number-s  and,  in  some  cases,  through  their  own  choice  are 
resisting  the  assimilation  of  core,  shared  Amei-ican  values, 
especially  the  desire  to  speak  English.  People  also  are  con- 
cerned that  in  an  era  of  high  social  need  and  low  financial  re- 
sources, the  exti'a  bui'den  placed  on  social  services,  especial- 
ly the  schools,  by  the  large  number  of  immigrants  who 
speak  limited  English  may  be  too  great. 

FAST  ASSIMILATION.  To  judge  by  the  newcomers'  remark- 
al)ly  successful  record  in  the  glol)ally  competitive  top  half  of 
the  U.  S.  economy— such  industries  as  high  technology,  indus- 
trial design,  biotechnology,  and  advertising— there  isn't  much 
of  a  problem.  The  new  immigrants'  attitudes  toward  educa- 
tion and  work  represent  values  that  are  as  American  as 
you  can  get.  A  (juai'ter  of  all  immigrants  have  college  de- 
gi-ees,  slightly  higher  than  the  average  for  native-born  Amer- 
icans. Engineers,  scientists,  and  enti'epreneurs  h-om  overseas 
have  been  critical  to  the  gi'eat  success  of  hundreds  of  comput- 
er, l)iotech,  and  software  companies.  To  take  just  one  exam- 
ple, Andrew  S.  Grove,  founder  of  Intel  Corp.,  is  from  Hun- 
gary, and  his  company  is  staffed  with  people  born  in  India, 
Taiwan,  and  elsewhere.  With  their  bilingual  skills,  family 
ties,  and  knowledge  of  how  things  get  rlone  overseas,  immi- 
grants are  making  imi)ortant  contributions  in  exporting 
Made-in-the-usA  goods  and  services,  es])ecially  to  the  fast- 
growing  Latin  American  and  Asian  markets.  Immigrants 
also  are  bringing  new  energy  to  our  aging  cities  by  setting 
up  businesses  and  l)uying  real  estate.  Without  them,  the 
nation's  10  largest  cities  would  have  shrunk  by  6.8%  in  the 
past  decade,  instead  of  gi'owing  l)y  4.7%.  Immigi'ants  pay  an 
estimated  $90  l>illion  in  taxes,  compared  with  the  $5  billion  in 
welfare  benefits  they  receive.  So  if  building  new  companies 
and  generating  jobs,  profits,  and  taxes  to  pay  for  social  ser- 
vices are  American,  these  immigi'ants  are  probably  assimilat- 
ing as  fast,  or  perhaps  even  faster,  than  our  grandparents 
did. 


The  picture  is  less  clear  at  the  bottom  half  of  the  econo 
my,  which  is  undei'  severe  pressure  as  the  competitive  fore 
es  of  globalization  sweep  across  America,  dr\  ing  up  un 
skilled  jobs  and  putting  downward  pressure  on  wages 
While  about  one-quarter  of  the  past  decade's  new  immi 
gi-ant  workers  had  college  degrees,  about  one-third  actually 
dropped  out  liefore  graduating  from  high  school.  Many  onH 
finished  the  fifth  or  sixth  grade.  These  immigrants  tend  t 
be  non-English-speaking,  sometimes  V)arcly  literate  in  thei 
own  native  languages,  less  able  and  less  willing  to  adai)t  t 
American  culture,  and  more  of  a  burden  on  social  services 
Of  coiu'se  it  is  tme  that  an  advanced  degi'ee  is  not  a  prerec 
uisite  for  becoming  an  entrepreneur.  Many  of  these  imm 
grants  have  proved  extremely  adept  at  using  their  extenc 
ed  families  to  pool  resources  and  start  their  own  sma 
lousinesses  on  city  streets.  Yet  many  others  are  joining  tei 
of  millions  of  poorly  educated  and  low-skilled  Americans  i 
the  bottom  of  the  ladder,  competing  for  a  shrinking  numlx 
of  poorly  paid  jobs.  Some  73%  of  African-Americans  h 
lieve  that  immigrants  are  taking  jobs  away  from  them,  a 
cording  to  the  BW/Har"ris  poll. 

NEPOTISM?  So,  does  America  have  an  immigration  "i)rc 
lem"?  By  and  large,  no.  This  nation  of  immigrants  is  benet 
ing  nicely  from  its  infusion  of  new  peoples.  But  there  a 
changes  in  public  policy  that  can  impi-ove  the  situatic 
Right  now,  62%  of  all  legal  immigi'ants,  including  political  r 
ugees,  are  granted  visas  solely  on  the  basis  of  their  fam 
ties  to  people  already  living  in  the  U.  S.,  while  only  17%  { 
admitted  on  the  basis  of  job-related  skills.  While  that  i 
pears  to  be  fair  to  those  with  family  already  in  the  U.  S.,  1 
policy  resembles  nepotism  to  the  millions  of  other,  would 
immigrants  around  the  world  who  are  now  locked  out 
America.  The  law  already  restricts  the  definition  of  "fami 
to  immediate  relatives.  Cutting  back  the  quota  based  sol 
on  family  would  open  up  immigration  slots  for  others 
boosting  the  number  of  people  allowed  to  iir.nugrale  on 
basis  of  skills.  That  would  make  the  immigration  stand» 
more  merit-based.  II 
By  doubling  the  joercentage  of  skills-based  immigratfl 
the  U.S.  would  also  permit  a  greater  number  of  Eastern  m 
ropeans  into  the  country.  That  would  help  many  people  caiifi 
up  in  the  turmoil  of  the  end  of  communism,  just  as  the  If 
immigration  law  helped  millions  of  Asians  and  Latin  Am; 
cans  caught  up  in  the  conflicts  of  their  own  countries  dui; 
the  '70s  and  '80s.  Finally,  the  school  systems  of  gatewa,\-  oi' 
that  bear  the  brunt  of  immigration  should  receive  sptj; 
federal  as.sistance  for  ])ilingual  programs  that  heli)  chikj' 
make  the  transition  to  classes  conducted  in  English.  Therek 
be  no  denying  the  ])ain  of  immigration,  both  for  the  inM 
grants  who  must  discard  some  of  their  cherished  traditiorH 
their  new  world  and  for  mainstream  Americans  who  mustH| 
just  to  the  newcomers.  But  for  an  immigrant  society  suclHj 
ours,  the  pain  is  more  than  worth  it.  Immigration  is  revilH|_ 
ing  America.  H 
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Hyundai:  Your  Glob<i: 


Hyundai  has  grown  into  one  of  the  largest  and  mo 
innovative  industrial  business  groups  in  the  world. 
We  design  and  manufacture  cars,  ships  and  machi;  ? 
industrial  plants  and  petrochemicals,  robots,  comp 
and  telecommunications  systems.  ^ 


LOST  JOBS  CONSUMER  THE  REAL  THE  LIST  GOES  ON: 

JUST  AREN'T  BALANCE  SHEETS  ESTATE  NO  WONDER  THIS 

COMING  ARE  WORSE  THAN  SLUMP  IS  REBOUND  FEELS 

BACK  THEY  LOOK  DEEPENING  LIKE  RECESSION 

ay  3S0Hwiyd  02b 
AyvyQn  ongnd  awvoNiiyng 

8Z9Z     22JL  26330       09ITT850T  Z090 


Staying  competitive.  It's  the  greatest  challenge  your  company  faces,  ^tow  can  you  bring  four  products  h 
market  faster?  How  can  you  do  more  with  less?  How  can  you  get  more  out  of  your  existing  technology 


investment?^  The  solution  is 


lotes^  software.  The  flexible,  workgroup  computing  environment 


that's  giving  companies  precisely  what  they're  looking  for...a  competitive  advantage.  Quite  simply,  Lotus 


Notes  allows  people  to  work  together  better.  Regardless  of  their  workgroup  size,  their  location  or  the 


networks  they're  tied  to.  With  it,  you  can  quickly  d^lop  a\ 


variety  of  applications  that 


facilitate  information  sharing.  Applications  such  as  lead  tracking,  product  planning  and  quality 


management.  All  of  which  means  this  breakthrouc 


improve  the  decisions  you  make  and 


the  actions  you  take.  While  leveraging  the  technological  resou 


place  within  your 


organization.  Notes  runs  on  all  the  most  popular  networks  and  in  Windows"  and  0S/2:..with  Macintosh" 


!a|pon 


and  UNIX'  on  their  way.  And  it  costs  less  than  $500  per 


And  give  your  organization 


Notes 


fc)  1992.  Lotus  Development  Corporation.  All  rights  reserved.  Lotus  and  Lotus  Notes  are  registered  trademarks  of  Lotus  Development  Corporation.  Windows  is  a  lrademark  of  Microsoft  Corporation.  OS/2  is  a  registered 
trademark  of  International  Business  NAacfiihes  Corporation.  Macintosli  is  a  registered  trademark  of  Apple  Computer,  Inc.  UNIX  is  a  registered  trademark  of  UNIX  Systems  Laboratories,  Inc.  In  Cmadi,  call  1 -IOO-60-LOTUS. 
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As  a  leader  in  telecommuni- 
ations  and  in  the  use  of  its  latest 
xhnologies,  Centel  has  succeed' 
d  by  remembering  that  real 
ommunication  doesn't  happen 


hardware  to  hardware.  It  hap-  of  your  communication  depends 

pens  people  to  people.  on  the  quality  of  the  people  be- 

Which  means  that  the  quality  hind  it.  And  nobody  in  telephone 

X  or  cellular  makes  that  connection 

^l^yyyyjgl^  better  than  Centel. 

WHERE  PEOPLE  CONNECT 


TELEPHONE- CELLULAR 


©  1991  Centel  Corporation.  For  more  information,  please  write  to  Centel  Corporation,  Dept.  A,  8725  Higgins  Road,  Ctiicago,  IL  60631. 
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PRODUCTION 

Change  from  last  week  -0.6% 
Change  from  last  year:  1 .2% 


1967=100  (four-week  moving  average) 


LEADING 

change  from  last  week  -0.4% 
Change  from  lost  yeor  -1,4% 
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1991  1991  1992  1992 

The  production  index  dropped  shorply  in  the  week  ended  June  27,  mainly  re- 
flecting a  plunge  in  rail-car  loadings  during  the  rail  strike  Cool  production  also  post- 
ed a  steep  decline.  Both  auto  ond  truck  output  fell,  os  did  electric-power  production 
Output  of  steel  and  lumber  rose  slightly,  as  did  crude-oil  refining  Produclion  of 
paper  and  poperboord  were  unchanged  Before  colculation  of  the  four-week  aver- 
age, the  index  plummeted  to  170  9  from  182  4  in  the  previous  week 
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The  leoding  index  posted  its  fifth  consecutive  decline  in  the  week  ended  June 
27  Among  the  downside  indicators,  stock  prices  continued  to  slide,  and  failures  of 
large  businesses  rose.  Also,  the  pace  of  sensitive  materials  prices  slowed,  the  shrink- 
age in  real  estate  loans  picked  up  speed,  and  the  broad  M2  money  supply  fell  at 
a  faster  rote  On  the  plus  side,  bond  yields  edged  lower  Before  calculation  of  the  ; 
four-week  average,  the  index  dropped  to  209  8  from  211.7  in  the  previous  week.  ; 
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Latest 
week 

Week 
ago 

%  Change 
year  ago 

STEEL  (7/4|thous.  ofnettons 

1,717 

1,814# 

8.9 

AUTOS  (7/4|  units 

55,916 

123,406r# 

8.2 

TRUCKS  (7/4)  units 

36,204 

76,21  lr# 

9  4 

ELECTRIC  POWER  (7/4|  millions  of  kilowatt-hours 

60,747 

59,797# 

-4.0 

CRUDE-OIL  REEINING  (7/4)thous  otbbi /doy 

13,994 

14,241# 

2  6 

COAL  (6/27)thous  ofnettons 

13,461# 

19,171 

-20.8 

PAPERBOARD  (6/27)thous,  of  tons 

822. 1# 

81  l.lr 

5.7 

PAPER  (6/27)thous,  of  tons 

760.0# 

758.0r 

1  9 

LUMBER  (6/27)  millions  of  ft. 

484. 9# 

468.5 

-5.5 

RAIL  FREIGHT  (6/27)  billions  of  ton-miles 

15. 8# 

21.4 

-15.1 

Sources:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports,  Edison  Electric  Institute, 
American  Petroleum  Institute,  Energy  Dept ,  American  Paper  Institute,  WWPA',  SFPA',  Association 
of  Americon  Railroads 

Latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (7/8) 

125 

125 

139 

GERMAN  MARK  (7/8) 

1,49 

151 

1.83 

BRITISH  POUND  (7/8) 

1  93 

1.91 

1.61 

FRENCH  FRANC  (7/8) 

5  02 

5.10 

6  19 

CANADIAN  DOLLAR  (7/8) 

1.19 

1.20 

1.15 

SWISS  FRANC  (7/8) 

1.34 

1.36 

1.58 

MEXICAN  PESO  (7/8) 

3,098 

3,107 

3,022 

Sources:  Major  New  York  bonks  Currencies  expressed  i 
pound  expressed  in  dollars 

1  units  per  U 

S  dollar,  exce 

pt  (or  British 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (7/8)  $/troyoz 

347  500 

343  550 

-6  3 

STEEL  SCRAP  (7/7)  #1  heavy,  $/ton 

88.50 

90  00 

-0.6 

FOODSTUFFS  (7/6)  index.  1967=100 

202.8 

204.6 

4  1 

COPPER  (7/4)  c/lb. 

1  16.0 

110  6 

9  1 

ALUMINUM  (7/4)  c/lb 

57  5 

57  5 

-5.0 

WHEAT  (7/4)  #2  hord,  $/bu. 

3.67 

3  79 

27  4 

COTTON  (7/4)  strict  low  middling  1-1/16  in  ,  C/lb. 

61  40 

59,77 

-17  0 

LEADING  INDICATORS 


Latest 
week 


Week 
ogo 


%  Change! 
year  age 


STOCK  PRICES  (7/3)S&P500 


41  1.58 


403.57 


10.; 


CORPORATE  BOND  YIELD,  Aaa  (7/3) 


8.16% 


8.20% 


-9 ; 


INDUSTRIAL  MATERIALS  PRICES  (7/3) 


98.9 


98.8 


0,; 


BUSINESS  FAILURES  (6/26) 


391 


386 


-2,( 


REAL  ESTATE  LOANS  (6/24)  billions 


$396  6 


$398.9 


MONEY  SUPPLY,  M2  (6/22)  billions 


$3,403.7  $3,409.0r 


0 : 


INITIAL  CLAIMS,  UNEMPLOYMENT  (6/20)thous 


420 


421 


-0,: 


Sources:  Standard  &  Poor's,  Moodys,  Journal  of  Commerce  (index:  1980=100),  Dun  &  Brae 
street  (failures  of  large  companies),  Federol  Reserve  Board,  Labor  Dept.  CIBCR  seasonally  adjust 
data  on  business  failures  and  real  estate  loans 


MONTHLY  ECONOMIC  INDICATORS 


Sources:  London  Wednesday  final  setting,  Chicago  i 
Week,  Kansas  City  market,  Memphis  market. 


irket.  Commodity  Research  Bureau,  Meta/s 


Latest 

Month 

%  Chanc 

month 

ago 

year  ng 

BUSINESS  WEEK  PRODUCTION  INDEX  (June) 

178.8 

178.8r 

1 

BUSINESS  WEEK  LEADING  INDEX  (June) 

21  1.9 

214  9r 

-1 

EMPLOYMENT,  CIVILIAN  (June)  millions 

1  17.6 

1 17.7 

0. 

UNEMPLOYMENT  RATE,  CIVILIAN  (June) 

7.8% 

7.5% 

13. 

Sources:  BW,  CIBCR,  BLS 

i.'.r.i.'i^AiYii'Mri^.w.rr^^HHHHHi 

latest 

Week 

%  Chang 

week 

ogo 

year  a; 

MONEY  SUPPLY,  Ml  (6/22) 

$948.9 

$953.1 

10 

BANKS'  BUSINESS  LOANS  (6/24) 

280.2 

281. 6r 

-10 

FREE  RESERVES  (6/24) 

l,077r 

320r 

10 

NONFINANCIAL  COMMERCIAL  PAPER  (6/24) 

145.4 

148.5 

-2 

Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves. 

which  ore  expressed  for 

two-week  period  m  millions). 

MONEY  MARKET  RATES 

Latest 

Week 

Ye 

week 

ago 

a( 

FEDERAL  FUNDS  (7/7) 

3  35% 

4.53% 

5.79 

PRIME  (7/8) 

6-00 

6.50 

8.50 

COMMERCIAL  PAPER  3-MONTH  (7/7) 

3  47 

3  89 

6.13 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (7/8) 

3  35 

3  82 

6.04 

EURODOLLAR  3-MONTH  (7/4) 

3  80 

3.85 

6.06 

Sources:  Federal  Reserve  Board,  First  Boston 


#Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart),  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipme 
1  ^Western  Wood  Products  Assn      2 ^Southern  Forest  Products  Assn      3  =  Free  market  volue     NA=  Not  ovoiloble     r  =  revised     NM  ^  Not  meonmgful 


6  BUSINESS  WEEK/JULY  20,  1992 


One  saves  time.  One  saves  California. 


You  may  think  tossing  away  paper  products  is  o.k.  because  they're  biodegradable.  Well, 
lot.  Our  landfills  are  now  so  conjestea  nothing-no  matter  how  natural-is  fully  breaking  down 

You  can  help,  though.  Don't  use  a  paper  towel  once  when  a  cloth  can  be 
d  a  hundred  times.  That  way  while  you  clean  at  home,  you'll  also  be  cleaning 
he  environment. 
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■S)  IS  .1  rf  iJistcrcd  m.iik  ul  Ihc  Blue  Cross  AssDcialiiin.  SM  is  a  service  mjik  ot  Blue  Ciiiss  cil  C.ililnniM. 
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1 

-rfvery  day,  we  stand  up  to 
la  n  n  e  c  e  s  s  a  r  y  medical  expenses. 


We  take  an  innovative  cost  management 
approach  to  everything  from  aspirins  to  X  rays. 
We  negotiate  rates  with  doctors  and  hospitals. 
We  also  perform  detailed  utilization  reviews  to 
insure  appropriate  levels  of  care.  Last  year,  we 
saved  California  companies  over  $600  million. 
But  then,  Blue  Cross  of  California  has  always 
believed  it  was  important  to  have  a  backbone. 
We  make  the  system  work  for  your 

Blue  Cross  of  California 
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Mdeoconferendng 
at  a  moment's  notice. 


o.  ic  _  ^ 


u.  J I  I-  ^ 
u.  JU'=nn 


You  have  a  great  idea.     You  set  your  schedule.      You  present  your  idea. 

With  SP  Telecom's  Media  Express  network,  your  next  great  idea  is  only  minutes  away  from  a  videoconference.  Media 
Express  videoconferencing  is  that  easy. 

Media  Express  also  gives  you  control.  Instead  of  going  back  and  forth  through  an  operator,  with  our  one-of-a-kind 
Automated  Scheduler,  you  simply  choose  the  parameters  for  your  conference  through  a  PC  interface. 

Choose  a  point-to-point  conference.  Or  select  a  multipoint  conference  through  our  integrated  network  of  bridges. 
With  contiguous  bandwidth  on-demand,  choose  transmission  speeds  at  the  rate  of  128, 384,  768  KBits  or  even  1.544  MBr 

Plus,  at  a  moment's  notice,  you  can  choose  to  extend  videoconferences  or  end  them  early,  paying  only  for  the  minutes 
you  use.  It's  that  flexible  and  simple. 

And  when  you  choose  Media  Express,  we  will  coordinate  set  up  and  maintenance  with  your  videoconferencing  equipmei 
vendor.  So,  you  will  only  need  to  concentrate  on  videoconferencing. 

Call  today  and  ask  how  Media  Express  can  give  your  company  a  competitive  edge  with 
a  true  on-demand  videoconferencing  network.  It's  ready  when  you  are. 

1-800-229-7782.  A  J  ^^^dingjaiui 

to  your  bminei\ 
is  our  business 


60  Spear  St..  7th  Floor,  San  Francisco,  CA  94105  ©1992.  Patent  Pending.  Media  Express  is  a  service  mark  of  SP Telecom. 
6D-CA 
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CM  AND  SUPPLIERS  DON'T  HAVE 
A  50-50  RELATIONSHIP 


Your  article  "GM  tightens  the 
screws"  (Top  of  the  News,  June  22) 
provides  no  indication  that  General  Mo- 
tors will  pursue  genuine  collaborative  re- 
lationships with  its  suppliers.  Instead,  it 
seems  that  the  organization  will  persist 
in  using  the  vast  imbalance  of  economic 
power  between  itself  and  its  suppliers  to 
dictate  unilateral  terms  for  each  supply 
agreement.  Any  suggestion  of  partner- 
ing with  suppliers  belies  GM's  truly  op- 
portunistic behavior. 

In  addition,  a  close  look  at  the  termin- 
ology used  by  the  authors  of  this  article 
may  help  illustrate  why  collaborative 
supplier  relationships  are  often  unsuc- 
cessful. The  terms  "vendor"  and  "suppli- 
er" are  used  interchangeably.  In  actual- 
ity, the  context  of  each  term  is  quite 
different.  Whereas  vendors  sell  or  hawk 
their  products,  suppliers  provide,  fur- 
nish, or  satisfy  a  need. 

Both  those  who  depend  upon  suppliers 
and  those  who  write  about  them  should 
view  these  businesses  as  integral  exten- 
sions of  manufacturing  operations,  not 
as  readily  interchangeable  entities  such 
as  hot  dog  vendors.  Until  that  happens, 
GM,  its  suppliers,  and  its  customers  will 
continue  to  bear  the  burden  of  unneces- 
sary costs. 

John  M.  McKeller 
Assistant  Professor  of  Management 
University  of  Wisconsin-Madison 
Madison,  Wis. 

THE  REAL  DEBT  PICTURE 

AT  RITZ-CARLTON  

The  article  on  the  Ritz-Carlton  Hotel 
Co.  ("Too  many  rooms  at  the  inn  for 
Ritz-Carlton,"  The  Corporation,  July  6) 
inaccurately  and,  in  my  opinion,  irre- 
sponsibly, intimates  the  imminent  de- 
mise of  our  company  because  of  its  cur- 
I'ent  debt  position.  Nothing  could  be 
further  from  the  truth. 

Without  listing  every  point  in  error, 
let  me  respond  to  the  most  serious: 

1.  The  statement  that  Ritz-Carlton  Ho- 
tel Co.  has  "more  than  $1  billion  in  debt" 
is  absurd.  The  company,  in  fact,  has  min- 
imal debt  for  a  company  its  size  and  has 


not  incurred  any  Ritz-Carlton  Hotel  proj- 
ect debt. 

2.  Ritz-Carlton  Hotel  Co.  has  no  direct 
ownership  of  the  hotels  it  manages.  Af- 
filiates of  the  company  have  ownership 
interests  in  13  of  the  25  managed  hotels. 

3.  The  Ritz-Carlton,  Buckhead,  Ga., 
based  on  your  reporter's  premise  of 
100%  occupancy  and  $134  average  daily 
rate,  would  generate  profit  significantly 
in  excess  of  the  hotel's  debt  service.  This 
hotel  continues  to  be  one  of  the  most 
successful  in  the  U.  S.  hotel  industry. 

4.  My  comment  regarding  nonrecourse 
loans  was  taken  out  of  context.  Your 
reporter  suggested  that  Ritz-Carlton  had 
exposure  for  hotel  project  debt,  and  I 
was  explaining  the  nature  of  nonre- 
course project  financing.  I  never  sug- 
gested that  Ritz-Carlton  would  walk 
away  from  these  loans. 

5.  The  purchase  price  paid  for  the 
Ritz-Carlton  name  is  grossly  inaccurate. 

Horst  H.  Schuize 
President  and  COO 
Ritz-Carlton  Hotel  Co. 

Atlanta 

Editor's  note:  We  erred  in  attributing 
the  $1  billion  in  debt  directly  to  Ritz- 
Carlton  Co.  That  number  refers  to  the 
13  affiliated  partnerships  that  own  13 
Ritz-Carlton  properties.  Major  equity 
stakes  in  these  partnerships  are  held 
by  Ritz-Carlton  Co.'s  parent,  W.  B. 
Johnson  Properties  Inc.  In  the  case  of 
default  on  the  loans  by  any  of  those 
partnerships,  Ritz-Carlton  Co.  would 
not  be  liable,  and  it  xvould  continue  to 
manage  the  properties,  according  to 
the  company. 

MATCHING  UP  THE  MILLIONS 

ATGE  

We're  pleased  that  you  chose  one  of 
General  Electric  Co.'s  outstand- 
ing officers,  Hellene  S.  Runtagh,  for 
your  listing  of  50  top  women  in  business 
("Corporate  Women,"  Cover  Story,  June 
8).  She  is  one  of  five  women  with  respon- 
sibility for  multimillion-dollar  businesses 
at  GE.  Unfortunately,  you  mixed  up  the 
$600  million  in  revenues  of  the  organiza- 
tion Runtagh  currently  leads  with  the 
name  and  business  description  of  a  unit 
she  headed  in  1989.  For  the  record,  Run- 
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lagh  is  president  of  GE  Information  Ser- 
vices, a  global  information  services  busi- 
ness that  celebrated  its  25th  anniversary 
in  1991  with  double-digit  growth  in  earn- 
ings and  revenues. 

Bruce  A.  Bunch 
Manager 

Corporate  Media  Relations 
General  Electric  Co. 
Fairfield,  Conn. 

A  WARNING  FOR  BUYERS 

Of  APRS  

In  "Where  the  boom  in  drug  stocks 
still  yields  bargains"  (Personal  Busi- 
ness, June  15),  you  reported  that  inves- 
tors need  not  worry  about  currency  fluc- 
tuations when  buying  listed  American 
Depository  Receipts  (.\I)Rs).  Quite  the 
contrary. 

Like  any  investment,  there  are  certain 
risks,  and  in  this  case  it  would  be  correct 
to  say  that  ADR  prices  are  affected  by 
the  underlying  foreign  currency,  even 
though  the  actual  ADR  securities  trade  in 
dollar  terms.  There  still  has  to  be  a  con- 
version in  value  from  the  local  currency. 

My  firm  has  holdings  in  Sandoz  ADRs, 
and  in  the  table  "Promise  in  the  Pipe- 
lines" you  list  Sandoz'  Sandimmune  as  a 


major  new  drug.  Sandimmune,  which 
has  a  leading  position  in  the  field  of 
immunology,  was  introduced  in  1982. 
Your  reference  to  1996  sales  of  $1  billion 
from  the  drug  is  not  a  major  source  of 
growth  for  Sandoz,  which  sold  nearly 
$600  million  of  Sandimmune  worldwide 
last  year.  The  growth  will  be  derived 
from  new  step-out  applications  of  a  com- 
pound that  is  10  years  old. 

I  agree  with  the  thrust  of  the  article — 
that  the  foreign  drug  stocks  are  much 
more  attractive  values  than  the  shares 
of  their  American  counterparts. 

Paul  Gambal 
Investment  Officer 
Kahn  Brothers  &  Co. 
Washington,  D.  C. 

CHAIRMAN  HAAN  'NEVER  MADE 
A  PROFIT'  AT  ITI 

As  a  reader  of  BUSINESS  WEEK  for 
over  25  years,  I  found  it  interesting 
to  have  been  featured  in  one  of  your 
stories,  "Taking  advantage  of  the  tan- 
gles in  telecom"  (Information  Process- 
ing, May  4).  Once  I  finished  reading  the 
article  on  my  entrepreneurial  "endeav- 
ors," I  found  it  to  be  an  inaccurate  and 
misleading  report  of  the  facts. 


It  is  unmistakably  clear  that  I  hav 
never  made  a  profit  from  the  operate 
services  industry  and  at  each  turn  hav 
had  to  invest  millions  of  dollars  of  ne\ 
equity  in  an  effort  to  keep  the  compa 
nies  going.  At  this  time,  I  have  investei 
•$30  million  more  than  I  received  bad 
from  NTS,  Telesphere,  and  Internationa 
Telecharge. 

Presently,  I  am  working  12  hours  ; 
day,  seven  days  a  week  trying  to  savi 
ITI  and  the  jobs  of  its  1,000  loyal  emploj 
ees.  BUSINESS  week  should  be  a  maga 
zine  that  encourages  the  efforts  of  ei 
trepreneurs  and  recognizes  th 
tremendous  financial  risks  that  are  ofte 
taken  to  keep  struggling  companie 
alive. 

The  willingness  to  take  risks,  the 
sion,  and  the  drive  of  entrepreneurs 
what  makes  America  what  it  is  today. 

Ronald  J.  Haa 
Chairma 

International  Telecharge  In 
Bethesda,  M 


Letters  to  the  Editor  should  be  sent  to  Read( 
Report,  Business  Week,  1221  Avenue  of  the  Ame 
cos.  New  York,  N.  Y.  10020.  Fox:  (212)  512-446 
Telex:  12-7960,  Intl.  4998204.  All  letters  must 
elude  on  address  and  daytime  and  evening  te 
phone  numbers.  V^e  reserve  the  right  to  edit  letti 
for  clarity  and  space. 


YOUR  COMPANY'S  NAME  IS  LIKE  A  FINE  JEWEL, 
AND  ONLY  PARKERTREATS  IT  THAT  WAY 


C  >n/\  Parkci-  htis  per/ectt'd  a  custom-made 
/wjccss  thiu  mamaiely  hhn-ids  your  annpany's 
I  if!^(i  to  the  clip  (ksign  of  the  Imignia.  With  such 
cxactinj^staridards  cnid  ten  distiiictive  finishes  to 
choose  from,  there's  a  Parker  Insij^iafirr 
everyone  on  your  Cirrjiimte  ffft  list.  Tluu's  why 
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~   ~\  his  brief  history  of  the  Democratic 
Convention  is  the  second  of  four 
such  essays  that  ITT  is  presenting 
-  ^    in  the  course  of  the  election  year. 
Whatever  our  poHtical  beKefs  or  party  affili- 
ations, we  all  have  a  stake  in  the  outcome  of 
our  electoral  process.  One  way  to  encourage 
broad  participation  in  the  political  process, 
we  believe,  is  to  help  Americans  understand 
how  the  system  works  and  where  it  came 
from.  Its  importance  cannot  be  over  empha- 
sized; our  present  and  future  depend  on  it. 

\7 

Rand  Y.  Araskog, 

Chairman,  President,  and  CEO,  ITT 


The  Democratic  Party  can,  and  often  does, 
trace  its  origins  to  the  first  years  of  the  republic. 
But  the  modern  Democratic  Party  is  largely 
a  product  of  the  tumultuous  politics  of  the  1820s 
and  1830s,  when  the  idea  of  political  parties  final- 
ly gained  legitimacy  in  America.  Ralljdng  behind 
Andrew  Jackson,  these  early  Democrats 
denounced  what  they  claimed 
was  the  excessive  power  of       Second  in 
large  financial  institutions,        3  seriBS  Of 
eastern  eUtes,  and  the  govern-  mpccanpc 
ment  itself  They  were,  they  '"CSbdyca 
claimed,  the  party  of  democ-  ffOm 
racy,  the  party  of  the  people. 

The  suspicion  of  concen- 
trated power  that  the  Demo- 
crats were  promoting  lay  behind  the  creation 
of  one  of  the  most  singular  American  political 
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institutions:  the  national  party 
convention.  The  Democrats  were 
not  the  first  to  hold  a  convention. 
That  distinction  fell  to  the  Anti- 
Masons,  a  briefly  powerful  third 
party  unsuccessfully  attempting  to 
become  a  permanent  force  in 
American  politics.  The  Anti-Masons 
held  a  nominating  convention  in 
September,  1831  in  Baltimore.  The 
Democrats  held  their  own  first 
convention  in  May,  1832  (also  in 
Baltimore)  to  nominate  Andrew 
Jackson  for  a  second  term  as  Presi- 
dent. And  it  was  they  who  provided 
the  most  effective  rationale  for  the 
new  institution. 

The  party  convention  replaced 
what  had,  by  the  late  1820s, 
become  a  discredited  system: 
the  congressional  caucus,  in  which 
members  of  Congi-ess  gathered  in 
closed  party  meetings  in  Washing- 
ton to  choose  their  Presidential 
nominees.  To  much  of  the  voting 
public  and  to  the  egalitarian-mind- 
ed Democrats  in  particular,  the 
caucus  system,  as  it  was  then, 
seemed  coiTupt  and  undemocratic. 
In  1824.  Andrew  Jackson  and  his 
followers  revolted  against  the 
caucus  and  effec- 


Under  a  portrait  of  Wood  run  Wiisun. 
Franklin  D.  Roosevelt  addresses 
the  1924  Democratic  National 
Convention. 

tively  destroyed  it;  and  for  the  next 
eight  years,  party  leaders  searched 
for  something  with  which  to  replace 
it.  A  national  convention,  they  con- 
cluded, would  be  more  democratic 
than  the  1820s  type  of  caucus,  more 
representative  of  popular  sentiment 
than  Congress  or  state  legislatures. 
It  would  be  a  great  conclave  of 
the  people,  in  which 


ordinary  citizens,  not  officeholders 
or  professional  politicians,  could 
shape  the  party's  decisions.  Indeed, 
the  creation  of  the  convention  was 
part  of  a  much  larger  process  of 
extending  democracy  in  America:  a 
process  that  was  intended  to,  at 
least  gradually,  expand  the  elec- 
torate assault  privilege  and  make 
the  political  system  more  respon- 
sive to  the  people  and  less  respon- 
sive to  elites.  The  1832  convention 
was  in  many  ways  a  celebration  of 
the  idea  of  increased  democracy 
with  which  Jackson  had  now  iden- 
tified the  party. 

But  it  was  not  long  before  the 
convention  system  began  to  take 
on  many  of  the  same  unpopular 
characteristics  of  the  caucus  system 
it  had  replaced.  However,  the 
Democrats  in  1832  adopted  a  rule 

Candidates  define  them- 
selves to  the  electorate 
through  their  convention 
acceptance  speeches. 

requiring  candidates  for  President 
and  Vice-President  to  win  the  votes 
of  two-thirds  of  the  delegates.  As 
sectional  politics  increasingly  pit 
ted  North  against  South  in  the  yean 
that  followed,  the  two-thirds  rul< 
became,  in  effect,  a  Southern  veto  . 
through  which  delegates  fron  l 
slave  states  (a  minority  vdthii  ^ 
the  party)  could  block  the  nom 
ination  of  any  candidate  whon 
they  considered  hostile  t 
their  interests.  The  two 
thirds  rule  remained  a  ke; 
element  of  regional  powe 
within  the  Democratic  Part 
for  many  years,  contributin 
on  occasion  to  historic  convec 
tion  deadlocks.  In  1924,  fo 
example,  Democratic  delegate 
cast  103  ballots  at  their  conventio 


Delegates  and  spectators  demonstrate  at 
the  tumultuous  1896  Democratic  National 
Convention  in  Chicago. 
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ilegates  at  the  1980  Democratic  Convention  in  New  York  reflect  the  changes  m  party  rules 
lopted  in  1972. 


New  York  before  agreeing  on  a 
)minee,  because  regional  divisions 
ithin  the  party  prevented  any  of 
e  major  candidates  from  assem- 
ing  a  two-thirds  majority.  Partly 
;  a  result  of  the  debacles  of  the 
)20s,  the  party  abolished  the  two- 
irds  rule  in  1936. 
But  a  greater  obstacle  than  the 
'o-thirds  rule  to  making  the  con- 
ntion  genuinely  democratic  was 
e  way  in  which  delegates  came  to 
selected  in  the  19th  century.  In 
.e  state  after  another,  party  boss- 
emerged  who  seized  control  of 
e  selection  of  state  delegations, 
jfore  long,  relatively  few  delegates 
;re  "ordinary  citizens"  unbehold- 
to  party  leaders;  most  were  offi- 
ils  within  or  allies  of  local  party 
ganizations.  On  occasion,  a  con- 
ntion  could  spin  out  of  the  control 
party  leaders  in  the  face  of  strong 
pular  sentiment;  an  example  was 
e  1896  Democratic  Convention, 
len  the  young  Nebraska  con- 
essman  William  Jennings  Bryan 
|3ctrified  the  delegates  with  a 
eech  attacking  the  gold  standard 
d  went  on  to  win  the  party's  nom- 
j  ation.  But  the  sense  that  the 
avention  had  become  a  vehicle 
•  "boss  rule"  survived.  And  as  that 


conviction  gained  strength  in  the 
late  19th  and  early  20th  centuries, 
it  helped  produce  widespread  sup- 
port for  the  primary  system.  It 
began  to  emerge  in  some  states 
shortly  after  1900  and  gradually 
stripped  the  power  of  nominating 
candidates  from  party  bosses  and 
returned  it  to  the  electorate. 

By  the  middle  of  the  20th  centu- 
ry, party  conventions  had  become 
less  decision-making  bodies  than 

The  convention  reflects 
the  party's  growing  diversity 
of  peoples  and  views. 

image-making  bodies,  a  change 
greatly  accelerated  by  the  rise  of 
radio  and  television.  One  sign  of  the 
change  came  in  1932.  Traditionally, 
Presidential  nominees  did  not 
address  the  convention,  but  waited 
instead  (often  at  home)  for  a  dele- 
gation of  party  leaders  to  inform 
them  officially  of  their  nomination 
several  weeks  later.  But  Franklin 
Roosevelt,  aware  of  how  radio  had 
made  the  convention  a  powerful 


vehicle  for  shaping 
voter  sentiment, 
shattered  that  tra- 
dition and  flew  to 
the  Democratic 
Convention  in 
Chicago  from  his 
home  in  New  York 
to  accept  his  party's 
nomination  in  per- 
son. All  subsequent 
candidates  in  both 
major  parties  have 
done  the  same,  and 
convention  accept- 
ance speeches  have 
become  one  of  the 
most  crucial  vehicles 
by  which  candidates 
define  themselves 
for  the  electorate. 

The  convention 
has  shaped  the 
Democrats'  image  in 
other  ways  as  well,  in  recent 
decades,  by  reflecting  the  partj^'s 
growing  diversity  of  peoples  and 
views.  Battles  over  civil  rights  dis- 
rupted the  party  convention  in  1948 
and  again  in  1964.  Conflict  over  the 
Vietnam  War  turned  the  Democratic 
Convention  in  Chicago  in  1968  into 
a  scene  of  almost  unprecedented  tur- 
bulence. Even  the  carefully  scripted, 
television-oriented  conventions  of 
more  recent  years  have  failed  to  dis- 
guise the  party's  diversity  and  dis- 
agreement -  particularly  after  the 
so-called  McGovern  reforms  of  1972 
ensured  that  delegates  to  the 
Democratic  Convention  would  be 
more  representative  of  the  many 
groups  within  the  party.  Subsequent 
conventions  have  been  notable  for 
the  number  of  women  and  minori- 
ties included  among  the  delegates. 
The  Democratic  Convention  may  no 
longer  play  much  of  a  role  in  choos- 
ing candidates  or  even  in  writing 
the  party's  platform,  but  it  remains 
a  powerful  vehicle  through  which 
the  party  shapes  its  image  before 
the  world.  ■ 

This  text  was  written  by  Alan 
Brinkley,  Professor  of  History, 
Columbia  University 
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WALTON,  MADE  IN  AMERICA:  MY  STORY 

am  Walton  with  John  Huey 
ileday  •  269pp  •  $22.50 


m  GIVES  SAM 
ONCE-OVER-LIGHTLY 


I  my  first  and  only  encounter  with 
iamuel  Moore  Walton,  the  legendary 
ounder  of  Wal-Mart  Stores  Inc.  did 
lisappoint.  In  an  annual  meeting  like 
■  that  I  had  seen  before  or  have  seen 
the  charismatic  chairman  led  his 
loyees,  jammed  into  Barnhill  Arena 
ayetteville,  Ark.,  in  raucous  "Wal- 
l  cheers" — complete  with  a  kind  of 
rming  jig  to  depict  the  hyphen  in  the 
3any  name. 

>  he  presided  over  the  five-hour-plus 
ir  last  summer,  Walton  frequently 
loudly  interrupted  other  speakers  to 

philosophical  or  to 
e  some  pointed  obser- 
)n.  No  dull  and  plod- 
agenda  here.  And 
a  "high  five"  for 
USA  and  hearty  ap- 
se for  the  company's 
k-driver  band,  the 
:er  of  the  unpredict- 
held  the  audience  in 
oalm  of  his  hand, 
ifortunately,  the 
3  can't  be  said  for 
ton's  long-awaited 
biography,  Sam  Wal- 
Made  in  America. 
)re  his  death  from 
cancer  in  April,  Wal- 
"inally  was  persuaded 
ill  Wal-Mart's  amaz- 
story   in   his  own 
Is,  with  help  from  Fortune  Senior 
)r  John  Huey.  The  result  is  part 
)any  history,  part  free-enterprise 
terism,  and  part  how-to  book,  sprin- 
with  often  witty  remembrances 
Walton's  kin,  colleagues,  and  pals. 
Walton  himself  explains,  he's  not 
1  to  introspection  or  dwelling  in  the 
Indeed,  he  is  at  his  least  convincing 
1  he  tries.  And  he  is  certainly  not 
'or  vendettas,  name-calling,  and  inti- 
disclosures,  a  la  Lee  lacocca.  All  of 
1  makes  for  pretty  dry  reading. 
!  learn  plenty  about  how  the  ambi- 
kid  from  Oklahoma  got  his  start  in 
as  a  Ben  Franklin  variety-store 
hisee  before  launching  his  first 
Vlart  discount  outlet  in  1962.  But 
an  skates  gingerly  over  the  disap- 
ments  and  controversy  in  his  life, 
at  the  insistence  of  his  wife,  Helen, 
istance,  does  he  note  that  his  par- 
"were  two  of  the  most  quarrelsome 


people  who  ever  lived  together"  and 
eventually  split  up  after  the  children 
were  grown.  How  this  affected  him, 
Walton  can't  say  for  sure.  But  it  did 
reinforce  his  own  desire  to  have  a  peace- 
ful family  life,  which,  apparently,  he  did. 

Business  tensions  make  Walton  equal- 
ly uncomfortable.  In  an  incident  that's 
little  known  outside  the  company,  Wal- 
ton in  1974  gave  up  the  chairman  and 
CEO  titles  for  30  months  in  an  attempt  at 
semiretirenient.  A  young  finance  man, 
Ron  Mayer,  took  over — and  the  company 
was  quickly  divided  into  warring  fac- 


a  mattress  pad  that  sold  like  hotcakes. 

It's  clear  from  this  book  that  Walton 
loved  retailing  and  all  of  its  nitty-gritty 
details.  But  as  a  man  who  favored  action 
over  contemplation  and  teamwork  over 
ego,  he  has  left  much  of  the  color,  char- 
acters, and  charisma  behind  Wal-Mart 
for  future  authors  to  describe. 

BY  WENDY  ZELLNER 
Zellner  manages  BW's  Dallas  bureau. 
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HARD  DRIVE:  BILL  GATES  AND  THE  MAKING 
OF  THE  MICROSOFT  EMPIRE 

By  James  Wallace  &  Jim  Erickson 
Wiley  •  426  pp  •  $22.95 

BILLIONS  IN  BYTES 


and  his  life's 
disappointme 


tions.  When  Walton  took  the  top  job 
back,  Mayer  and  a  large  contingent  of 
managers  walked  out.  Walton  sheds  lit- 
tle light  on  the  debacle,  except  to  say 
that  he  was  worried  about  Mayer's  "peo- 
ple skills"  and  "unhappy  too  over  some 
issues  of  what  you'd  call  personal  style." 

For  those  unfamiliar  with  Wal-Mart's 
meteoric  growth  in  the  past  decade,  Wal- 
ton lays  out  its  strengths  and  strategies 
in  his  no-nonsense  style.  Its  roots  in 
backwater  towns  forced  it  to  develop 
what  are  now  the  most  efficient  distribu- 
tion and  communication  systems  in  the 
country.  At  the  prompting  of  his  wife, 
Walton  initiated  profit-sharing  and 
stock-purchase  plans  for  all  of  his  em- 
ployees, motivating  better  customer  ser- 
vice. And  he  insisted  that  his  managers 
never  lose  their  focus  on  the  merchan- 
dise. He  gleefully  recounts  internal  con- 
tests to  promote  particular  items  in  the 
stores.  One  of  Sam's  all-time  favorites: 


When  first  we  meet  William  H.  Gates 
HI,  it  is  1966  and  he  is  traveling  to  the 
top  of  the  Space  Needle,  600  feet  above 
Seattle,  to  be  treated  to  dinner  for  hav- 
ing memorized  three 
chapters  of  the  Book  of 
Matthew.  He  was  the 
only  one  in  his  confirma- 
tion class  to  manage  the 
recitation  without  stum- 
bling over  a  single  word. 
Even  then,  it  seems, 
Gates  didn't  miss  a  beat. 

And  so  begins  Hard 
Drive,  the  story  of  how 
Gates  co-founded  a  per- 
sonal-computer software 
company,  Microsoft  Corp., 
and  became  the  country's 
wealthiest  tycoon. 

James  Wallace  and  Jim 
Erickson,  reporters  for 
the  Seattle  Post-IntelU- 
gencer,  jam-pack  so  many 
details  into  their  book 
that  there's  hardly  room  for  adjectives. 
And  any  sense  of  drama  is  lost.  Yet  its 
blistering  examples  of  Gates's  competi- 
tive drive  may  surprise  even  those  well- 
versed  in  computer-industry  affairs.  In 
the  early  1980s,  for  instance,  a  Microsoft 
software  application,  Multiplan,  was  be- 
ing trounced  by  Lotus  1-2-3.  So,  while 
creating  a  new  version  of  its  MS-DO.s  op- 
erating system,  the  basic  software  that 
all  applications  rely  upon,  Microsoft  pro- 
grammed in  bugs  that  would  make  1-2-3 
crash.  But  insights  into  other  facets  of 
Gates's  personality  are  thin — apart  from 
a  description  that  paints  him  as  some- 
thing of  a  ladies'  man  (albeit  one  prone 
to  spending  vacations  reading  physics 
books  with  his  date). 

This,  too,  is  a  fairly  dry  book,  but  one 
redeemed  by  a  wealth  of  detail  for  any- 
one who  wants  to  know  how  Gates  be- 
came richer  than  even  Ross  Perot. 

BY  KATHY  REBELLO 
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You  came  home, 
kissed  your  wife, 

patted  the  dog  and 
listened  to  your 

four-year-old  babble? 

about  mutant  turtles 
for  an  hour  Now 
you  open  up  your 

..33MHz,  486DX 
computer  with 
TFT  color  and 
start  working  on 
that  sales  report. 
After  all,  it  looks 

like  you  might  have 
to  send  that  kid  to 
private  school. 


....  ^  1- 

ThcToshihuTtyWODXC 


I 


When  you  dedicate  yourself  to  making  portable  computers,  you  start  to  realize  hoiv  far  they  can  actually  go. 


In  Touch  with  Tomorrow 

TOSHIBA 


FOR  MORE  INFORMATION,  CALL  I  {8001 457-7777  ©  J992  Toshiba  America  Informanon  Systems.  Inc 


Economic  Viewpoint 


ON  GIOBAL  WARMING, 

LET  THE  COOLEST  HEADS  PREVAIL 


BY  GARY  S  BECf  ER 


New  data  will  be 
collected  during  the 
next  two  decades 
that  should  resolve 
much  of  the 
uncertainty  about 
fossil-fuel  emissions. 
Meanwhile,  one  new 
study  shows  there's 
no  great  harm  in 
waiting  to  act 


GARY  S  BECKER  IS  PROFESSOR  OF 
ECONOMICS  AT  THE  UNIVERSITY 
OF  CHICAGO  AND  A  FELLOW  OF 
THE  HOOVER  INSTITUTION 


International  a.tci'eenieiils  are  needed  when 
one  nation's  industrial  activity  damaKes  the 
environment  in  other  countries.  This  is  why 
President  Bush  has  been  sevei'ely  criticized  for 
heiny;'  the  only  leadei-  at  the  Rio  summit  to  oj)- 
pose  a  sti-inj^ent  accoi'd  on  controllinf^  glol)al 
warming  caused  l)y  the  gi'eenhouse  effect.  But 
the  U.  S.  has  taken  the  correct  stand:  The  jury 
is  still  out  on  the  effects  on  atmospheric  temper- 
atiu'e  of  carbon  dioxide  (COo),  chloi'ofluor'ocar- 
hons,  and  emissions  of  other  ^ases,  mainly  fi'om 
the  burning  of  fossil  fuels. 

These  gases  ai-e  trapped  in  the  atmosphere 
and  reflect  back  heat  that  warms  up  the  earth's 
land  sui-face  and  cK-eans.  Since  it  isn't  possil)le  to 
use  ordinary  scientific  procedures  to  detennine 
whether  this  has  a  major  impact  on  the  earth's 
temperature,  claims  about  global  warming 
caused  by  such  a  gi'eenhoase  effect  ai"e  basetl  on 
theoretical  mcxlels  of  the  atmosphere.  The  mod- 
els are  complex,  but  even  scientists  who  are 
strong  advocates  of  greenhouse  theories  admit 
that  the  analyses  are  oversimjilified.  For  exam- 
ple, the  models  typically  i)ay  little  attention  to 
how  the  gases  altei'  cloud  covei'. 
DIRE  CLAIMS.  In  the  global-warming  field,  phys- 
ical scientists  are  like  economists:  They  can  test 
their  theones  only  by  using  histoiical  events.  But 
the  historical  evidence  on  the  earth's  climate 
offers  no  support  for  the  dire  predictions  of 
mor-e  extreme  gi"eenhouse-effect  devotees.  The 
output  of  COo  and  other  alleged  culprits  has 
been  gTowing  far  more  rapidly  during  the  past 
50  years  than  {previously.  Yet,  while  the  earth 
has  wamied  up  since  the  beginning  of  the  centu- 
ry, practically  all  the  wanning  happened  pi-ior  to 
1940,  and  it  could  thus  have  l)een  caused  by 
other  factors.  If  the  large  increase  in  the  sujiijly 
of  these  gases  has  so  fiu'  not  hafl  a  discemil)le  ef- 
fect on  the  world's  temperatur'es,  can  one  have 
much  confidence  in  claims  that  the  earth  will 
heat  up  a  lot  unless  production  of  these  gases  is 
sharply  cut  back? 

Of  course,  public  policy  on  economic  and 
scientific  matters  cannot  always  wait  until 
fully  persuasive  evidence  is  available.  Propo- 
nents of  major  controls  on  carbon  emissions 
believe  that  the  conse<iuences  of  glol)al  warm- 
ing are  sufficiently  worr-isome  to  justify  mod- 
erate steps  now.  Running  the  risk  involved 
in  waiting  for  more  decisive  evidence,  they 
ai'gue,  may  result  in  having  to  take  much 
moi-e  drastic  action  later. 

But  many  scientists  are  still  far  from  con- 
vinced by  warming  theories.  I  believe  the 
U.  S.  and  other  countries  should  heed  these 
skeptics  and  wait  before  implementing  major 
restrictions  on  carbon  emissions.  In  the  next 
cou])le  of  decades,  new  information  about  cru- 
cial i)ai'ameters  of  warming  models  will  lie- 


come  available.  This  should  resolve  much  i 
the  uncertainty,  making  it  clear  whether  or  ni 
these  gases  will  do  miuch  damage.  It  is  certai| 
ly  possil)le  that  the  global  effects  have  bee 
exaggerated  and  that  lai'ge  reductions  in  coj 
output  and  the  burning  of  fossil  fuels  are  n 
necessary. 

For  example,  there  is  still  considerable  u 
certainty  over  the  fate  of  the  CO.,  and  otb 
greenhouse  gases  that  enter  the  atmospher 
B]ach  year,  some  of  them  get  absorl)ed  in  so 
trees,  water,  and  other  natui'al  materials  wit 
out  causing  harm.  This  absorption  rate  is  ge 
erally  assumed  to  range  from  about  0.5% 
2%  per  year.  If  the  true  rate  is  at  the  hi| 
end  of  this  range,  much  of  the  industrial  oi 
put  during  the  next  couple  of  decades  shou 
not  contribute  to  future  warming,  since  t 
gases  would  l)e  absorbed  in  natural  materis 
over  this  period  of  time. 
EASING  DOWN.  No  one  can  predict  the  futu 
development  of  technologies  that  will  cut  ba 
the  industrial  demanfl  for  coal  and  other  fue 
But  modest  expenditures,  through  prizes  a 
other  inducements  by  the  nations  that  gal 
ered  at  Rio,  could  speed  up  progi-ess  for  t 
discovery  of  methods  and  techniques  that  i 
duce  the  emission  of  harmful  gases.  Even 
gi-eenhouse  theories  are  right,  heavy  carb 
taxes  will  not  be  reciuired  if  technology  i 
pi'oves  fast  enough. 

How  bad  will  the  situation  be  if  no  action 
taken  now  and  if  global  warming  does  turn  < 
to  be  a  serious  problem?  A  study  by  Ian  Pai 
at  the  University  of  Chicago  compares  the 
fects  on  the  world  economy  of  sharp  red' 
tions  in  future  fuel  use  with  the  consequeiK 
of  moderate  reductions  over  a  much  lon^ 
l)eriod.  The  difference  between  these  econc 
ic  effects  depends  on  the  cost  of  shifting  C£ 
tal  from  heavy  fuel-using  sectors,  the  da 
age  to  crops  from  warmer  temperature,  £ 
related  considerations. 

Although  PaiTy's  study  ignores  new  techii 
ogies,  he  still  concludes  that  the  cost  of  d<  l 
ing  action  for  a  couple  of  decades  is  prob:i 
not  lai'ge— even  if  the  .gi'eenhouse  prol)len  ■ 
important.  The  harm  from  waiting  beconts 
substantial  only  with  what  appear  to  be  hi  i 
ly  unlikely  economic  scenarios,  such  as  \ 
flooding  of  coastal  areas  caused  by  catastC'i 
ic  climate  changes.  Global  warming  is  p(»i 
lially  an  urgent  issue,  but  the  ])resent  < 
dence  does  not  justify  jianic-induced  actii 
While  there  should  be  research  and  develp- 
ment  on  reducing  emissions  of  greenho 
gases,  with  efforts  spurred  by  financial  : 
other-  inducements,  drastic  steps  should 
avoided  until  much  mor-e  is  known  about 
validity  of  warming  theories. 
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ECONOMIC  VIEVi 


UNCONVENTIONAL  WISDOM 

They  oflfer  counsel  and  comment  on  the  week's  events  from  Washington. 
They  do  it  with  wit  and  dissension.  They're  The  McLaughlin  Group. 

Tlie  Group  comprises  (clockwise  from  left)  Jack  Germond,  Clarence  Page, 
John  McLaughlin,  Eleanor  Clift,  Morton  Kondracke  and  Fred  Barnes. 

They're  contentious  and  contagious.  So,  tune  in  to  The  McLaughlin  Group. 
Made  possible  by  a  grant  from  GE. 

TheMcLaUghlin  Group 

Qieck  your  local  listing  for  station  and  time. 

We  bring  good  things  to  fife. 


Perhaps 
the 

one  thing 
worse 

than  dying 

is 

outliving 
your 

money. 


It  may  well  be  your  worst  fear. 

l  ar  more  frightening  to  us,  however,  is 
ow  few  (leople  are  being  told  wluit  the 
iturc  has  in  store  and  how  to  plan  for  it. 

Our  purpose  in  bringing  to  you  the 
illowing  information  isn't  to  scare  you, 
jt  merely  to  help  prepare  you. 
You're  probably  going  to  live  u  lot 
longer  than  you  think. 

Not  so  long  ago,  il  you  were  lueky 
lough  to  live  to  retirement  age, 
ju'd  have  very  little  time  left  to 
orry  about  providing  for  it. 

Today,  if  you  reach  the  age  of 
>,  and  you  almost  certainly  will, 
le  odds  are  that  you'll  live  until 
3u're  77  years  old.  And,  while  the 
ledian  life  span  is  constantly 
icreasing,  the  median  retirement 
;e  is  constantly  decreasing. 

Most  people  now  retire  at  a  little 
i/ai  60,  leaving  them  with  17  non- 
orking  years  Ui  provide  for.  Of 
)urse,  you  could  live  a  lot  longer. 

To  have  your  birthday 
inounced  on  NBC's  "Today 
low,"  it  would  help  to  be  105; 
lere  are  just  too  many  people 
Mebrating  their  100th  birthday 
)  mention  them  all. 
Social  Security  will  only  pay 
for  a  small  fraction 

of  your  retirement  needs. 

Despite  all  the  dire  predictions, 
e  believe  Social  Security  will  be 
round  to  help  you  in  some  form. 

But,  you  can't  let  it  give  you  a 
ilse  sense  of  security;  the  current 
la.ximum  benefit  is  just  $  1 ,088  per 
lonth. 

If  you  are  fortunate  enough  to 
ave  a  company  pension  plan,  this 
in  help  too,  although  on  average, 
will  only  account  for  another  \  b"/it 
■your  needs. 

There's  one  other  nasty  number  that 
ill  factor  into  everybody's  future:  the  rate 
■inflation.  Forthe period  1967-  1990,  the 
■erage  rate  of  inflation  was  6..V'Ai,  which 
vindled  the  purchasing  power  of  1^0, 000 
M  uninvested  to  just  $7500. 

Ihere  are  also  a  number  of  other 
lenomena  to  consider  that  could  prove 
'  be  a  drain  on  your  fiiiances. 

For  example,  in  the  future  it  won't  be 
'  unusual  for  your  retired  parents  to  still 
■  alive  when  you  retire. 

And  if,  like  a  lot  of  other  people,  you 
id  children  late  in  life,  vou  could  be 


jiaying  for  college  at  the  time  people  used 
to  save  the  most  for  their  retirement. 
It's  not  just  how  much  you  save,  it's 
how  much  money  your  savings  earn. 

II  you've  read  this  far,  it  should  be 
painfully  obvious  that  you  don't  need  us 
or  any  other  financial  institution  to  simply 
tell  vou  to  save  for  your  future. 

The  retuni  for  investing  wiselvcan  be 
a  much  richer  retirement. 


A  few  percentage  points  may  not  seem 
like  much  in  the  short  term,  but,  as  we've 
alreadv  established,  voLi're  in  this  for  the 
long  term. 

$50,000  returning  H"Ai  instead  of  a 
paltry  4"/ii  would  yield  $  124,000  more  over 
20  years. 

Fake  advantage  of  a  tax-deferred  plan 
by  not  only  reinvesting  the  interest,  but 
also  the  unta.xed  interest,  and  you'll  see  an 
even  bigger  return.  (The  government  taxes 
you  enough,  don't  they?) 

A  $2,000  annual  contribution  to  an 
IRA  earning  8'M,  will  add  up  to  $98, 84b 
over  20  years.  In  a  taxable  account  it  will 


only  accumulate  $7.^,74.V* 

And  what  many  people  think  ot  avthe 
riskiest  investment  may  be  your  safest  bet 
ol  all:  the  stock  market. 

Over  the  last  65  years,  the  Shiiulurd  <V 
Poor's  500  produced  an  average  annual 
total  return  of  10.4'!'". 

If  it  continues  to  perform  in  the  same 
wav,  $50, ()()()  invested  with  only  average 
success  would  he  worth  $'!6l,7()2  in  20 
years,  assuming  reinvestment  ol  divi- 
dends. 

Of  course,  one  of  the  lirst  princi- 
ples of  building  your  principal  is 
designing  a  balanced  portfolio.  I  his 
could,  for  instance,  includecash,  bonds, 
moderate  and  aggressive  growth 
equities,  tangible  assets  and  inter- 
national investments.  And  your 
greatest  asset  will  be  a  financial 
advisor  vou  can  trust. 
Your  golden  years 
can  be  truly  golden. 

At  Prudential  Securities  we  don't 
think  vou  should  spend  vour 
later  lite  counting  loose  change. 
Your  oli|ecti\e  should  be  to 
enjoy  retirement,  not  simplv 
survive  it.  As  such,  financial  planning 
is  too  important  to  be  done  by  "clip- 
ping a  coupon  "or  left  to  amateurs, 

111  this  end,  we  lia\e  I'rudenti.il 
Securities  Branch  C^ffices  throughout 
the  couiitry.  .And  if  you  make  an 
appointmeiit  with  a  Prudential 
Securities  1  iiianc  lal  .AcK  isur,  he  or  she 
will  take  as  long  as  it  takes  to  get  a 
thorough  understanding  of  your 
total  financial  picture. 

Only  then  can  we  tailor  a  finan- 
cial strategy  that  fits  your  personal 
needs,  aspirations  and  security. 

•And  you  don't  have  to  bring  your 
checkbook:  this  service  is  free.  (It 
always  has  been.  I 

If  vou  have  an\  ciuestions  or  would 
like  the  address  of  \'our  nearest  Prudential 
Securities  Branch  Office,  teel  free  to  call  us 
at  1-800-654-5454,  ext.  1313. 

We  also  have  offices  in  every  major 
financial  center  around  the  world,  if  they 
can  heotaiiN'  helptoyou. 

Someone  said  something  recenth  that 
we  think  is  worth  remenibering. 

A  famous  actor's  parting  advice  to  the 
world  was,  "Live  everv  day." 

We'd  like  to  add,  "And  plan  to  afford 
to  live  everv  dav  to  the  fullest." 


Prudential  Securities  \m/j 
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sconomic  Trends 


BY  GENE  KORETZ 


THE  FED'S  EASY  MONEY 

POLICY  ISN'T 

MOVING  CONSUMERS... 


The  Fi'deral  KestTve  has  now  lowered 
interest  rates  17  times  in  the  past 
two  years,  pushing  them  to  levels  not 
seen  in  decades.  Yet  the  prime  object  of 
these  actions,  the  U.  S.  consumer,  whose 
purchases  account  for  two-thirds  of  na- 
tional output,  has  lieen  conspicuously 
imresponsive  to  their  effects. 

To  he  sure,  the  public  did  start  to 
loosen  its  purse  strings  in  the  first  (juar- 
ter  of  this  year,  when  real  consinner 
spending  moved  higher  at  a  respectable 


LOW  PRICES:  A  KEY  TO 
SPURRING  CONSUMPTION 


HOUSES 


•CITED  BY  RESPONDENTS  TO  UNIVERSITY  OE  MICHIGAN 
CONSUMER  SURVEYS  IN  JUNE,  1986,  AND  JUNE,  1992 
DATA  UNIVERSITY  OF  MICHIGAN 


5%  annual  rate  after  posting  no  increase 
at  all  in  the  final  cpiarter  of  1991.  But 
since  then,  inflation-adjusted  household 
outlays  api)ear  to  have  crejjt  highei'  at  a 
minuscule  1%  pace. 

Since  easier  money  is  vii'tuall\'  the 
only  policy  lever  the  government  pos- 
sesses to  stimulate  consimiption  (the 
huge  deficit  precludes  much  fiscal  stimu- 
lus), the  key  tjuestion  is  why  consumei's 
haven't  responded  in  kind.  The  common 
explanation  is  that  they  ai'e  inhibited 
by  sluggish  income  gr'owth  and  the  need 
to  reduce  high  debt  loads.  But  econo- 
mist Rosanne  M.  Cahn  of  First  Boston 
Corp.  thinks  changing  consumei'  Iniying 
attitudes  are  also  a  big  factor. 

Cahn  notes  that  consumer  surveys  in- 
dicate that  low  jjrices  have  liecome  more 
important  than  low  interest  rates  as  in- 
centives to  l)uy.  In  198H,  for  example, 
when  both  interest  rates  and  inflation 
were  relatively  low,  the  lure  of  low  rates 
was  strong.  But  since  then,  low  rates 
have  steadily  lost  ground  to  low  pi-ices 
as  a  spur  to  consumption  (chai't). 


One  I'eason  for  this,  of  course,  is  the 
phasing-out  of  intei'est  dedtictibility  for 
most  l)orrowing  si;ice  the  passage  of  the 
Tax  Reform  Act  of  1986.  By  i-educing 
the  incentive  to  use  credit,  this  measure 
also  reduced  the  consumei''s  sensitivity 
to  I'ate  changes.  At  the  same  time,  how-, 
ever,  notes  Cahn,  producers  have  come 
to  rely  more  and  more  on  temporary 
price  cuts  to  spur  demand.  Indeed,  the 
surge  in  consumer  spending  in  January 
and  Feln'uary  of  this  year  was  lai'gely 
insi)ired  by  price-slashing  by  auto  mak- 
ers and  general  merchandisers  seeking 
to  move  bloated  inventories. 

The  problem  with  this  tactic,  notes 
Cahn,  is  that  "its  growing  use  has  made 
consumers  aware  of  their  aggregate 
power— and  increasingly  prone  to  exei'- 
cise  their  ability  to  cause  price  decliiies 
by  refusing  to  btiy  at  other  times."  And 
the  need  to  resoi't  to  frequent  discount- 
ing leads  to  greatei'  cost-cutting  efforts 
by  lousiness,  which  means  reduced  hii'ing 
and  income  growth.  In  this  no-win  situa- 
tion, says  Cahn,  monetary  ease  by  the 
Fed  has  lost  effectiveness. 


...AND  IT  MAY 
NOT  BE  AS  EASY 
AS  IT  SEEMS 


Despite  the  sluggish  economy,  many 
mainstream  monetarists  argue  that 
monetary  policy  is  excessively  easy,  in- 
creasing the  risk  of  accelerating  infla- 
tion down  the  road.  They  note  that  the 
Federal  Reserve  has  Ijeen  pumping  re- 
sei'ves  into  the  system  at  a  rapid  rate, 
causing  the  monetary  l)ase  (bank  re- 
seiwes  and  cui'i'ency  in  circtilation)  to 
surge  at  a  10%  jjace  and  Ml,  the  nai-row 
money  supply,  to  explode  at  a  14%  an- 
nual clip  over  the  past  six  months. 

Economic  consultant  Roliert  H.  Pai-ks 
has  long  insisted  the  Fed  has  been  fai- 
too  cautious,  however.  His  raticmale: 
While  the  seasonally  adjusted  monetary 
base  has  soai'ed  l)y  about  billion 
ovei'  the  past  year,  two  other  factors 
ha\e  offset  this  stimulus:  sharp  gi'owth 
in  currency  in  cii'cTilation  and  a  lise  in 
i'ei|uii'ed  resei'ves. 

Pai'k  notes  that  the  ciiri'ency  compo- 
nent of  the  monetary  base  has  risen  $18 
billion  over  the  past  12  months.  But  he 
points  out  that  cui'i'ency  is  "low-powei- 
money,"  which  can't  be  used  to  supjiort 
multiple  credit  expansion  the  way  re- 
serves can— by  funding  loans,  which  are 
lent  out  again  and  again  through  the 
redeposit  process.  "Currency  growth  is 
much  less  stimulative  than  growth  of 
high-i)owered  reserves,"  says  Parks. 

Meanwhile,  the  part  of  I'eserves 
dubbed  '"i-efiuiivd  i'eserves"— tliose  which 


banks  must  keep  on  deposit  with 
Fed  and  can't  lend  out— have  also  ri 
by  some  $8  billion  over  the  past  yt 
Pai'ks  notes.  That's  because  low  inter 
rates  on  savings  deposits  have  led  cor 
mers  to  shift  funds  out  of  time  and 
ings  accounts,  which  have  no  resei 
requirements,  into  checking  and  ot 
transaction  accounts,  which  do. 

The  upshot,  says  Parks,  is  that 
creases  in  currency  in  circulation 
required  reserves  over  the  past  y 
have  almost  completely  offset  soar 
reserve  growth,  leaving  "almost  nc 
ing"  to  support  credit  expansion, 
that,  he  adds,  is  a  major  reason 
real  credit  use  in  the  private  eeono 
continues  to  go  nowhei'e. 


ANALYSTS  AND 
BROKERS:  TOO  CLOSE 
FOR  COMFORT? 


Federal  law  T'ecpiii-es  full-service  st 
brt)kerage  firms  to  erect  a  "Chin 
wall"  l)etween  their  investor  serv 
and  investment  banking  operations, 
the  scuttlebutt  on  Wall  Street  is 
financial  analysts  who  work  for  s 
fii-ms  often  tend  to  portray  a  comp 
more  favorably  if  it's  a  client  of 
firm's  investment  banking  departme 

That  notion  is  the  thesis  of  a 
study  liy  Amitabh  Dugar  and  Siva 
than  of  Michigan  State  University's 
Broad  Gi'aduate  School  of  Managenii 
The  study  reviewed  reports  covei 
2.56  companies  issued  by  stock  anal 
working  for  54  brokerage  firms  in 
198."3-86  period.  In  essence,  it  compE 
investment  reports  issued  by  fh'ms 
had  investment  banking  relationsl 
with  the  companies  being  analyzed  \ 
similar  reports  issued  about  the  s; 
time  !)>■  firms  with  no  such  ties. 

The  study  found  that  stock  ana 
wei-e  significantly  more  optimistic  al 
a  company's  future  prospects  if  it 
happened  to  be  an  investment  banl 
client  of  their  employer.  They  ten 
both  to  project  higher  earnings  an( 
issue  sti'onger  btiy  recommendation 
While  such  optimistic  Inas  may  s 
fi-om  a  desire  to  please  a  firm's  die 
the  study  found  no  relationship  l)etw 
the  degree  of  optimism  exuded  by  a 
poi't  and  the  size  of  the  company  b' 
analyzed— a  clue  to  the  size  of  pote: 
fees.  What's  more,  it  found  that  s 
movements  were  more  influenced 
nonbiased  forecasts  than  those  is 
by  fii-ms  assessing  their  own  clients 

"In  other  words,"  says  Nathan, 
mai-ket  isn't  fooled  by  such  analysts' 
cessi\'e  optimism.  It  takes  their  vi 
with  a  healthv  gi'ain  of  salt." 
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HE  FED  JUMPS  IN 

OR  SOME  SECOND-HALF  HELP 


rwo  things  seem  certain  this  summer:  The  "Dream 
Team"  will  bring  home  the  Olympic  gold  in  basket- 
ball, and  the  U.  S.  economy  will  be  a  continuing 
arce  of  disappointment.  The  shockingly  weak  job  data 
•  June  make  the  latter  point  painfully  clear.  However, 
;  economy  does  have  one  player  on  the  bench  that  it 
1  count  on  to  prevent  a  rout;  the  Federal  Reserve. 

On  July  2,  the  Labor  Dept. 
reported  a  large  and  broad 
shrinkage  in  June  payrolls.  Job 
losses  totaled  117,000  at  a  time 
when  most  analysts  expected  a 
gain  of  that  magnitude.  And  the 
unemployment  rate  jumped  to 
7.8%,  from  7.5%  in  May  and 
12%  in  April,  as  the  labor  force 
continued  to  surge  ahead  of  the 
economy's  ability  to  create  new 
jobs  (chart).  Last  month's  job- 


WHY  THE  JOBLESS 
RATE  IS  RISING 


QUARTERLY  PERCENT  CHANGE, 
ANNUAL  RATE 

DATA:  LABOR  OEPI.,BW 


s  rate  was  the  highest  since  March,  1984. 
liess  than  an  hour  after  the  release  of  the  employment 
)ort,  the  Fed  cut  its  official  discount  rate  for  the 
'enth  time  since  its  peak  in  December,  1990,  and  it 
Timed  the  market-moving  federal  funds  rate  for  the 
h  time  since  the  recession  began  in  July,  1990.  The 
count  rate  now  stands  at  3%-,  and  the  Fed's  new 
get  for  the  federal  funds  rate  is  'iy4%.  Both  levels 
/e  not  been  seen  since  the  Kennedy  Administration. 

INALLY,       The  rate  cuts  will  help  to  keep  the  econo- 
DNG  RATES    my  dribbling  along  this  summer,  but  with 
the  recovery  already  facing  tough  opposi- 
'^'^  tion,  growth  isn't  likely  to  score  on  any 

;zling  drives  to  the  basket  (page  60).  Commercial 
iks  wasted  no  time  cutting  their  prime  rate  from  61/2% 
3%,  which  lowers  the  cost  of  various  consumer  loans. 
)rt-term  market  rates  fell  in  tandem  with  the  federal 
ids  rate,  and  long-term  rates  declined  as  well. 
iOwer  long-term  rates  are  the  best  news.  They  have 
n  stubbornly  high,  particularly  in  relation  to  short- 
tn  rates.  After  hovering  above  8%  in  early  May,  the 
2  on  30-year  Treasury  bonds  fell  to  7.6%-  by  July  8, 
^  a  bit  above  the  five-year  low  of  7.4%  hit  back  in 
uary.  And  long  rates  may  well  head  lower, 
'he  reason:  The  dismal  job  data  drove  home  the  point 
the  bond  market  that  a  recovery  strong  enough  to 
ssure  inflation  is  just  not  in  the  cards.  Also,  the 
lihood  of  any  tightening  of  Fed  policy  for  the  rest  of 
year  now  seems  equally  improbable, 
late  declines  will  breathe  life  back  into  housing  de- 


mand, but  a  strong  response  isn't  likely  with  consumers 
facing  slow  growth  in  jobs  and  incomes  and  the  need  to 
repair  their  fragile  finances.  Still,  housing  had  faltered 
this  spring  largely  because  mortgage  rates  had  risen. 

But  by  July  3,  the  average  fixed  rate  on  30-year  mort- 
gages was  already  down  to  8.43%  from  8.52%  the  week 
before,  according  to  HSH  Associates.  When  the  full  im- 
pact of  the  Fed's  actions  are  felt,  30-year  mortgages  will 
challenge  January's  20-year  low  of  8.31%,  which  fueled 
big  housing  gains  earlier  this  year. 

But  the  biggest  benefit  of  lower  interest  rates  in  a 
debt-burdened  economy  is  the  opportunity  for  consumers 
and  businesses  to  refinance  their  debt.  Refinancing  is  a 
crucial  part  of  the  reliquification  process  that  is  neces- 
sary for  a  lasting  recovery.  It  boosts  cash  flow  for 
businesses  and  puts  more  money  in  consumers'  pockets. 

The  Fed  gave  three  reasons 
for  its  latest  moves.  Listed  in 
order,  which  is  usually  a  rank- 
ing of  their  importance,  it  cited 
slow  money  growth,  low  infla- 
tion, and  an  uneven  recovery. 
The  Fed's  favorite  measure  of 
the  money  supply,  M2,  fell  a 
steep  $10.6  billion  in  the  week 
ended  June  22.  The  drop  contin- 
ued a  pattern  of  weakness  that 
began  in  March  (chart). 


MONEY  STARTS  TO 
SLIDE,  AGAIN 


JAN.  '91 
▲  BILLIONS  OF  DOLURS 

DATA:  FEDERAL  RESERVE 


JUNE  '92 


Many  economists — and  the  Fed  itself — had  begun  to 
play  down  the  importance  of  M2  in  the  outlook.  As  long 
as  the  recovery  looked  solid,  money  growth  below  the 
Fed's  target  could  be  dismissed  as  an  aberration. 

Now,  the  central  bank  may  reassess  that  view.  Slow 
money  growth  along  with  a  struggling  economy  would 
be  grounds  for  the  Fed  to  pull  the  trigger  on  yet  another 
easing  move  this  summer,  if  that  combination  persists. 
But  as  far  as  half-point  cuts  in  the  discount  rate  are 
concerned,  the  Fed  has  only  six  bullets  left. 

JOB  LOSSES  The  June  employment  report  makes  an- 
WERE  other  rate  cut  a  real  possibility.  The  dis- 

ACROSSTHE    turbing  feature  of  the  job  losses  was 
BOARD         (-j-jgj],  breadth.  Of  the  356  industries  sur- 
veyed, only  43%'  added  workers  to  their  payrolls  last 
month.  That  was  the  lowest  percentage  since  April,  1991. 

Goods  producers  bore  the  brunt  of  June's  job  losses, 
as  factories  trimmed  their  payrolls  by  58,000  workers 
and  construction  handed  out  32,000  pink  slips.  But  ser- 
vice producers  also  made  cuts.  Jobs  in  retail  and  whole- 
sale trade  fell  by  20,000  and  16,000,  respectively.  Busi- 
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ness,  health,  and  other  personal  services— normally  a 
strong  sector — let  go  15,000  employees. 

However,  the  June  data  may  well  overstate  the  econo- 
my's problems.  The  consistency  of  the  weakness  in  the 
payroll  indicators,  coming  after  fairly  uniform  signs  of 
strength  in  May,  suggests  a  quirk  in  Labor's  seasonal 
adjustment.  The  June  survey  was  done  earlier  than  usu- 
al, and  that  may  have  understated  student  employment. 

The  job  trend  remains  up- 
ward. The  three-month  average 
of  jobs  continued  to  rise  in 
June,  reflecting  payroll  gains  of 
177,000  in  April  and  93,000  in 
May.  That's  unlike  last  Novem- 
ber, when  the  three-month 
trend  began  to  fall,  signaling 
that  the  recovery  was  faltering. 

Nevertheless,  the  job  num- 
bers put  the  handwriting  on  the 
wall  for  second-quarter  gross 


WAGE  GROWTH  HITS 
A  SIX-YEAR  LOW 

4.5 1  


'87  92 
▲  PERCENT  CHANGE  FROM  A  YEAR  AGO 
DATA  UBOR  DEPT.,  BW 


domestic  product.  Hours  worked,  an  indicator  of  overall 
output,  rose  at  an  annual  rate  of  0.7%  last  quarter,  down 
from  1.1%'  in  the  first  quarter.  Unless  productivity 
growth  exceeds  its  first-quarter  pace,  which  is  unlikely, 
real  GDP  will  fall  short  of  the  first  quarter's  2.1%^  gain. 


WALLETS 
LOOK 
MIGHTY 
SKIHHY 


The  recovery's  biggest  problem  is  the  ab- 
sence of  a  healthy  consumer  sector, 
which  is  two-thirds  of  GDP.  Consumers' 
troubles  are  twofold:  Heavy  debts  have 
left  households  in  poor  financial  shape,  and  the  perma- 
nent nature  of  recent  job  losses  is  a  drag  on  the  income 
growth  that  is  necessary  for  households  to  mend  their 
balance  sheets  (chart).  The  Fed's  rate  cuts  address  both 
of  these  problems,  but  solving  them  will  take  time. 

Income  growth  was  certainly  lacking  in  June.  Average 
hourly  earnings  rose  by  2(f  last  month,  to  $10.58.  That 
small  rise  plus  the  shorter  workweek — 34.3  hours  com- 


pared with  34.6  hours  in  May — and  the  June  job  lossf 
imply  a  weak  showing  for  personal  income. 

If  there  is  a  bright  side  to  slower  wage  growth,  it 
the  absence  of  wage  pressure  on  inflation.  Indeed,  hou 
ly  earnings  last  quarter  were  up  only  2.4%  from  a  yet 
ago,  the  slowest  yearly  pace  since  1987. 

Still,  judging  by  the  recent  pickup  in  car  sales,  co: 
sumers  are  not  in  such  dire  straits  that  they  are  ready  1 
throw  in  the  towel.  Sales  of  domestically  made  autc 
jumped  in  late  June  to  an  annual  rate  of  7.6  millio 
bringing  the  monthly  pace  to  6.8  million.  Fleet  sales 
rental-car  companies  lifted  car  buying  in  late  June,  bi 
still,  the  monthly  pace  was  the  strongest  in  18  month 

Moreover,  those  sales  num- 
bers do  not  capture  the  growing 
importance  of  light  trucks,  such 
as  minivans  and  jeeps.  Sales  of 
U.  S.-made  light  trucks  jumped 
to  an  annual  rate  of  4.5  million 
in  June  (chart).  Since  January, 
car  sales  are  up  15%-,  but  sales 
of  cars  and  trucks  together  are 
up  21%.  The  trend  suggests  that 
vehicle  demand  is  stronger  than 
the  car  numbers  alone  imply. 


AUTO  SALES  SHIFT 
TO  A  HIGHER  GEAR 


JAN.  '91  lUNE  '92 

A  MILLIONS,  ANNUAL  RATES 

DATA  COMMERCE  DEPT., 
WARD'S  COMMUNICATIONS  INC. 


Rising  car  sales  may  be  a  sign  that  consumers  are  n 
making  much  progress  in  lightening  their  debt  burden 
however.  Installment  debt  outstanding,  down  by  $2 
billion  in  May,  has  been  shrinking  for  more  than  a  ye; 
but  that's  mainly  because  of  falling  auto  credit.  Risii 
car  sales  suggest  that  consumers  are  substituting  lea 
ing  and  home-equity  loans  for  traditional  installme 
loans.  Consequently,  nonauto  installment  debt  as  a  pe 
centage  of  aftertax  incomes  remains  very  high. 

Working  under  the  twin  burdens  of  fat  debts  ai 
skinny  wallets,  the  performance  of  consumers  this  sui 
mer  will  be  far  from  Olympic.  But  thanks  to  the  Ft 
lower  interest  rates  will  help  keep  them  in  the  game. 


THE  WEEK  AHEAD 


COHSUMER  PRICE  INDEX 

from  chain  stores  in  recent  weeks  sug- 
gest the  tepid  showing. 

INDUSTRIAL  PRODUCTION 

Tuesday,  July  H,  8:30  a.m. 
Consumer  prices  in  June  are  expected  to 
have  risen  by  O.S%,  according  to  the 
weekly  survey  of  economists  by  MMS  In- 
ternational, a  unit  of  McGraw-Hill  Inc. 
Excluding  energy  and  food,  the  CPI  is 
also  expected  to  post  a  0.37'  increase.  If 
so,  yearly  inflation  will  stand  at  3.17c, 
with  core  inflation  at  3.97". 

RETAIL  SALES 

Wednesday,  July  15,  9:15  a.m. 
The  MMS  projections  call  for  a  0.37'  de- 
cline in  June  industrial  production.  The 
drop  is  expected  because  factory  em- 
ployment fell  by  58,000  in  June,  and  be- 
cause the  factory  workweek  dipped  to 
41.1  hours  from  41.3  hours  in  May.  The 
industrial  operating  rate  likely  slipped  to 
78.67  in  June  from  797  in  May. 

BUSINESS  INVENTORIES 

Tuesday,  July  14,  8:30  a.m. 
The  economists  expect  retail  sales  to  rise 
a  modest  0.5%  in  June.  Stronger  car 
sales  will  help  the  month's  gain,  but 
even  excluding  cars,  the  analysts  fore- 
cast a  0.4%  increase.  Lackluster  reports 

Wednesday,  July  15,  10  a.m. 
The  forecasters  expect  inventories  held 
by  manufacturers,  wholesalers,  and  re- 
tailers to  rise  by  0.27  in  May. 

HOUSING  STARTS 


Thursday,  July  16,  8:30  a.m. 
The  MMS  survey  calls  for  June  housi 
starts  to  dip  to  1.2  million  from  1 
million  in  May.  Starts  had  surged 
117  in  May,  so  some  fallback  in  J 
would  not  be  unusual.  Also,  sales  of  n 
single-family  homes  through  May 
declined  for  four  consecutive  months. 

MERCHANDISE  TRADE  DEFICIT 


Friday,  July  17,  8:30  a.m. 
The  economists  expect  the  trade  defi 
to  shrink  to  $6.2  billion  in  May,  afl 
surging  to  $7  billion  in  April.  They  lo 
for  exports  to  post  little  growth  in  M 
to  $36.5  billion,  while  imports  are  p 
jected  to  fall  to  $42.9  billion. 
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'THE  SECOND  lOOK 
IS  HAPPENING' 

SUDDENLY,  CLINTON  IS  A  VIABLE  CANDIDATE— BUT  CAN  HE  BUILD  MOMENTUM? 


rhe  saga  of  Arkansas  Governor  Bill 
Clinton  has  borne  a  striking  simi- 
larity to  one  of  those  zap-bang 
rminator  movies.  As  Clinton  marched 
•ough  the  Democratic  primaries,  he 
sorbed  blow  after  blow 
sr  his  character,  record, 
d  business  dealings.  After 
:h  new  hit,  holes  appeared 
the  metallic  skin  that's  sup- 
sed  to  shield  modern  Presi- 
itial  candidates  from  harm, 
t  Clinton  kept  staggering 
■ward,  flashing  that  cyborg 
ile  of  his — and  promising 
it  at  some  point,  he'd  get  a 
■end  look  from  voters  who 
\  consigned  him  to  a  scrap 
marked  "slick  and  use- 


>Iow,  just  as  Democrats 

heading  for  New  York 
y  and  their  July  13-17 
ninating  convention, 
re's  a  stirring  amid  the 
'ble.  To  the  surprise  of 
isident  Bush  and  GOP  parti- 
s  such  as  Ur-Terminator 
hnold"  Schwarzenegger, 
dence  is  mounting  that 
iton  may  be  getting  the 
ppraisal  he  needs  to 
unt  a  credible  White 
ase  challenge  this  fall, 
le  second  look  is  happen- 
"  says  Democratic  strate- 

John  A.  Sasso.  "Clinton 
)utting  substance  on  the 
e,  while  George  Bush  and 
IS  Perot  are  scratching 
r  eyes  out." 

1  reality,  Clinton  remains  a  wounded 
iidate.  Emory  University  political  sci- 
st  Merle  Black  still  considers  him  "a 
^  shot."  But  there's  no  question  that 
Arkansan  is  back  in  the  Presidential 
!,  a  fierce  three-way  contest  that's 
'  much  up  for  grabs, 
^at  has  led  even  a  hostile  business 
munity  to  take  notice.  Clinton  has 
athered  the  Slick  Willie  questions," 


CLINTON'S 
SCRAP  WITH 
JESSE 
JACKSON, 
ALONG  WITH 
HIS  DOGGED 
'KEEP  ON  THE 
MESSAGE' 
STRATEGY, 
PERKED  UP 
HIS  AWFUL 

POLL 
STANDINGS 


says  William  G.  Thomas,  chief  executive 
of  Michael  Baker  Corp.,  a  Beaver  (Pa.) 
engineering  firm.  "In  the  beginning, 
people  laughed  at  him.  Now,  he's  a  seri- 
ous candidate." 

Clinton's  mini-comeback  is 
partly  attributable  to  luck, 
partly  to  his  dogged  "keep  on 
the  message"  strategy.  After 
weeks  of  obscurity,  he  at  last 
grabbed  the  spotlight,  thanks 
to  his  dustup  with  Jesse  Jack- 
son and  the  issuance  of  a  new 
economic  manifesto.  Says 
Texas  Land  Commissioner 
Garry  Mauro,  Clinton's  top 
political  gun  in  the  state: 
"Clinton  took  the  first  step 
back  when  he  stood  up  to 
Jackson."  The  more  muscular 
stance,  combined  with  con- 
stant harping  on  Clinton's 
economic  strategy,  helped 
perk  up  his  awful  poll  stand- 
ings, moving  him  from  the 
"terminal"  category  to  the 
"we  have  a  pulse"  column. 
NO  PROBLEMO.  As  for  Clin- 
ton's 43":^  negative  ratings, 
the  word  from  Little  Rock  is: 
"No  problemo."  The  reason 
for  the  bravado  is  an  anemic 
economy  (page  60)  that  has 
boosted  the  President's  own 
unfavorable  rating  to  50'^  in 
a  recent  Gallup  Poll.  Accord- 
ing to  a  June  17-20  New  York 
Times/ CBS  News  survey,  78'a 
of  the  public  disapproves  of 
Bush's  handling  of  the  econo- 
my. The  President's  swoon 
has  given  Clinton  an  opportunity  to  rede- 
fine himself  as  a  man  who  inhales  eco- 
nomic statistics — and  promises  real 
change  from  a  dismal  status  quo.  "Ev- 
erything is  being  driven  by  the  econo- 
my," asserts  Clinton  pollster  Stanley 
Greenberg.  "It's  going  to  win  the  elec- 
tion for  us." 

Even  independent  Perot  has  encoun- 
tered the  kind  of  media  meat  grinder 


that  Clinton  knows  all  too  well.  The  Te.x- 
as  billionaire's  momentum  has  been 
slowed  by  GOF'  assaults  on  his  imperious 
style  and  his  history  of  compiling  intelli- 
gence dossiers  on  foes.  The  result  is  an 
off-kilter  Perot  image  that  Democratic 
consultant  Bob  Squier  describes  as  "life- 
styles of  the  rich  and  weird." 

The  woes  besetting  Bush  and  Perot 
have  lifted  Clinton.  But  tempering  the 
joy  is  the  realization  that  second  look  or 
no,  he  still  may  be  unable  to  shake  his 
reputation  for  political  expediency  and 
moral  lubricity.  "Clinton  is  getting  a  sec- 
ond look,  and  he'll  get  a  third,"  scoffs 
GOP  pol  Haley  Barbour.  "But  the  guy's 
like  a  centipede.  Little  shoes  will  be 
dropping  right  up  to  election  day." 

No  matter  what  voters  at  large  de- 
cide, many  executives  still  have  doubts 
about  Clinton.  Most  questions  arise  over 
his  independence — or  lack  thereof — from 
Democratic  interest  groups  and  his  faith 
in  big,  new  federal  spending  programs. 

Right  now,  Clinton  is  too  relieved  by 
his  revival  to  worry  much  about  such 
criticism.  To  ensure  that  his  second  look 
doesn't  become  a  fleeting  backward 
glance,  he  plans  a  convention  tableau 
that  depicts  fractious  Democrats  as  com- 
mitted to  a  new,  more  moderate  plat- 
form. In  New  York,  Democrats  will  ex- 
tol Clintonism,  which  elevates  economic 
growth  over  income  redistribution.  Im- 
portant subthemes:  a  focus  on  the 
squeezed  middle  class  and  a  new  com- 
pact that  requires  recipients  of  govern- 
ment largess  to  give  something  back  to 
the  nation  that  came  to  their  aid. 
'STRUGGLE.'  Under  Clinton's  "New  Cove- 
nant," business  would  get  tax  breaks 
but  would  be  expected  to  help  train 
workers.  Families  would  gain  guaran- 
teed financial  aid  to  send  their  kids  to 
college,  but  new  graduates  would  either 
have  to  repay  their  loans  or  perform 
government  service.  And  the  poor  would 
get  expanded  government  assistance  on 
the  proviso  that  welfare  recipients  get  a 
job  after  two  years.  Clinton's  platform 
"looks  like  a  winner  at  the  middle-class 
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PRESSING  FLESH  IN  INDIANA:  "PEOPLE  ARE  STARTING  TO  LISTEN  TO  HIS  IDEAS' 


box  office,"  says  Jay  Severin  III,  a  GOP 
consultant.  "He's  finally  dragf^ed  his 
party  kicking  and  screaming  into  the  po- 
litical center  where  elections  are  won." 

Another  convention  goal  will  be  a 
complete  makeover  of  Clinton's  tawdry 
image.  "We  need  to  communicate  that 
this  is  a  man  who  has  lived  a  life  of 
struggle,"  says  Greenberg.  "Because 
folks  have  heard  about  Yale,  Oxford, 
and  bailing  out  of  the  draft,  they  think 
he's  lived  a  life  of  privilege."  By  stress- 
ing Clinton's  upbringing  in  the  hard- 
scrabble  hamlet  of  Hope,  Ark.,  Demo- 
crats want  to  draw  a  sharp  contrast  with 
patrician  Bush  and  ultrarich  Perot. 

Thus  redefined,  Clinton  will  charge 
out  of  New  York  for  a  tour  of  the  heart- 
land, where  he'll  attack  "Reagan-Bush 
trickle-down  economics"  and  promise  lo 
"put  people  first."  Says  a  Clinton  advis- 


er: "Michael  Dukakis  went  into  hiberna- 
tion after  his  convention.  We're  going  on 
the  offensive  after  ours." 

Clinton's  emphasis  on  the  middle  class 
hasn't  won  him  many  converts  so  far 
among  Southern  "Bubbas"  or  suburban 
independents.  And  it  angers  blacks,  lib- 
erals, and  other  traditional  Democratic 
constituencies.  In  a  three-way  race,  ac- 
tivists argue,  Clinton  needs  to  energize 
his  base  rather  than  vie  with  Bush  and 
Perot  for  suburbanites.  Sneers  one  liber- 
al operative:  "Clinton's  message  is, 
'Screw  Jesse  Jackson,  screw  Jerry 
Brown.'  He's  going  to  be  the  Great 
White  Hunter,  searching  for  the  South- 
ern white  male." 

Clintonomics  is  no  turn-on  for  Corpo- 
rate America,  either.  His  pro- 
posal to  tax  the  wealthy 
while  spending  $200 


billion  on  public  works  and  investmei 
incentives  worries  executives.  Clinton 
plan  "translates  into  more  governmer 
spending  and  higher  inflation,"  sa.v 
Richard  W.  Snyder,  chief  of  Dalla 
based  SnyderGeneral  Corp.,  a  manufa 
turer  of  air-conditioning  equipment. 
TALK  AND  FACTS.  Business  is  also  n( 
keen  on  Clinton's  reliance  on  gover: 
ment  mandates.  He  wants  employers  1 
expand  health  insurance  for  worker 
provide  unpaid  leave  for  parents,  ar 
bankroll  a  national  apprenticeship  ai 
training  plan.  "Clinton  is  very  credit) 
on  education  and  training,"  says  Jen 
Jasinowski,  president  of  the  Nation 
Association  of  Manufacturers.  "But  1 
has  no  understanding  of  how  regulatoi 
burdens  and  things  like  product  liabilii 
laws  can  hurt  business."  ;; 

Whatever  flak  Clinton  is  getting  f( 
the  specifics  of  his  economic  plan,  son 
applaud  him  just  for  drafting  one.  Sa; 
Gary  A.  Marple,  a  principal  in  Commo 
wealth  Strategies  Inc.,  a  Lincoln 
management-consulting  firm:  "I've  se( 
Clinton  buckle  down  and  deal  with  son 
issues.  Bush  doesn't  seem  to  think  a  pr 
gram  means  anything,  and  we  have 
heard  from  Perot  yet."  Adds  Pittsburj 
Steelers  President  Daniel  M.  Rooney 
don't  agree  with  all  [of  Clinton's]  issu( 
But  at  least  he's  talking  about  them 

If  talk,  fact  sheets,  and  a  prodigio 
memory  for  statistics  were  all  Clint 
needed  to  get  to  the  White  House,  h( 
be  the  favorite.  Right  now,  though,  he 
still  too  weighed  down  by  his  negati 
image  to  be  considered  a  serious  alten 
five  by  most  voters.  Just  the  same,  w 
a  candidate  of  Clinton's  resilience  pro 
ises  "I'll  be  back,"  you  can't  just  dismi 
it  as  the  stuff  of  science  fiction. 

Bt)  Lee  Walczak.  Douglas  Harbrecht, 
Richard  S.  Dunham  in  Washington,  lo 
Stephanie  Anderson  Forest  in  Dall 
Maria  Mallory  in  Pittsburgh,  and  bur 
reports 


CLINTON 
SPEAKS 


In  /fie  days  leading  up  to  the  Democratic  convention,  Arh 
Governor  Bill  Clinton  met  with  BUSINESS  WEEK  Washinc 
Bureau  Chief  Lee  Walczak  and  Economics  Correspondei 
Howard  Gleckman.  He  gave  his  views  on  industrial 
policy,  the  deficit,  executive  pay,  and  more 

ON  HIS  PROPOSAL  TO  LIMIT  THE  CORPORATI 
TAX  DEDUCTION  FOR  EXECUTIVE  SALARIES 

a  In  the  ideal  world,  what  you'd  do  is  giv 
business  more  incentives  to  reward  execut 
o  long-term  basis,  and  you  wouldn't  core  ^ 
they  made  as  long  as  their  compensation  ' 
related  to  productivity  and  job  growth.  If  s 
con  show  me  a  practical  way  to  do  that  in 
saying  'no  deductions  for  compensation  o 
$  1  million,'  I'd  be  happy  to  entertain  that 
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•RESIDENCY! 


ilAN  PRESIDENT  YELTSIN  MADE  TIME  FOR  CLINTON  DURING  HIS  WASHINGTON  VISIT 


DW,  CLINTON  IS  PUSHING  FORWARD 
N  THE  FOREIGN  FRONT 


ih's  economic  woes  and  Iraqgate  give  the  Democrat  a  fresh  opening 


Vhen  Arkansas  Governor  Bill 
Clinton  began  his  quest  for 
the  Presidency,  foreign  policy 
led  as  George  Bush's  slam-dunk  is- 
After  all,  Bush  presided  over  the 
ipse  of  the  Soviet  empire 
forged  the  international 
nee  that  forced  Iraq  out 
[uwait  in  just  100  hours. 
)reign    policy  remains 
n's  best — some  would  say 
■ — reelection  card.  But 
ton  sounds  a  lot  less 
d  by  the  President's  diplomatic 
ress  lately.  Harping  on  the  Adminis- 
on's  pro-Baghdad  tilt  in  the  years 
wing  the  Iran-Iraq  war,  Democrats 
ncreasingly  casting  the  gulf  conflict 
war  that  may  not  have  been  neces- 
.  The  continued  presence  of  Iraqi 
igman  Saddam  Hussein,  still  strut- 


ting defiantly  across  the  Mideast  stage, 
underscores  their  point. 

Clinton  also  feels  freer  to  question  the 
President's  international  record  because 
of  growing  disenchantment  with  Bush's 
handling  of  the  economy.  Re- 
vived doubts  about  Bush's  do- 
mestic stewardship  ought  to 
bring  renewed  attention  to 
a  key  tenet  of  Clinton-style 
internationalism:  The  New 
World  Order  begins  at  home. 
Indeed,  Clinton  views  as 
quaintly  outdated  Bush's  tendency  to 
see  world  events  through  a  geopolitical 
prism.  By  contrast,  Clinton  envisions  a 
new  era  in  which  former  enemies  need 
our  help,  while  old  friends  pose  major 
competitive  challenges.  By  making  eco- 
nomic competitiveness  his  central  goal, 
Clinton  seems  willing  to  risk  heightened 


tensions  with  allies  such  as  Japan.  And 
echoing  Jimmy  Carter's  clarion  call  for 
human  rights.  President  Clinton'  would 
aggressively  back  fledgling  democra- 
cies— even  at  the  expense  of  frayed  ties 
to  China,  Syria,  and  other  authoritarian 
regimes. 

'COMPETE  AND  WIN.'  Clinton's  lack  of 
foreign  experience  unsettles  U.  S.  allies. 
A  typical  view  comes  from  Helen  Kor- 
tunova,  of  the  U.  S.  A. -Canada  Institute 
of  International  Relations:  "Bush  is 
more  popular"  with  Russians,  she  says, 
"because  Clinton  is  not  perceived  as  a 
strong  leader." 

Back  home,  the  verdict  may  be  kinder. 
Voters  are  focusing  on  economic  anxi- 
ety, not  the  cold  war's  end.  Clinton's 
promise  to  make  the  U.  S.  "compete  and 
win  again"  in  the  global  marketplace 
could  bring  them  into  his  camp. 

Republicans  scoff  that  Clinton  is  a  for- 
eign policy  novice  fresh  from  the  piney 
woods.  They  dismiss  many  of  his  initia- 
tives as  little  more  than  a  repackaging 
of  current  policy.  But  Clinton  has  at 
least  mastered  the  vocabulary  of  inter- 
national diplomacy,  a  first  step  toward 
being  taken  seriously  on  the  subject.  In 
an  April  speech,  he  made  a  more  compel- 
ling case  for  aiding  the  former  Soviet 
Union  than  Bush  ever  has.  "It  is  deeply 
irresponsible  to  forgo  this  short-term  in- 
vestment in  our  long-term  security," 
Clinton  said.  "Being  penny-wise  and 
pound-foolish  will  cost  us  more  in  the 
long  run  in  higher  defense  budgets  and 
lost  economic  opportunities." 

Unlike  former  diplomat  Bush,  Clinton 
has  few  connections  in  foreign  capitals. 
But  he's  hardly  a  Jimmy  Carter  provin- 
cial. A  graduate  of  Georgetown  Univer- 
sity's School  of  Foreign  Service,  he  was 
a  Rhodes  Scholar  at  Oxford  University. 
As  governor,  he  visited  Japan  and  other 
Asian  countries  three  times,  Western 
Europe  twice.  When  Russian  President 
Boris  Yeltsin  came  to  Washington  in 
June,  he  met  briefly  with  Clinton.  "Bill's 
comfortable  with  the  nuances  of  foreign 


S  ECONOMIC  PLAN  PROPOSES 
DEST  CUT  IN  THE  DEFICIT 

le  budget],  we  have  to  make  a 
aetween  investment  for  long-term 
consumption.  The  best  thing  for 
m  health  of  the  American 
to  bring  the  debt  down  as  much 
;bly  can  consistent  with  the  need 
5ur  future  and  to  get  growth 
'ith  my  tax  credits  and 
■e  spending,  I'm  trying  to  focus 
ig  the  manufacturing  base  and 
the  technologies  of  the 
)S  that  will  likely  generate  a  lot 
3  private  sector  J  J 


ON  HIS  TILT  TOWARD  MANUFACTURING 

There's  nothing  wrong  with  the  service 
industry.  But  I  believe  that  manufacturing  jobs 
have  a  higher  multiplier.  And  while  we  have  had 
terrific  increases  in  manufacturing  productivity  in 
the  1 980s,  we  should  do  better.  We  only  have 
about  1  6%  of  our  work  force  in  manufacturing. 
The  great  exporting  countries  have  more— Japan 
28%,  Germany  32%.  If  we  could  move  toward 
20%,  we  would  have  a  stronger  America  J  J 

ON  INDUSTRIAL  POLICY 

Every  country  needs  a  national  economic 
strategy.  Ours  today  is  to  keep  taxes  low  on 
upper-income  people  and  corporations  and 


[hope]  they'll  invest  and  everything  will  be  fine. 
That  doesn't  work.  The  economic  strategy  that 
has  been  working  around  the  world  is  building 
strong  free-market  economies  through  coopera- 
tive relationships  between  government  and  the 
private  sector  that  emphasize  education,  a  well- 
trained  work  force,  high-quality  infrastructure, 
and  shared  R&D  in  emerging  technologies  JJ 

ON  HIS  CHANCES  FOR  A 
POSTCONVENTION  TURNAROUND 

a  We've  had  a  great  two  weeks.  And  the  polls 
now  show  my  favorable-unfavorable  [ratings] 
doing  better..,.  You've  got  to  be  patient.  Five 
months  is  a  lifetime  in  politics  J^J 
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policy,"  says  Representative  Dave 
McCurdy  (D-Okla.),  wiio  advises  Clinton 
on  defense  matters.  "He  seems  to  enjoy 
it,  and  he's  always  been  well  connected 
with  people  enmeshed  in  foreign  policy." 

Clinton's  unpaid  foreign  affairs  advis- 
ers include  longtime  friends  Samuel  R. 
Berger,  a  Washington  lawyer  and  for- 
mer official  in  Carter's  State  Dept.,  and 
Michael  Mandelbaum,  an  East-West  ex- 
pert at  the  Council  on  Foreign  Relations, 
as  well  as  Warren  M.  Christopher,  a 
Carter-era  Deputy  Secretary  of  State. 
Heading  the  team  is  Anthony  Lake,  pro- 
fessor of  international  relations  at 
Mount  Holyoke  College  and  Berger's 
former  boss  at  State. 

No  wild-eyed  radicals  here.  And  the 
mainstream  quality  of  the  Clinton 
camp's  advice  shows  in  his  positions. 
Clinton  is  an  internationalist  who  thinks 
the  U.  S.  should  continue  to  play  a  lead- 
ing role  in  NATO.  He  endorses  a  U.  S. 
"Democracy  Corps"  to  school  Russians 
in  the  free  market,  an  idea  that  Bush 
has  adopted.  Leery  of  protectionism, 
Clinton  backs  a  free-trade  pact  with 
Mexico,  with  some  revisions.  And  he 
blames  the  U.  S.  for  most  of  America's 
trade  deficit  with  Japan,  though  aides 
say  he  would  be  quicker  than  Bush  to 
counter  unfair  trading  practices. 
MAINSTREAMER.  Still,  Clinton  would 
make  some  sharp  changes  in  direction. 
His  top  priority:  restoring  America's 
global  economic  stature.  "Clinton  knows 
that  you  can't  play  in  the  new  game  if 
you  don't  have  any  chips,"  says  Mandel- 
baum. Clinton  calls  for  a  modest  indus- 
trial policy  that  boosts  investment  in 
education  and  training,  while  fostering 
business-government  partnerships  to  rev 
up  civilian  R&D  in  critical  technologies. 
And  he's  seeking  bigger  defense  cuts 
than  Bush  and  even  some  Democrats. 

To  many  GOP  stalwarts,  Clinton's  ap- 
proach doesn't  represent  much  of  a  de- 
parture from  Bush  Administration  poli- 
cy. But  the  cold  war's  demise  has 
dissolved  partisan  differences  on  many 
issues.  Says  former  Carter  domestic  czar 
Stuart  E.  Eizenstat,  a  sometime  Clinton 
adviser:  "Clinton  doesn't  need  to  have 
radically  new  programs.  He  needs  to 
show  he's  mainstream  and  capable." 

Mainstream.  Capable.  And  decidedly 
nonscary.  That's  the  sales  pitch  that  the 
Clinton  camp  will  use  to  assure  voters 
that  the  man  from  Arkansas  can  suc- 
ceed in  an  arena  that,  until  recently,  has 
been  George  Bush's  personal  play- 
ground. Nowadays,  a  newly  confident 
Clinton  feels  free  to  blast  Bush  for  "re- 
active, rudderless,  and  erratic  U.  S.  di- 
plomacy." Is  that  any  way  to  talk  about 
the  Desert  Storm  President?  It  is  now. 
By  Amy  Borrus  in  Washington,  with  Debo- 
rah Stead  in  Moscow  and  bureau  reports 


Commejitary/by  Mike  McNamee  and  John  Templeman 


SEVEN  INDUSTRIAL  POWERS 
—AND  SO  LITTLE  POWER 


With  America  struggling  to  climb 
out  of  recession,  and  with  Ger- 
many and  Japan  tiptoeing  along 
the  precipice  of  their  own  downturns,  you 
would  think  the  leaders  of  the  world's 
seven  largest  industrial  nations  would 
have  had  plenty  to  do  at  their  July  6-8 
economic  summit  in  Munich.  Instead,  they 
did  almost  nothing. 

It  might  seem  tempting  to  scrap  the 
whole  process.  That  would,  at  least,  save 
the  $23  million  German  Chancellor  Hel- 
mut Kohl  spent  to  host  the  Group  of  Sev- 


ly  British  Prime  Minister  John  Mj 
came  to  Germany  determined  to 
U.  S.-European  logjam  in  the  six-; 
round  of  talks  to  extend  the 
Agreement  on  Tariffs  &  Trade, 
deal  could  spark  nearly  $200  billioi 
in  new  trade,  slash  government  s' 
in  Europe  and  the  U.  S.,  and  proi 
best   possible  aid  to  struggling 
World  and  former  East  bloc  ecc 
But  G.4TT  is  stalled  over  a  narrow 
about  farm  trade:  Washington  w{ 
European  Community  to  cut  its 


MUDDLE  IN  MUNICH:  ISN'T  ANYONE  HERE  ABLE  TO  TAKE  CHARGE? 


en.  But  the  meetings  don't  have  to  be 
fruitless:  Past  summits  have  been  more 
than  photo  opportunities  for  world  leaders 
and  showcases  for  local  cuisine. 

Take  Bonn,  1978.  Then,  with  America's 
European  security  umbrella  giving  it  sub- 
stantial clout,  the  U.  S.  pressured  Germa- 
ny into  acting  to  pull  an  oil-shocked  world 
out  of  recession.  And  at  Tokyo  and  Venice 
in  the  mid-1980s,  the  U.  S.  led  a  G-7  coali- 
tion to  rein  in  a  runaway  dollar. 
MAJOR  ACTION.  But  three  years  after  the 
end  of  the  cold  war — and  after  two  de- 
cades of  underinvestment  and  overspend- 
ing— America's  economy  is  sputtering. 
That  has  badly  eroded  U.  S.  clout.  And 
while  others  stepped  up  to  try  to  lead  on 
particular  issues,  the  results  were  disap- 
pointing. No  one,  it  seems,  is  ready  to 
assume  America's  mantle. 

The  boldest  summiteer  was  undoubted- 


tural-export  subsidies  by  24% 
years,  while  the  EC  is  offering  2( 
Major,  noting  the  huge  payol 
the  group  to  set  a  deadline  for  a 
mise  deal.  But  the  British  Prime  Ji 
has  little  at  stake  in  agriculture, 
was  shot  down  by  French  Preside 
?ois  Mitterrand,  whose  farmers 
to  take  to  the  streets  over  the  is; 
terrand  also  faces  a  contentious 
referendum  on  ratifying  the  M 
Treaty  on  European  unity.  Ul 


If  Japan  is  playing  the  n 
little  brother  in  world  aJ 
then  the  U.S.  is  sufferini 
the  opposite  proble: 


28  BUSINESS  WEEK/JULY  20,  1992 


the  suminiteers  accepted  the  con- 
of  one  Japanese  official.  Trade 
;  said,  "are  too  technical  for  politi- 
deal  with,  hut  too  political  for  ex- 
cope  with." 

ither  world  leaders  even  attempted 
the  group.  Japan,  long  expected  to 

financial  clout  into  global  leader- 
)ught  only  a  modest  agenda  to  the 

Prime  Minister  Kiichi  Miyazawa 
his  fellow  leaders  to  endorse  To- 
il to  reclaim  four  islands  seized  by 
'ter  World  War  II.  The  world's  larg- 
:al  exporter  made  it  clear  that  any- 
yond  their  existing  pledge  of  $2.65 
1  aid  to  the  Russians  depended  on 
the  dispute.  The  G-7  got  the  mes- 
■ging  Russian  President  Boris  Yelt- 
rap  up  the  matter  quickly. 
;onomic  matters,  Japan  had  little 
Despite  heavy  pressure  from  the 
idniinistration  to  spend  more  at 
stimulate  global  growth,  Miyazawa 
i  only  to  boost  his  budget  this 
;he  Japanese  economy  doesn't  re- 
0  last  spring's  interest-rate  cuts, 
panese  also  made  it  clear  they 
t  reinflate  their  economy  to  meet 
,'s  demands. 

NESS.  If  Japan,  still  uncomfortable 
newfound  financial  and  political 
:ontinues  to  play  the  role  of  little 
in  world  affairs,  then  the  U.  S.  is 
g  from  the  opposite  problem.  Amer- 
lers  still  are  talking  as  though  sum- 
oive  around  Washington's  whims. 
Treasury  Secretary  Nicholas  F. 
He  insisted  that  his  campaign  to 
iwn  foreign  interest  rates  spurred 
growth  plans  in  Germany  and  Ja- 
;  he  overlooked  the  fact  that  those 
ire  crafted  in  response  to  domestic 
ns,  not  American  pressure, 
iity,  U.  S.  leadership  was  as  hard  to 
the  traveling  White  House  head- 
— located  some  20  minutes  from 
mit's  real  action.  True,  President 
'Iped  shepherd  through  a  tough 
it  on  the  Yugoslav  crisis.  But  he 
;ome  up  with  any  concrete  econom- 
ses  to  show  voters  that  his  foreign 
is  yielding  payoffs  at  home, 
ap  of  seven  equally  weak  powers 
ive.  The  U.  S.,  despite  its  current 
,  is  still  the  world's  largest  econo- 
best  candidate  for  global  leader- 
it  can't  fill  that  role  unless  Wash- 
ivelops  a  stronger  sense  of  where 
the  world  to  go,  cultivates  persua- 
ter  than  tough  talk,  and  demon- 
cs  own  resolve  by  reining  in  its 
budget  deficit.  As  Secretary  of 
ties  A.  Baker  III  puts  it:  "Leader- 
n't  mean  doing  it  all  by  yourself." 
le  of  it  is,  no  one  seems  to  know 
0  it  together,  either. 


LOBBYING  I 


HOW  MANY  BROOM-MAKERS  DOES  IT 
TAKE  TO  KILL  A  TRADE  PACT? 


Their  lobbyists — and  lots  of  others — are  fighting  the  U.  S.-Mexico  deal 


R 


lepresentative  Terry  L.  Bruce  (D- 
111.)  figures  a  North  American 
free-trade  zone  is  a  good  idea. 
But  he's  not  willing  to  abandon  the 
broom-makers  of  downstate  Illinois  to 
get  it.  So  in  May,  when  the  House  decid- 
ed whether  to  simplify  consideration  of  a 
free-trade  pact,  Bruce  voted  no.  At  stake 
are  the  jobs  of  1,000  to  3,000  of  his 
broom-winder  constituents — Old  World 
craftsmen  who  hand-wire  sheaves  of 
broomcorn  to  wooden  handles. 

Broom-makers  figure  a  free-trade  deal 
would  make  their  products,  now  protect- 
ed by  a  327c  tariff,  too  expensive  to  com- 
pete against  cheaper  Mexican  brooms. 
"These  are  family-owned,  labor-intensive 
businesses,  heavily  concentrated  in  my 
district,"  says  Bruce.  "They're  worried." 

They're  not  the  only  ones.  A  broad 
coalition  of  manufacturers  and  growers 
is  already  lining  the  lobbies  of  the  Capi- 
tol in  a  vigorous  fight  against  the  North 
American  Free  Trade  Agreement 
(NAFTA).  Their  demands  come  just  as 
weary  negotiators  from  the  U.  S.,  Cana- 
da, and  Mexico  wrap  up  tentative  agree- 
ments in  financial  services,  environmen- 
tal protection,  and  transportation. 

Inking  compromises  on  those  issues 
was  supposed  to  be  the  tough  part.  Now 
negotiators  have  to  deal  with  opposition 
to  NAFTA  from  manufacturers  of  ce- 


ment, glass,  athletic  shoes,  auto  parts, 
and  furniture;  sugar,  peanut,  and  tobac- 
co growers;  citrus,  cucumber,  and  toma- 
to farmers;  tuna  and  pepper  canners; 
and  a  dozen  others  who  have  come  out 
of  the  woodwork  to  oppose  parts  of  the 
treaty.  They're  joined  by  a  diverse  army 
of  "public  interest"  lobbyists  and 
groups,  including  Ralph  Nader,  the  AFL- 
CIO,  the  Sierra  Club — even  the  United 
Methodist  Church  Board. 
ELECTION  DEADLINE.  As  a  result— and  de- 
spite the  support  of  export  giants  such 
as  Caterpillar  Inc.  and  Pfizer  and  busi- 
ness groups  including  the  U.  S.  Chamber 
of  Commerce — Congressional  ratifica- 
tion of  the  trade  agreement  is  now  far 
from  assured.  Indeed,  the  upcoming  lob- 
bying battle  could  make  the  1986  contest 
over  tax  reform  look  tame.  "Last  year, 
we  were  a  little  complacent,  and  we 
didn't  realize  the  strength  of  the  oppo- 
sition," says  Frank  Kittredge,  president 
of  the  500-member,  pro-NAFTA  National 
Foreign  Trade  Council.  The  group  will 
meet  in  Washington  on  July  13  to  plan 
its  strategy. 

NAFTA  opponents  have  their  best 
chance  at  killing  the  trade  bill  in  the 
House.  Even  if  the  Bush  Administration 
wraps  up  the  agreement  this  summer,  as 
appears  likely,  little  time  remains  for  a 
vote  before  preelection  adjournment.  A 
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record  number  of  retirements  and  tough 
election  fights  means  that  as  many  as 
150  new  faces  may  appear  in  Congress 
next  year.  They  will  have  to  be  "educat- 
ed" by  lobbyists  about  the  bill,  and  it's 
not  certain  that  the  pro-NAFTA  business 
lobby  has  the  support  it  needs  to  do  the 
job.  "A  much  broader  coalition,  including 
ethnic  groups,  port  authorities,  labor 
and  farm  groups,  and  cities,  is  going  to 
be  necessary,"  says  Norman  A.  Bailey,  a 
Washington  economics  consultant. 

Even  in  the  free-trade  Senate,  where 
the  fast-track  NAFTA  vote  was  approved 
59-36,  quick  NAFTA  ratification  is  no 
longer  considered  a  sure  thing.  An 
amendment  sponsored  by  Senator  Don- 
ald W.  Riegle  Jr.  (D-Mich.)  would  change 
the  Senate  rules  under  which  NAFTA 
would  be  considered,  effectively  giving 
members  the  opportunity  to  rewrite  the 
pact.  The  Riegle  proposal  would  allow 
floor  amendments  to  the  agreement  in 
five  areas:  labor  standards,  environ- 
mental standards,  unemployment  and  re- 
training benefits,  rules  of  origin,  and 
dispute  settlement.  Riegle's  resolution, 
which  already  has  30  co-sponsors,  would 
not  be  subject  to  a  veto  bv  President 
Bush. 

The  Bush  reelection  campaign  may  be 
the  free-trade  pact's  best  friend  in 
Washington.  The  Administration  wants 
an  agreement  initialed  by  Aug.  1  and 
signed  by  Nov.  1.  Bush  strategists  are 
firmly  convinced  that  the  issue  is  a  win- 
ner in  the  vote-rich  border  states  of  Cali- 
fornia and  Texas  and  that  it  may  help 
the  President  regain  the  Hispanic  sup- 
port he  has  lost  to  Ross  Perot,  who  op- 
poses key  provisions  of  NAFTA. 
TRAP  AHEAD.  The  Bushies  also  figure  a 
NAFTA  deal  could  hurt  Democrat  Bill 
Clinton.  The  likely  nominee  supports  a 
trade  agreement.  But  if  congressional 
Democrats  who  supported  the  1988  trade 
deal  with  Canada  vote  against  NAFTA, 
they  leave  themselves  open  to  charges 
of  racial  insensitivity.  "The  Republicans 
can  ask  why  Democrats  supported  a 
free-trade  agreement  in  1988  with  white 
Canadians  but  not  with  brown  Mexicans 
in  1992,"  says  Alan  Reynolds,  director  of 
economic  research  at  the  conservative 
Hudson  Institute. 

Despite  the  pitfalls,  NAFTA  still  has  a 
better-than-even  chance  to  pass  the  Con- 
gress early  next  year,  especially  if 
it  is  accompanied  by  strong  guarantees 
of  a  border  cleanup,  provisions  for  Mexi- 
can workers'  rights,  and  U.  S.  worker 
protections.  Recognizing  that,  some 
broom-makers  are  quietly  seeking  a 
long  phaseout  of  up  to  15  years  for  the 
broom  tariff.  "Otherwise,"  says  one, 
"what's  a  50-year-old  broom-winder  go- 
ing to  do?" 

By  Paul  Magnusnon  in  Washington 


Commentary/by  Howard  Gleckman 

WHY  A  TAX  BREAK  FOR  DEVELOPERS 
WOULDN'T  BE  CONSTRUCTIVE 


I  ad  ideas  never  die.  They  just 
.  wait  for  the  next  tax  bill.  A  case 
in  point:  Buried  in  a  House- 
passed  urban-aid  bill  is  a  measure  that 
would  allow  real  estate  developers, 
brokers,  and  agents  to  write  off  their 
losses  against  other  investment  profits. 

The  bill,  which  stands  a  good  chance 
in  the  Senate,  would  be  a  windfall  for 
real  estate  pros.  But  it  will  do  nothing 
for  outside  investors. 
And,  most  impor- 
tant, there  is  no  evi- 
dence that  the  bail- 
out will  generate 
any  new  construc- 
tion or  create  jobs. 

The  real  estate 
pros  say  it's  only 
fair.  After  all,  they 
argue,  investors  in 
all  other  businesses 
can  use  losses  to  cut 
their  tax  liability  on 
unrelated  gains. 
Why  shouldn't  they? 

Good  question. 
The  answer  is  that 
no  other  business 
has  been  as  blessed 
by  tax  policy  as  real 
estate.  In  the  1980s 
developers  got  ad- 
dicted to  both  tax  breaks  and  the  flood 
of  money  pumped  through  federally  in- 
sured banks  and  thrifts.  In  1986  alone, 
developers  got  $33  billion  in  tax  subsi- 
dies, according  to  some  estimiates.  The 
federal  treasury  was  one  grand  piiiata. 
Real  estate  pros  just  whacked  it  with  a 
stick,  and  money  fell  out. 
TAXPAYER  REWARD.  For  all  that,  there 
is  no  sign  that  the  real  estate  boom  did 
the  economy  much  long-term  good.  The 
capital  poured  into  tax-favored  build- 
ings, all  right.  But  were  we  better  off 
than  if  it  had  financed  manufacturing 
investment  or  research?  Surely,  we've 
learned  by  now  how  flimsy  an  economy 
is  when  it's  built  on  vacant  homes  and 
see-through  office  buildings. 

In  1986,  Congress  pricked  the  bubble 
by  shaqjly  curtailing  the  ability  of  real 
estate  investors  to  use  losses  to  shelter 
other  income.  The  developers  are  right 
when  they  say  that  today  things  are 
different — that  plenty  of  deals  really 
are  under  water.  But  why  should  the 


It's  now  obvious  how 
flimsy  an  economy  is 
when  it's  built  on  a 
foundation  of  vacant 
homes  and  offices 


government  subsidize  the  cost  of  In; 
business  decisions? 

Take  a  close  look  at  what  the  pro\  i 
sion — sponsored  by  House  Ways  A 
Means  Committee  Member  Michael  .\ 
Andrews  (D-Tex.) — would  do:  Develoji 
ers  who  bring  investors  into  bad  proj 
ects  would  get  a  taxpayer  reward  fn 
their  efforts.  Some  might  be  able  ti 
wipe  out  their  entire  tax  liability.  Bu 
outside  investor 
wouldn't  be  so  luck\ 
A  dentist  or  a  cor))( 
rate  executive  wlr 
owns  a  share  of 
commercial  projec 
must  play  by  the  ul< 
rules. 

ACID  TEST.  Leavin; 
aside  the  question  o 
fairness,  there's  als 
no  evidence  that  thi 
tax  break  will  do 
thing  for  the  overa 
economy — the  aci 
test  of  any  fiscal  po 
icy.  It  may  boost  re; 
estate  asset  values 
bit,  and  it  may  kee 
a  few  developer 
from  turning  ove 
the  keys  to  alread 
troubled  banks.  Bi 
even  the  strongest  proponents  of  tb 
legislation  acknowledge  that  it  won 
spur  much  job-producing  constructio] 
One  reason:  The  House  proposal  of 
sets  the  new  tax  break  by  stretchin 
the  depreciation  of  new  commercii 
buildings  from  31.5  years  to  40,  givin 
owners  smaller  deductions.  "At  tl 
margin,  it  will  be  helpful,"  says  Stev€ 
A.  Wechsler,  president  of  the  Nation; 
Realty  Committee.  "It's  not  going 
make  a  huge  difference." 

The  federal  deficit  will  top  $350  b 
lion  this  year.  Over  the  past  foi 
years,  the  government  has  spent  nea  t 
ly  $200  billion  in  taxpayer  money  1  S 
shut  down  banks  and  thrifts,  many  » 
which  choked  to  death  on  overvalue 
real  estate.  A  hefty  majority  of  ti 
House  is  on  record  in  favor  of  a  cons 
tutional  amendment  requiring  a  bi 
anced  budget.  Knowing  all  that,  w| 
on  earth  would  Congress  want 
spend  $2.5  billion  over  the  next  fi' 
years  to  bail  out  developers? 


t 
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ENVIRONMENT! 


IG  STINK 
N  THE  FARM 

e  issue:  ethanol  subsidies.  The 
yers:  agribusiness  and  Big  Oil 

^  s  a  wave  of  political  discontent 
^  swept  the  country  this  spring-, 
^»  American  farmers  were  relative- 
juiet.  That  changed  on  July  6,  when 
"e  than  2,000  farmers  showed  up  in 
iria,  111.,  to  wave  placards  and  ap- 
jd  politicians'  platitudes.  Their  rally- 
point?  Ethanol,  a  heavily  subsidized 
1  additive  made  from  corn,  that's  be- 
le  a  political  hot  potato, 
'he  farmers  are  demanding  that 
shington  continue  its  support  for  the 
ff,  despite  claims  that  ethanol,  con- 
-y  to  its  clean-air  image  has  a  pollu- 
i  problem.  "We've  got  to  keep  fight- 
,"  says  Patrick  E.  Hennenfent,  a 
3x  County  (111.)  farmer  who  sells 
[■e  than  half  of  his  600-acre  corn  crop 
ethanol  maker  Pekin  Energy  Co. 
e're  not  backing  down." 
[either   are   ethanol's   critics.  A 
mge-bedfellows  alliance  between  the 
ndustry  and  environmental  groups  is 
Tfipeting  scientific  studies  that  docu- 
it  ethanol's  harmful  impact  on  the 
ironment.  While  they  concede  that 
anol-blended  gas  reduces  carbon 
loxide  emissions,  the  anti-ethanol  lob- 
;laims  that  the  benefit  is  outweighed 
another  factor.  In  fact,  the  studies 
N  that  ethanol-blended  gasoline  actu- 
creates  more  smog  than  pure  gaso- 
When  burned,  it  emits  more  nitrous 
e.  And  on  warm  days,  it  evaporates 
kly.  adding  to  the  pollution  problem. 
N  VS.  OIL.  The  research  has  won 
.hington's  attention.  In  March,  the 
ironmental  Protection  Agency  pro- 
id  Clean  Air  Act  rules,  set  to  take 
ct  in  1995,  that  ethanol  proponents 
would  keep  ethanol-blended  gasoline 
1  being  sold  in  the  nine  cities  with 
worst  air  quality. 

le  industry  is  battling  its  critics  on 
her  front,  too.  Un- 
the  current  tax 
gasoline  must  be 
ded  with  10%  etha- 
to  receive  a  5.4(t-a- 
m  federal  tax  sub- 
a  dole  it  needs  to 
)ete  with  gasoline, 
the  additive  can't 
t  clean-air  stan- 
s  unless  it's  mixed 
far  smaller  doses, 
imendment  to  the 
ing  Senate  energy 
would  extend  the 


Elhanors  Good  for  the 
Economy  aniLfnvironinent 


FUEL  FOR  THE  FUTURE? 


tax  credit  to  lower'  blends.  That  amend- 
ment is  vigorously  opposed  by  the  anti- 
ethanol  lobby. 

The  outcome  of  the  fight,  led  on  the 
ethanol  side  by  grain  giant  Archer-Dan- 
iels-Midland Co.,  could  determine  the  fu- 
ture of  the  ethanol  industry — which  is 
no  petty  business.  Some  1.1  billion  gal- 
lons of  ethanol  will  be  produced  this 
year  (chart).  The  additive  has  become  so 
popular,  in  fact,  that  General  Motors 
Corp.  and  other  auto  makers  have  built 
50  test  cars  that  can  burn  up  to  85%- 
ethanol.  More  important,  as  far  as  farm- 
ers are  concerned,  ethanol  adds  20<t  to 
the  value  of  every  bushel  of  corn  grown 
in  the  U.  S.,  according  to  U.  S.  Agricul- 
ture Dept.  data.  "This  is  the  Midwest  vs. 
the  Middle  East,"  says  Dwayne  0.  An- 
dreas, ADM's  feisty  chairman.  "It's  corn 
farmers  vs.  the  oil  companies." 

It's  not  quite  as  big  a  mismatch  as  all 
that.  At  the  Peoria  ral- 
ly. Senate  Minority 
Leader  Bob  Dole  (R- 
Kan.)  pledged  his  sup- 
port for  ethanol.  And 
Representative  Robert 
H.  Michel  (R-Ill.),  the 
top  House  Republican, 
read  a  telegram  from 
President  Bush  that 
said  ethanol  "must  be- 
come a  major  player  in 
the  fuel  market."  Then 
there  are  the  political 
contributions   of  more 


than  $1  million  that  .\D.'V[ 
has  spread  around  Wash- 
ington since  1988,  in  part 
to  promote  ethanol.  This 
spring  alone,  it  channeled 
some  $400,000  to  congres- 
sional candidates  and  oth- 
ers, according  to  a  study 
by  Common  Cause,  a  liber- 
al lobby. 

UPPER  HAND.  Still,  for  the 
moment,  the  oil  companies 
and  their  environmentalist 
partners  appear  to  have 
the  upper  hand.  Their  tac- 
tic: to  persuade  indepen- 
dent refiners,  who  mix  eth- 
anol with  gasoline  at  their 
plants,  to  switch  to  alterna- 
tives before  Congress  can 
rework  the  tax  laws  so 
that  low-ethanol  blended 
gas  qualifies  for  the  tax 
breaks.  The  oil  companies 
even  have  a  ready  substi- 
tute: A  natural-gas  by- 
product called  methanol, 
which  most  of  them  just 
happen  to  produce. 

Big  Oil  is  targeting  such 
businesses  as  Getty  Petro- 
leum Corp.  in  Jericho, 
N.  Y.  Getty  currently 
mixes  ethanol  into  nearly  3  million  gal- 
lons of  gasoline  a  day.  If  it  is  forced  to 
switch,  the  company  will  have  to  buy 
methanol  from  competitors,  since  it 
doesn't  produce  the  additive  itself.  "The 
refineries  could  block  us  out,"  worries 
Alvin  A.  Smith,  Getty's  senior  vice-presi- 
dent for  operations.  If  ethanol's  future 
isn't  decided  by  Sept.  15,  Smith  will  be 
forced  to  make  the  switch.  "That's  my 
drop-dead  date,"  Smith  says. 

Enter  the  farmers  who  rallied  in  Peo- 
ria, along  with  the  thousands  more  who 
intend  to  join  other  rallies  planned  for 
this  summer.  The  farmers'  goal:  to  pres- 
sure Congress  for  the  tax  code  change, 
and  the  EPA  for  changes  to  the  Clean  Air 
Act.  To  those  in  Peoria,  the  rally  had  a 
telling  backdrop,  adm's  Peoria  plant  is 
the  largest  ethanol  producer  in  the 
world,  employing  more  than  150  people 
and  consuming  90  million  bushels  of 
corn  each  year.  But  a  few  days  after  the 
EPa's  March  ruling,  ADM  pointedly 
scratched  plans  to  spend  more  than  $120 
million  to  expand  the  Peoria  plant  and 
two  others. 

Andreas  bristles  at  the  suggestion 
that  the  move  was  made  for  political 
effect.  "We  run  our  business  as  a  busi- 
ness," he  says.  "We're  not  running  a 
vaudeville  act."  But  in  this  election-year 
fight  over  ethanol's  future,  it  may  be 
showmanship  as  much  as  science  that 
wins  the  day. 

By  David  Greising  in  Chicago,  with 
Peter  Hong  in  Washington 
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regular  rectal  exams  on  patients  takinj 
Proscar.  That  precaution,  Merck  say 
may  actually  increase  the  rate  of  canci 
detection.  And  says  Dr.  Elizabeth  Sto 
er,  Merck's  executive  director  of  clinic 
research:  "We  will  obviously  in  our  Ion; 
term  control  studies  continue  to  evalua 
this  very  carefully." 

Another  concern  is  whether — ar 
how — Proscar  will  affect  non-life-threg 
ening  prostate  cancer  that  is  common 
older  men.  Some  cancer  specialists  wo 
ry   that  Proscar   may   accelerate  tl 
growth  of  some  tumors.  "If  you  gi' 
this  drug  to  patients  who  might  ha' 
cancer  in  their  prostates,  albeit  u 
known,  what  will  happen  to  the  cancer' 
frets  Dr.  Paul  H.  Lange,  chairman 
urology  at  the  University  of  Washingt( 
School  of  Medicine  in  Seattle,  site 
some  Proscar  testing.  "Will  it  do  bett 
or  worse'.'  That's  unknown." 
PRICED  DOWN.  Merck  says  tests  so 
show  that  Proscar  is  safe.  Indeed,  the 
are  some  signs,  says  Merck  resear 
chief  Dr.  Edward  M.  Scolnick,  that 
drug  may  actually  help  block  some  eai 
cancer  growth.  The  company  plans 
study  with  the  National  Cancer  Institi 
to  see  if  that  is  the  case. 

In  the  meantime,  Merck  is  pricii 
Proscar  to  sell.  The  price  to  druggists 
set  on  June  22 — $1.40  a  pill,  or  $511  fo: 
year's  worth — is  well  below  the  $780 
nual  charge  analysts  expected.  Patier 
also  will  get  a  free  two-month  dose 
their  first  year,  plus  one  free  month  j 
year  until  1995. 

Some  analysts  doubt  discount  pricii 
will  help  Proscar  much.  Industry  folic 
er  Hemant  K.  Shah  figures  the  dr 
won't  hit  $1  billion  in  annual  sales  ui 
perhaps  1998,  four  years  later  than 
once  thought.  Patricia  P.  Lea  of  Veci 
Securities   International   Inc.  sees 
more  than  $500  million  in  yearly  sales 
1997.  "I  do  not  think  it  is  a  particula 
good  drug,"  she  says.  Such  doubts 
one  reason  that  Merck  stock  has  tu 
bled  recently:  Its  shares  are  flirting  w 
50,  down  from  a  high  of  nearly  57 
January. 

Not  everyone  is  so  downbeat.  Dr.  P 
rick  C.  Walsh,  director  of  i 
Brady  Urological  Institute 
Johns  Hopkins  Hospital 
Baltimore  notes  that  the  di 
"has  a  lot  of  pros.  Many  n 
have  urinary  symptoms 
severe  enough  to  undei 
surgery,  and  up  to  m 
there's  been  no  alternativ 
True,  but  this  wonder  (ii 
still  has  to  prove  its  pron 
in  the  market. 

By  Joseph  Weber  in  Ph 
delpliia,  with  John  Carey 
Washington 


DRUCSI 


CRITICS  ARE  GAHGING  UP 

ON  MERCK'S  NEW  WONDER  DRUG 


Safety  and  effectiveness  concerns  blunt  enthusiasm  for  its  prostate  pill 


As  recently  as  April,  at  Merck  & 
Co.'s  annual  meeting,  Chairman 
Dr.  P.  Roy  Vagelos  confidently 
predicted  that  Proscar,  the  company's 
new  prostate  drug,  would  be  a  $1  billion- 
a-year  blockbuster. 

Good  thing  Vagelos  didn't  say  when. 
Merck  may  have  to  wait  for  its  big  pay- 
off until  it  overcomes  worries  about 
Proscar's  safety  and  effectiveness.  Al- 
though Merck  says  it  has  dealt  with  the 
safety  concerns  and  Wall  Street  general- 
ly remains  bullish  on  the  drug,  a  few 
analysts  now  predict  that  Proscar  may 
not  generate  sales  of  $1  billion  a  year 
until  1997 — or  later. 

DRAWBACKS.  Even  before  the  Food  & 
Drug  Administration  approved  Proscar 
on  June  19,  many  urologists  had  their 
doubts.  Fewer  than  one-third  of  the  men 
who  used  it  during  clinical  tests  reported 
a  significant  easing  of  urinary  discom- 
fort from  prostate  enlargement.  "There 
is  a  lot  of  skepticism  because  this  drug 
is  not  as  powerful  as  it  was  thought  it 
might  be,"  says  Dr.  Peter  T.  Scardino, 
chairman  of  urology  at  Houston's  Bay- 
lor College  of  Medicine.  Still,  given  that 
10  million  older  men  may  have  enlarged 
prostates  and  the  drug  will  sell  to  drug- 
gists for  $511  a  year,  Proscar's  potential 
seems  huge. 

But  other  drawbacks  may  limit  the 
drug's  acceptance.  It's  impossible  to  pre- 
dict who  will  benefit  from  it,  so  patients 
must  try  it  for  six  months  to  see  if  it 
works.  And  those  it  helps  must  take  it 
daily  for  life.  So,  many  men  may  contin- 
ue to  opt  simply  to  live  with  mild  pros- 
tate conditions.  And  many  of  those  with 
more  severe  problems  may  still  choose 
surgery.  "What  the  drug  therapy  offers 
at  best  is  a  marked  delay  in  surgery," 
says  Dr.  E.  James  Seidmon, 
associate  jjrofessor  of  urology 
at  Philadelphia's  Temple  Uni- 
versity Hospital. 

The  other  big  w(jrries  about 
Proscar  are  cancer-related.  Its 
harshest  Critic  may  be  Dr. 
William  J.  Catalona,  head  of 
urologic  surgery  at  Washing- 
ton University  Medical  Center 
in  St.  Louis,  who  was  one  of 
Merck's  consultants  on  the 
drug.  He  argues  that  the  FT)A 
shouldn't  have  approved  Pros- 
car without  further  testing  its 


CATALONA:  ONCE  A  MERCK  CONSULTANT,  HE 
NOW  ARGUES  FOR  MORE  PROSCAR  TESTING 


long-term  effect  on  prostate-specific 
antigen,  or  PS.\,  in  the  blood.  PSA  testing 
increasingly  is  used  by  doctors  to  look 
for  early  signs  of  prostate  cancer,  which 
kills  some  34,000  U.  S.  men  a  year.  Cata- 
lona, who  has  seen  Merck's  confidential 
data  on  Proscar,  argues  that  the  drug 
could  make  PSA  testing  ineffective.  He 
complained  to  the  FDA  in  February  that 
"this  most  important  safety  issue  has 
not  been  adequately  addressed." 

Merck  and  the  FDA  consider  the  PSA 
jjroblem  to  be  manageable.  For  one 
thing,  the  FDA  hasn't  approved  PSA  test- 
ing, while  it  recommends  rectal  exams 
and  other  techniques.  All  the  same, 
Merck  is  warning  doctors  of  the  PSA  con- 
cerns and  suggesting  that  they  perform 


f 


PROSCAR:  THE  PROS  AND  CONS 

The  only  approved  alternative  to  prostate  surgery 
Eases  urinary  discomfort  in  some  older  men 
Sometimes  modestly  shrinks  swollen  prostates 


AGAINST 


May  interfere  with  detection  of  prostate  cancer 
Effective  for  only  31%  of  users 
No  positive  effects  for  six  months — if  ever 
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fESTIGATIONSI 


OCESSING  CLAIMS:  THE  "INSURER  OF  LAST  RESORT"  CAN'T  ALWAYS  RAISE  RATES 


i  BLACK  EYE 
OR  THE  BLUES? 


he  Senate  is  probing  bruising  allegations  against  the  health  care  giants 


For  much  of  America,  Blue  Cross/ 
Blue  Shield  is  synonymous  with 
health  care.  For  one  thing,  the 
ues  cover  38%  of  all  Americans  who 
ve  health  insurance.  As  nonprofits, 
ey  cultivate  an  image  of  social  respon- 
)ility  to  set  themselves  apart  from 
isser  commercial  carriers.  And  in  11 
ites,  Blue  Cross  is  the  "insurer  of  last 
5ort" — an  extraordinary  quasi-public 
Dvider  of  coverage  to  anyone  who 
eds  it,  regardless  of  health  risk. 
But  a  worrisome  number  of  America's 
Blue  plans  may  no  longer  be  pillars  of 
tional  health  care.  That  has  led  the 
nate's  permanent  subcommittee  on  in- 
stigations to  launch  a  sweeping  exami- 
don  of  the  network.  The  high-profile 
lel  is  chaired  by  Sam  Nunn  (D-Ga.), 
0  says  he  is  worried  about  the  "im- 
;t  that  potential  misconduct  and  mis- 
nagement   may  play   on  increased 
dth  care  costs."  To  assess  the  prob- 
1,  his  committee  will  examine  every- 
ig  from  the  Blues'  financial  health  to 
I  ninistrators'  salaries. 
1  AK  SHOWINGS.  The  first  whiff  of 
■  uble  came  in  October,  1990,  with  the 
'  .t-ever  Blues  bankruptcy,  in  West  Vir- 
i  ia.  None  of  the  plans  is  as  troubled  as 
'  t,  analysts  say,  but  a  number  may  be 
i  shaky  financial  ground.  Last  month, 
'  iss  Research  Inc.,  an  insurance-rating 
';  vice  based  in  West  Palm  Beach,  Fla., 
nd  that  16  of  the  57  Blues  plans  it 
1  ^d  are  "weak"  or  "very  weak" — in- 
iing  Massachusetts  and  several  plans 
^ew  York,  which  are  among  the  na- 
li  I's  largest.  The  firm  based  its  ratings 
i  among  other  things,  an  operation's 


surplus  or  deficit  over  the  past  five 
years  and  on  the  capital  it  has  to  absorb 
potential  deficits. 

Blue  Cross  &  Blue  Shield  Assn.,  which 
licenses  the  independent  entities  that 
make  up  the  network,  concedes  some 
plans  have  problems.  Bernard  R.  Tres- 
nowski,  president  of  the  Blues'  associa- 
tion, says  that  the  finances  of  15  plans 
are  being  monitored.  But,  he  adds,  some 
of  the  the  Blues'  overarching  problems 
are  due  to  regulatory  shortfalls  and 
soaring  health  care  costs.  "I  hope  that 
as  the  hearings  go  on,  they  will  be  able 
to  see  that  Blue  Cross/Blue  Shield  is 
oftentimes  the  whipping  boy  in  a  politi- 
cal environment,"  he  says. 

These  days,  virtually  all  the  Blues  op- 
erate with  a  surplus — an  improvement 
from  1990,  when  six  plans  were  in  the 
red.  But  Weiss  Research  President  Mar- 
tin D.  Weiss  believes  that  the  Blues  may 
be  facing  another  downturn.  "Many  are 
already  very  low  in  capital  and  surplus," 
he  says. 

The  role  Blue  Cross  plays  in  many 
states  as  the  insurer  for  all  comers  is 
partly  to  blame  for  its  woes.  For  years, 
commercial  carriers  have  skimmed  the 
healthiest — and  cheapest — patients,  leav- 


A  number  of  state  plans 
may  be  on  shaky  ground, 
though  analysts  say  none 
is  close  to  bankruptcy 


ing  the  nonprofits  with  the  high  risks. 
But  because  the  Blues  are  regulated  like 
public  utilities,  they  can't  simply  raise 
rates  to  compensate  for  rising  costs. 

In  New  Jersey,  public  outcry  prompt- 
ed the  state  Insurance  Dept.  in  March  to 
reject  Blue  Cross's  request  to  raise  rates 
on  240,000  individual  policies  by  9.9%.  It 
also  turned  down  the  plan's  request  to 
consolidate  the  variety  of  individual  poli- 
cies it  sold,  which  would  have  forced 
many  subscribers  to  buy  plans  costing 
150'a  more.  Blue  Cross  sued  state  regu- 
lators, claiming  the  smaller  rate  hike 
would  force  it  to  violate  a  state  law  re- 
quiring it  to  close  a  deficit  in  its  individ- 
ual policies  by  1996.  "The  department 
realizes  we  have  a  deficit,  but  felt  it  was 
more  important  to  keep  our  premiums 
low,"  says  New  Jersey  Blue  Cross 
spokesman  Fred  Hillman. 

In  other  states,  regulators  are  ques- 
tioning whether  management  policies 
have  contributed  to  the  Blues'  financial 
woes.  Last  year,  downstate  New  York's 
Empire  Blue  Cross  Blue  Shield  asked 
regulators  for  a  50%  rate  increase,  even 
while  it  was  paying  its  chairman,  Albert 
A.  Cardone,  $600,000  in  compensation. 
Empire  spokesman  Michael  Blumenfeld 
says  that  compared  to  other  health  in- 
surers in  New  York,  Empire  ranks  fifth 
in  customers,  but  13th  in  CEO  compensa- 
tion. "This  company  has  to  keep  up  with 
the  giants  and  to  serve  as  an  insurer  of 
last  resort,"  he  says.  "That's  not  an  easy 
job  for  a  CEO." 

GAME  PLAN.  In  Maryland,  the  insurance 
commissioner,  John  A.  Donaho,  told 
Nunn's  subcommittee  that  the  state's 
plan  had  paid  $75,000  for  a  skybox  at 
Baltimore  Orioles  games  and  donated 
$575,000  last  year  to  charities  when  the 
plan  was,  he  says,  "barely  solvent."  He 
also  questioned  the  propriety  of  an  arbi- 
trage unit  the  plan  set  up  and  payment 
of  fees  to  a  board  director's  law  firm. 

Carl  J.  Sardegna,  chief  of  Maryland 
Blue  Cross  &  Blue  Shield,  says  the  plan 
has  been  in  surplus  for  three  years  and 
that  the  company  spends  a  portion  of 
that  on  charitable  services.  He  also  says 
that  the  for-profit  subsidiary  that  Don- 
aho criticized  is  a  no-risk  preferred  stock 
offering  that  has  generated  substantial 
profits.  The  skybox,  he  says,  is  used  to 
entertain  large  customers,  which  helps 
the  company  compete  with  commercial 
competitors.  "I  don't  understand  [Dona- 
ho's]  motivations  at  all,"  he  says. 

The  outcome  of  Nunn's  investigation 
could  be  more  state  oversight  for  the 
Blues.  They  would  rather  see  legislat<ve 
changes  similar  to  New  York  State's 
July  1  law,  which  requires  all  insurers — 
not  just  the  Blues — to  provide  coverage 
and  similar  rates  to  all  who  apply.  That's 
a  good  first  step  but  probably  not  more 
than  a  Band-Aid. 

By  Susan  B.  Garland  in  Washington 
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EDITED  BY  HARRIS  COLLINGWOOD 

AlWERiCA'S  TEAM? 

It  used  to  be  that  when  baseball's 
All-Star  break  came  around,  the 
New  York  Yankees  would  be 
cruising  toward  another  pennant 
and  locking  in  their  status  as  both 
the  most  and  least  liked  ballclub. 
No  more.  The  Bronx  Bombers 
haven't  won  much  lately,  and  the 
new  fan  favorite,  says  a  recent 
Harris  Poll,  is  the  Atlanta  Braves. 
But  take  heart,  Yankee  fans.  Your 
boys  are  still  the  least  liked 

fAVORITE  TEAM  

ATLANTA  BRAVES  

NEW  YORK  YANKEES 
LOS  ANGELES  DODGERS 

NEW  YORKMETS  

CHICAGO  CUBS 

LEAST  FAVORITE  TEAM  

NEW  YORK  YANKEES 
LOS  ANGELES  DODGERS 

NEW  YORKMETS  

OAKLAND  ATHLETICS 
BOSTON  RED  SOX  

DAIA:rHfHMISP011 


UNITED  FLIES 
RIGHT  PAST  BOEING 


►  Boeing  suffered  a  major  de- 
feat on  July  8  when  its  larg- 
est and  most  loyal  customer, 
United  Airlines,  ordered  50 
narrow-body  A320s  from  Air- 
bus Industrie  and  took  op- 
tions for  an  additional  50  air- 
craft. The  deal  is  valued  at 
roughly  $3  billion.  United  is 
under  pressure  to  cut  capital 
commitments,  and  industry 
sources  say  Airbus  gave  it  a 
sweet  deal,  allowing  it  to 
lease  the  aircraft  instead  of 
purchasing  them  outright. 
Boeing,  which  said  it  was 
"very  disappointed,"  earlier 
this  year  annoyed  United  by 
refusing  its  request  to  defer 
deliveries  of  the  new  777  jet. 


WHY  DID  BRANIFF 
BOW  OUT  THIS  TIME? 


►  Braniff  International  Air- 
lines abruptly  shut  down  on 
July  2,  the  third  time  an  air- 
line by  that  name  has  gone 


kaput.  Braniff  III  had  been, 
operating  under  Chapter  11 
since  August,  1991.  Jeffrey 
Chodorow,  co-owner  of  the 
airline,  blames  fare  wars  for 
the  shutdown. 

Behind  the  scenes:  Braniff 
owed  hefty  federal  excise  tax- 
es, and  the  Transportation 
Dept.  threatened  to  ground  it 
for  poor  service.  Neal  Mee- 
han,  ex-president  of  now  de- 
funct Midway  Airlines  was 
brought  in  as  CEO  June  22  but 
couldn't  salvage  the  carrier. 


FDA  WARNINGS  ON 
SELDANE'S  SIDE  EFFECTS 


►  Bad  side  effects  from  Sel- 
dane,  the  hot  prescription  al- 
lergy drug,  are  causing  big 
headaches  for  maker  Marion 
Merrell  Dow.  On  July  7,  the 
U.  S.  Food  &  Drug  Adminis- 
tration ordered  Marion  to 
warn  doctors  of  possible  dan- 
gerous heart  arrhythmia 
when  Seldane  is  taken  at  the 
same  time  as  two  other  medi- 
cations. Patients  with  liver 
disease  also  are  at  risk. 

The  safety  questions  are 
likely  to  scuttle  the  company's 
plan  to  sell  the  antihistamine 
over  the  counter  in  the  U.  S. 
And  analysts  expect  sales 
growth  to  stall.  According  to 
some  estimates,  the  FD.a's  or- 
der and  the  resultant  bad  pub- 
licity will  cost  Marion  about 
$65  million  in  Seldane  sales 
this  year  and  reduce  overall 
company  profits  by  about  $14 
million,  to  $677  million. 


HIP  HIP  HOORAY!  LET'S  HEAR  IT  FOR  PAY! 


College  football  fans  already 
know  that  the  beefy  student  ath- 
letes charging  up  and  down  the 
gridiron  on  Saturday  afternoons 
are  mostly  scholarship  recipi- 
ents. But  were  you  aware  that 
many  of  those  almost  insuffer- 
ably bouncy  students  waving 
pom-poms  on  the  sidelines  also 
get  a  subsidy? 

Yes,  that's  right:  cheerleading 
scholarships.  According  to  The 
Ultimate  College  Shopper's  Guide,  due  out  in  Septenih 
from  Addison- Wesley,  over  50  colleges  nationwide  offer  tlici 

Southern  schools  seem  to  take  their  cheerleading  most  sr 
ously.  Of  54  schools  waving  scholarships  at  cheerleaders, 
are  in  the  South.  The  University  of  North  Alabama  picks 
the  entire  tuition  tab  for  the  two  captains  of  its  squad. 

Many  prominent  citizens  once  shook  a  pom-pom  or  two. 
high  school  student,  disgraced  junk-bond  kingpin  Michael  V. 
ken  was  a  cheerleader.  And  some  say  he  never  really  stop] » 


The  Seldane  woes  com- 
pound Marion's  long-term 
probletns:  Cardizem,  its  $1  bil- 
lion blood-pressure  drug,  will 
soon  face  generic  competition, 
and  there's  little  in  the  pipe- 
line to  take  its  place. 


AMOCO  SWINGS 
A  BIG  AX 


►  Even  for  a  huge  energy 
company,  $800  million  is  a  big 
number.  That's  how  much 
Amoco  says  it  will  take  as  an 
after-tax  write-off  in  the  sec- 
ond quarter.  The  charge  cov- 
ers $250  million  for  disposing 
of  some  oil  and  gas  produc- 
tion properties  and  $220  mil- 


lion more  for  ditching  sni 
chemical  operations.  The  ^ 
billion  Chicago  oil  comp:i 
also  plans  to  cut  its  \\i 
force  by  about  15%,  or  S,." 
workers,  by  the  end  of  I'.i: 
Lower  oil  and  natural  u 
prices,  which  have  crinij 
earnings  and  cash  flow,  u 
gered  the  overhaul.  Ann 
says  the  cuts  will  save  it  S( 
million  a  year. 


THE  RUSSIANS  OFFER 
DEBT  SWAPS 


►  Russian  President  Bn 
Yeltsin  dangled  a  tantaliz 
prospect  before  Western  i 
vestors  at  the  Munich  ej>-i 
nomic  summit  (page  28):  Rl- 
sia    would    be  willing 
entertain  debt-for-equ 
swaps  for  its  $20  billion 
bank  debt.  In  a  closed  ses> 
with  President  Bush  and  i 
er  Group  of  Seven  leafl< 
Yeltsin  rattled  off  a  long 
of  assets  that  investors  c<i 
acquire  by  assuming  part 
Russia's  debt — including 
stake  in  its  vast  oil  and 
reserves.   U.  S.  officials 
scribed  the  offer  as  "very 
nificant."  Not  only  would 
swaps  help  Western  bai 
but  they  would  bring  in 
eign  investment  and  strenj 
en   Russia's  move  tow 
property  rights. 
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The  pencil  costs 
The  eraser,  millions. 

Mistakes  make  products  late,  more  expensive  and  inferior. 
Leaving  customers  dissatisfied,  reputations  damaged.  Since  there 
are  no  quick  fixes,  only  costly  ones,  what's  a  business  to  do? 

At  the  CIGNA  Property  and  Casualty  Companies,  we  have  a  very 

basic  goal:  Get  it  right 
the  first  time. 

Granted,  nobody's 
perfect  But  it's  surprising 
how  many  mistakes  can 
be  prevented. 

By  working  to  find  the 
best  solution,  rather  than 
the  most  expedient  one. 

Whether  we're 
providing  protection  for 
small  and  medium-size 
businesses,  or  meeting 
the  risk  management 
needs  of  the  largest 
corporations,  the 
benefits  are  the  same: 
Answers  that  are  fast 
and  accurate.  Service  that  is  responsive.  Value  that  is  real.  And 
customers  who  are  satisfied.  Anything  less  would  be  a  big  mistake. 

For  additional  information,  write  the  CIGNA  Property  and  Casualty 
Companies,  Department  RB,  Philadelphia,  PA  19192. 

After  all,  anyone  can  pay  for  lots  of  pencils.  But  who  can  afford 
all  the  erasers? 


We  get  paid  for  results! 


CIGNA 


1997  RESULTS  AND  ACTIVITIES 


Consolidated  results  for  the  Framatome  Group  in 
1991  were  comparable  to  those  achieved  in  1990. 
While  revenue  rose  to  14.2  billion  French  francs  (FFr), 
up  from  13.6  billion  the  previous  year,  the  Group  share 
of  net  income  was  nearly  unchanged  at  FFr  986  mil- 
lion, versus  FFr  984  million  in  1990. 

The  key  events  of  the  past  year  reflect  continued 
confidence  in  the  Framatome  Group.  Employee  con- 
fidence first,  shown  by  full  subscription  of  200,000 
reserved  new  shares,  issued  in  December  1990,  thus 
increasing  employee  ownership  from  3  to  5%.  Interna- 
tional investors  also  showed  their  confidence  in  Fra- 
matome, by  making  the  November  1991  issue  of 
$250  million  worth  of  Perpetual  Floating  Rate  Notes  a 
resounding  success. 

Nuclear  steam  supply  system  business  high- 
lights in  1991  were  the  delivery  of  two  more  1300  MWe 
class  PWR  units,  Cottenom  3  &  4,  and  the  confirmation 
from  EDF  of  the  order  for  Civaux  1,  a  1450  MWe  class 
PWR,  Work  continued  on  Penly  2,  Golfech  2,  and 
Chooz  Bl  and  B2  in  France,  as  well  as  Guangdong  1 
and  2  in  the  People's  Republic  of  China,  where  the  Fra- 
motome/Spie-Botignolles  consortium  assumed  over- 
all construction  responsibility  for  the  nuclear  islands.  In 
addition.  Nuclear  Power  International  (NPI),  the 
equally  owned  Framatome  and  Siemens/KWU  joint 
subsidiary,  moved  ahead  on  the  development  of  a 
common  product,  while  continuing  a  fruitful  dialog 
with  French  and  German  utilities. 

Framatome-Siemens  cooperation  was  also 
strengthened  in  1991  on  the  occasion  of  the  privatiza- 
tion of  the  energy  sector  of  Skoda,  in  the  Czech  and 
Slovak  Federal  Republic.  The  two  firms  will  hold 
respective  stakes  of  10  and  57%  in  the  capital  of  the 
new  Skoda-Energo  entity  being  created. 

Nuclear  services  business  was  steady,  both  in 
France  and  abroad,  where  the  major  event  was  Fra- 
matome's  acquisition  of  a  further  25%  interest  in  the 
capital  of  BWNS  in  the  USA,  raising  its  stake  to  a  con- 
trolling 75%.  This  change  was  sealed  by  an  agreement 
with  McDermott  International,  signed  on  4  December 
1991. 

Business  was  on  the  upswing  in  the  nuclear  fuel 
sector,  due  to  increased  demand.  Paralleling  the 
increase  of  Framatome's  shareholding  in  BWNS,  a  sec- 
ond agreement  signed  on  4  December  1991  allowed 
the  company  and  its  French  partners  (Cogema  and 
Pechiney)  to  increase  their  ownership  of  BWFC  to  75%. 


In  the  connector  segment,  Framatome  Connec- 
tors International  (FCI)  faced  an  adverse  business  envi- 
ronment not  only  in  the  United  States  and  Europe,  but 
also  in  Japan.  Conditions  were  better  on  some  mar- 
kets, such  as  telecommunications  or  automobiles;  in 
the  latter,  FCI  took  control  of  a  German  connector 
firm,  Schmid. 

Mechanical  engineering  activities  were  also 
affected  by  the  global  economic  slowdown,  notably  in 
early  1991  and  particularly  in  defense-related  fields. 
Nevertheless,  the  levels  of  their  order  books  at  the  end 
of  1990  enabled  certain  divisions  or  subsidiaries  to  do 
relatively  well  in  1991,  notably  Thermodyn,  in  the  com- 
pressor field,  and  NFM,  which  recorded  its  first  two 
orders  for  tunneling  machines  early  in  the  year. 

In  industrial  information  technology,  most 
Framatome  businesses  suffered  the  effects  of  a  diffi- 
cult economic  situation  in  a  slack  and  relatively  narrow 
market. 

Jean-Claude  Leny 
Chairman  and  Chief  Executive  Officer 


CONSOLIDATED  RESULTS 
(15  May  1992) 


CONSOLIDATED  GROUP  REVENUE 

1991 

1990 

Total,  excluding  taxes 

(FFr  millions) 

14174 

13571 

Origin:  -  Nuclear  power  businesses, 

9312 

8602 

including:  -  PWR  NSSSs  and  nuclear 

islands 

5136 

4916 

■  Fuel  and  services 

4176 

3686 

-  G)nnector  businesses 

3127 

3407 

-  Mechanical  and  diversified  engineering 

1735 

1562 

GROUP  NET  INCOME 

AND  DISTRIBUTION 

1991 

1990 

Group  shore  of  net  income 

(FFr  millions) 

986 

984 

Percentage  of  revenue 

7.0% 

7.2% 

Number  of  shares  outstanding  (millions) 

10.2 

10.0 

Net  income  per  shore  (FFr) 

96.7 

98.4 

Dividend  per  share  (FFr) 

39.20 

44,00 

FRAMATOME  GROUP 
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)UAYLE'S  CRUSADE 

S  WINNING  VOTES— FOR  PEROT 


ichael  I).  I)in,s4'man  is  the  soi-t  of  Repul)lican  you'd 
(\\l>(_'ct  to  be  firmly  behind  President  Bush.  The 
chaii-nian  of  Henley  Group  Inc.  in  Hampton.  N.  H.,  a 
ledical  e(iui])ment  and  aerospace  holding  company,  is  a  big  fan 
:  Vice-President  Dan  Quayle's  war  on  bureaucracy.  "We 
ive  too  much  government  and  too  nnicli  liurdensome  regula- 
on,"  he  says. 

But  Quayle's  exertions  at  the  President's  Competitiveness 
ouncil  have  just  whetted  Dingman's  appe- 
le  for  an  assault  on  Big  Government.  And 
lat's  why  Dingman  wants  Ross  for  Boss, 
^erot's  willingness  to  challenge  conven- 
onal  thinking  is  the  gift  of  a  leader,"  he 
sclares.  "This  Administration  is  too  weak, 
et's  give  Perot  a  chance  to  go  to  Washing- 
m  and  clean  the  place  out." 
OT  BASHFUL.  Such  are  the  sti-ange  side  ef- 
icts  of  Quayle's  assault  on  environmental. 
3alth.  and  safety  regulations.  The  Veep  has 
)arked  a  furor  in  Washington,  enraging 
lemoci-ats  and  environmentalists.  But  in- 
,ead  of  galvanizing  a  core  (loP  con.stituency 
ir  Bush,  Quayle's  campaign  seems  to  be 
laking  many  executives  believe  that  change 
I  Washington  is  possible— and  that  shock 
•eatment  spelled  P-e-r-o-t  may  be  what  the  capital  needs. 
Ne  have  government  gridlock  so  l)ad  we  can't  govern  our- 
ilves  anymore,"  says  another  Perot  backer,  Greensboro  (N.  C) 
■xtile  executive  G.  Allen  Mebane.  "Somebody  has  to  get 
lings  done." 

John  Motley  understands  the  problem.  The  vice-i)resident  of 
le  National  Federation  of  Independent  Business  says  "we 
iven't  been  bashful"  in  seeking  Competitiveness  Council  help 
r  its  small-business  members.  The  NFIB  has  won  a  proposal  to 
reamline  rules  governing  deposits  of  payroll  taxes  and  deej)- 
Ked  a  Labor  Dept.  regulation  holding  employers  responsible 
r  employees  wearing  seat  belts  while  traveling  on  the  job. 
nd  the  group  was  thrilled  when  Quayle's  council  overruled 


the  Envii-oimiental  Protection  Agency,  allowing  businesses  to 
increa.se  pollution  without  seeking  public  comment. 

Motley  is  a  die-hai'd  Bush  backer.  His  troops  are  another 
matter.  They're  split  between  Perot  and  Bush— and  the  Perot 
backers  are  the  .sort  of  loyalists  who  will  likely  stick  with  the 
insurgent  cantlidate  even  if  some  of  his  more  volatile  support 
evajiorates.  Explains  one  NFIB  member:  "Our  people  are  tradi- 
tionally for  anybody  who  lashes  out  at  government.  Bush 
looks  like  a  pale  imitation  of  Quayle,  and 
Quayle  looks  like  a  pale  imitation  of  Pei'ot." 

Such  thinking  is  bad  news  for  the  coiui- 
cil,  which  is  already  in  trouble  on  Capitol 
Hill.  The  House,  angry  that  the  Quayle  op- 
eration has  given  business  groups  a  back- 
dooi-  entry  to  the  regulatory  jjrocess,  has 
voted  to  cut  off  its  funding.  "We've  got  to 
stop  this,"  says  Senate  Governmental  Af- 
fairs Committee  Chairman  .John  Glenn  ID- 
Ohio).  "The  public  has  a  right  to  know  what 
the  council  is  doing  with  regulations  that  af- 
fect tens  of  millions  of  people." 

Perot's  Ixisiness  supi)ort  comes  mainly 
from  smaller  companies,  which  favor  slash- 
and-burn  tactics  in  Washington.  Most  corpo- 
rate leaders  are  sticking  with  Bush,  albeit 
without  much  fervoi'.  "Perot's  appeal  to  business  is  his  aggres- 
siveness," says  Jerry  Jasinowski,  president  of  the  National  A.s- 
sociation  of  Manufacturers.  "I  think  the  business  community 
wants  to  vote  for  Bush,  but  only  if  he  j)resents  a  more  force- 
ful pro-growth  agenda  in  the  campaign." 

Quayle  r'ealizes  that  his  crusade  has  helped  create  divisions  in 
iiusiness  ranks.  "They  are  f rusticated,  and  Perot  is  tapping 
into  their  frustration,"  says  Quayle  spokesman  Jeffrey  Nesltit. 
Bush  and  Quayle  hope  the  council's  actions  will  convince  exec- 
utives that  the  Administration  is  part  of  the  .solution.  But 
rather  than  stimulating  gi'atitude,  the  antiregulation  a.s.sault  may 
have  just  left  this  key  constituency  hungi-y  for  more. 

Bj/  Douglas  Harbrccht  (unl  Pvler  H(»u/  in  \V(islii)i(i/(»i 


APITALWRAPUPI 


HE  PRESIDENCY 


rruth  in  a  campaign  lies  in  the  eye  of 
the  bc^iolder.  ?^or  months.  Bush  and 
is  GOV  allies  (jn  Cajjitol  Hill  have  flayed 
)emoci-ats  for  i-efusing  to  give  the 
'resident  the  power  to  veto  individual 
.ems  in  appropriations  bills.  But  a  new 
'enate  Republican  Policy  Committee 
nalysis  of  Democrat  Bill  Clinton's  bud- 
et  proposals  dismisses  half  of  the  sav- 
igs  as  "gimmicks."  Among  them:  the 
early  $10  billion  Clinton  hopes  to  save 
ver  four-  years  by  exercising  a  line- 
em  veto.  Meanwhile,  while  continuing 
)  eschew  tax  hikes,  the  President  has 
ist  signed  one.  The  new  extension  of 
nemployment  benefits  is  funded  in  part 


by  renewal  of  an  expiring  provision  that 
reduces  the  value  of  pei'sonal  exemp- 
tions for  taxpayers  earning  more  than 

THE  SENATE  

Desertions  by  l)lack,  Jewish,  and  pro- 
choice  voters  are  hurting  the  re- 
election chances  of  Senator  Arlen 
Specter  (R-Pa.).  A  Millersville  Universi- 
ty/Penn  State  poll  shows  Democrat 
Lynn  Yeakel  ahead  43%-;57%.  Despite 
Specter's  strong  pro-choice  record, 
Yeakel  leads  52%-287o  among  voters  who 
think  the  Sui:)reme  Couit  went  too  far  in 
restricting  abortion.  Specter  also  alien- 
ated women  voters  during  Clarence 
Thomas'  confirmation  hearings. 


REGULATORS 


Securities  &  Exchange  Commission 
Chairman  Richard  C.  Breeden 
seems  to  have  abandoned  hope  for  a 
more  i)rominent  job  in  a  second  Bush 
Administration.  Associates  say  Bree- 
den, a  securities  lawyer  and  former 
White  House  aide,  is  seeking  a  pri- 
\'ate-st'ctor  job.  As  Breeden  tried  to 
ex[)and  the  sp:(''s  jui'isdiction,  he  fre- 
quently clashed  with  other  Adminis- 
tration officials— including  Treasury 
Secretary  Nicholas  Brady.  Meanwhile, 
James  M.  Reum,  a  securities  i)artner  in 
the  Chicago  law  firm  of  Hopkins  & 
Sutter,  has  emerged  as  the  leading 
candidate  for  a  vacant  seat  on  the  sec. 


ilNGTON  OUTLOOK 


BUSINESS  WEEK/JULY  20,  1992  37 


Because 


mtroducirig  the  AR^  MEGACOM*  FAMILY  OF  SERVK 


I 


f  you're  a  bigger  company,  one  that  spends 
between  $3,000  and  $30,000  a  month  on  long 
distance,  AW  now  offers  a  unique  and  exciting 
choice  of  ser\'ices:  the  ATsT  Megacom  Family 
of  Services. 

Megacom  Plus*  Ser\ice  and  Megacom 
Optimum  Service  are  the  //c^^rt^iY  members  of 
the  family  for  single-  or  multi-location  businesses. 
Like  Megacom  Service,  and  Megacom  800  Ser\"ice, 
they  can  give  you  all  the  reliability,  service,  and 
flexibility  you  need— at  \  ery  competiti\  e  prices. 

If  you're  a  bigger  business,  take  a  minute 
to  find  out  which  Megacom  service  meets  your 
needs  best.  Sign  up  before  10  15  92  and  you'll 
receixe  free  installation** 


AIKT  MEGACOM  PLUS  SERVICE 


A  new  outbound  service,  with  additional  saving 
and  a  choice  of  features,  intended  especially  for 
companies  with  multiple  locations  of  all  sizes. 

•  Combine  calls  from  all  your  locations,  inclucli 
domestic,  AT&T  Calling  Card,  international  and 
Direct®  calls,  into  one  bill— available  in  a  choice  ot 
billing  formats:  PC  disk,  magnetic  tape,  or  hard  o  ■ 

•  Spot  trends  and  identify  potential  calling  fraui 
with  the  optional  PC  billing  package.  Select  from 
56  standard  reports  or  customize  your  own. 

•  Features  the  advanced  maintenance  service 
option,  Mega^atch?^  which  proactively  monitors 
your  service  and  equipment  to  help  keep  your 
business  up  and  running. 

•  \blume  and  term  plan  discounts  available  for 
even  greater  savings. 


More  choices  for  bigger  businesses.  Because  one  size  does  notp 


1992  AT&T  "Pending  FCC  approval.  "Installation  must  be  made  by  12'3t''92. 


comes  in  many  sizes. 


isinesses  higgar  than  the  family  store,  but  smaller  than  the  FORTUNE  1,000. 


m  MEGACOM  OPTIMUM  SERVICE 


■  single-  or  multiple-location  businesses,  this 
V  service  is  the  "gold  standard"  offering  all  the 
tures  included  in  Megacom  Plus  Service,  and 
re,  with  the  highest  level  of  outbound  service 
i  support  available  from  AT&T. 

Features  a  dedicated  24 -hour  customer  support 
ter  to  handle  your  long  distance  operation, 
allation,  and  maintenance. 

Includes  the  standard  PC  billing  package, 
lose  your  own  bill  format,  even  CD  ROM,  to 
you  incredible  flexibility 

Choice  of  20  different  billing  dates.  Choose  the 
that  best  fits  your  company's  cash  flow. 

!  Includes  state-of-the-art  monitoring  to  help  spot 
j  )lems  before  they  interfere  with  your  calling. 

I  Choice  of  two  domestic  rate  structures:  single 
alized  rates  or  3-lier  mileage  rate  structure. 


AIKT  MEGACOM  SERVICE 


•  Offers  single-location  companies  essential  features: 
AW  quality  and  reliability  at  competitive  prices. 

•  Opportunity  to  add  on  powerful  options,  such  as 
MegaWatch,  the  24 -hour  proactive  maintenance  service. 


MM  MEGACOM  800  SERVICE 


•  Guaranteed  emergency  backuj)  service  in  30  min- 
utes or  less  if  service  is  ever  interrupted. 

•  Advanced  routing  features  help  you  complete  more 
calls. 

INTERNATIONAL  FEATURES 

•  Available  with  any  Megacom  service— gives  }'ou 
the  clearest  connections  to  over  200  countries  and  areas 
around  the  world. 

•  Includes  the  exclusive  AT&T  Language  Line®  Services, 
wliich  give  you  an  on-line  interpreter  in  140  languages. 


I  m  858-MHGA,  ext  50. 


L 


nternational  Business 


EUROPE I 


THE  GREAT  EUROPEAN  SELL-OFF, 
PART  TWO 


Governments  are  privatizing  companies  again — more  out  of  economic  necessity  than  ideology 


Ser^e  Tchuruk,  the  engineer  who 
heads  P'rance's  oil  and  gas  giant 
Total,  recently  got  a  nice  present 
from  the  French  government.  In  late 
June,  it  sold  more  than  $1  billion  of  its 
Total  shares,  retaining  only  a  token  5/' 
holding.  For  the  first  time  in  Total's  68- 
year  history,  the  company's  board  will 
not  be  automatically  dominated  by  gov- 
ernment nominees.  "Now  we  can  be  sub- 
stantially more  flexible,"  says  Tchuruk. 

Across  the  Alps,  a  similar  scenario  is 
about  to  be  played  out.  Next  month,  Ita- 
ly's EKI,  an  energy  and  chemicals  giant 
with  $41  billion  in  sales  last  year,  will  be 
transformed  from  a  government  entity 
to  a  joint  stock  company.  That  will  pave 
the  way  for  ENI  to  sell  off  pieces  of 
itself  to  the  public  later  in  the  year. 
Then,  says  EX  I  President  Gabriele  Ca- 
gliari,  "'we'll  finally  be  able  to  measure 
ourselves  against  the  market." 

All  over  Western  Europe,  privatization 


is  suddenly  getting  a  second  wind.  But 
this  time  it's  a  far  cry  from  the  ideology- 
based  sell-offs  spearheaded  by  an  icono- 
clastic Margaret  Thatcher  10  years  ago. 
Now,  stiff  new  competition  rules  laid 
down  by  the  European  Community  mean 
that  state-owned  companies,  once  cosset- 
ed, can  no  longer  rely  on  government 
handouts  to  finance  growth.  The  Euro- 
peans also  are  hoping  privatization  can 
help  fight  off  stiff  new  competition  from 
the  U.  S.  and  Japan. 
RICH  PROCEEDS.  One  more  spur:  Europe- 
an governments  are  more  money-hungry 
than  ever.  Examples  include  Germany, 
reeling  under  $60  billion  in  direct  unifica- 
tion costs  this  year,  and  Italy,  now  head- 
ing for  a  record  $130  billion  budget  defi- 
cit. Rather  than  deepen  deficit  spending 
to  fund  expensive  social  programs,  gov- 
ernments are  cashing  in  their  corporate 
a.ssets  (table). 
That's  something  France's  Pierre  Ber- 


egovoy  had  in  rnind  when  he  took  o\ 
as  Prime  Minister  in  early  April 
first  order  of  business  was  to  tae 
France's  formidable  10''^  unemploymi 
rate.  But  as  a  firm  believer  in  the  stro 
franc,  he  was  unwilling  to  borrow 
finance  job  creation.  Instead,  he's  usi 
proceeds  from  state  sell-offs.  'With 
$1  billion  Total  offering",  he  read 
more  than  half  of  his  goal  of  raising  $ 
billion  from  share  sales  this  year, 
additional  $450  million  or  so  is  likely 
be  raised  from  the  sale  of  a  life  insur 
Paris-based  Caisse  Nationale  de 
voyance,  later  in  the  year. 

French  privatization  will  pick 
sharply  if,  as  polls  suggest,  conser 
fives  win  big  in  elections  to  be  held  n 
March.  Right-wing  politicians  are  cert 
to  privatize  many  of  the  10  big  industi 
companies  and  several  banks  and  ins 
ance  firms  that  remain  in  state  han 
including  such  powerhouses  as 


P 


A  MENU  OF 
STATE  SELL-OFFS 


RPITAIKI  Europe'sbig- 
DIVI I  Mill  gest  privatization  pro- 
gram with  proposals  to  sell  off  British 
Coal  and  British  Rail  .  . 


rp  A  kir P  Raises  $1  billion  from  sell- 
rivMrlvL  off  of  oil  group  Total  to 
help  finance  job  creation.  Similar  sales 
may  include  such  major  companies  as  Ai 
France,  Renault,  Thomson,  Pechiney,  one 
Elf-Aquitoine 


ULIXIViMIi  T  sales  of  government 
stakes  in  more  than  TOO  companies  from 
Lufthansa  to  regional  banks  and  airport^ 


GAS  STOP:  PARIS 
WILL  RETAIN  JUST 
5%  OF  TOTAL 


IT  A I  W  Targets  key  state  companies 
1 1  ML  I  including  energy  giant  ENI  fo 
privatization  to  help  reduce  its  chronic 
budget  deficit  , 
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ance  and  steel  giant  Usinor  Sacilor. 
rhat's  a  rich  trove.  A  conservative 
snch  government,  estimates  Shearson 
hman  Brothers  Inc.,  would  sell  about 
)  billion  worth  of  state  holdings  over  a 
e-year  period.  And  even  if  the  Social- 
3  manage  to  squeak  back  in,  the  party 
low  on  record  as  backing  total  privati- 
;ion.  "The  French  Socialists,"  says  An- 
ne Jeancourt-Galignani,  chairman  of 
nque  Indosuez,  "are  giving  up  every- 
ng  they  have  been  worshiping." 
;taly  has  dragged  its  feet  on  privatiza- 
ti,  but  its  fire  sale  could  ultimately  top 
ince's.  Besides  ENI,  the  vast  state 
Idings  include  most  commercial  banks, 
»d  companies,  chunks  of  heavy  indus- 
,  and  Italian  railways.  The  companies 
ve  been  a  rich  source  of  patronage 
i  favors  for  Italian  political  parties 
ile  absorbing  $36  billion  in  annual 
jsidies  over  the  past  decade,  a  record 
Europe,  according  to  the  EC. 
ESS  AHEAD.  The  new  Italian  govern- 
snt  headed  by  Socialist  Guiliano 
lato  needs  cash  as  quickly  as  possible. 
,ly's  budget  deficit  has  ballooned  this 
ir  to  a  disastrous  11%  of  gross  domes- 
product.  Although  the  sell-offs  could 
stalled  by  disputes  over  legality,  the 
rernment  might  raise  as  much  as  $10 
lion  next  year,  according  to  govern- 
nt  economists.  ENI,  for  example,  is 
eady  planning  to  spin  off  about  10% 
Agip,  its  $8  billion  oil  and  gas  unit,  in 
leal  put  together  by  Goldman,  Sachs 
Co.  and  Swiss  Bank  Corp.  The  sale 
y  raise  up  to  $2  billion, 
'he  German  government  also  controls 
je  swaths  of  the  economy,  from 
:thansa  to  dozens  of  banks  to  the  fed- 
1  railroad  system.  But  it,  too,  is  feel- 
the  pressure  to  move  forward  on 
^atization.  With  Bonn  expected  to  run 
28  billion  deficit  this  year.  Finance 
lister  Theodor  Waigel,  for  one,  wants 
)ress  ahead  with  the  privatization  of 
jkom,  the  powerful  telecommunica- 
s  unit  of  the  federal  postal  service, 
s  the  pioneer,  Britain  has  cleared  the 
Ives  of  much  of  its  state  holdings — 
le  $70  billion  worth  in  the  past  de- 
i.  But  such  leftover  giants  as  British 
and  British  Coal  will  eventually  go 
;he  block. 

1  the  meantime,  the  British  are  try- 
to  sell  their  privatization  knowhow 
heir  Continental  cousins.  One  tactic: 
national  cruises.  On  a  recent  sunny 
day,  such  leading  London  experts  in 
atization  as  Coopers  &  Lybrand  and 
:lays  de  Zoete  Wedd  pitched  sell-offs 
)p  Italian  business  chieftains  during 
y-long  cruise  up  the  Italian  coast  on 
en  Elizabeth  II's  yacht  Judging  by 
t's  on  Europe's  privatization  plate, 
ish  experts  stand  to  be  busy  well 
the  decade. 

I  John  Rossant  in  Rome,  with  Stewart 
in  Paris  and  Igor  Reichlin  in  Bonn 


FRANCE  I 


THEY  DON'T  LET  JUST  ANYONE 
BUY  A  DEFENSE  CONTRACTOR 


Now,  France's  Thomson  is  fighting  to  save  a  piece  of  its  LTV  deal 


Alain  Gomez,  the  dapper  chairman 
of  France's  Thomson-CSF,  lined 
up  some  of  the  best  string-pull- 
ers money  can  buy  to  help  acquire  bank- 
rupt LTV  Corp.'s  missile  business.  The 
defense-electronics  giant,  58%-owned  by 
the  French  government,  joined  with  the 
Carlyle  Group,  a  well-connected  Wash- 
ington investment  bank  whose  vice- 
chairman  is  former  Defense  Secretary 
Frank  C.  Carlucci.  For  public  relations, 
Gomez  tapped  Carter  Administration 
Press  Secretary  Jody  Powell's  high- 
powered  spin-shop,  Powell  Tate,  as  well 
as  a  legion  of  K  Street  lawyers. 

But  the  pricey  talent  couldn't  over- 
come the  volatile  politics  of  selling  sensi- 
tive U.  S.  defense  assets  to  foreigners. 


LTV  ROCKET  LAUNCHER:  U.S.  RIVALS  COVET  THE  TECHNOLOGY,  TOO 


particularly  in  an  election  year.  On  July 
5,  Thomson  withdrew  its  $450  million 
joint  bid  with  Carlyle  to  buy  LTV's  mis- 
sile and  aircraft  businesses.  Small  won- 
der. The  U.  S.  defense  Establishment 
carried  out  a  blistering  behind-the-scenes 
assault  on  Thomson  over  its  status  as  a 
French  government  holding  and  its  past 
business  dealings  with  Iraq. 
HARD  SELL.  The  flap  won't  help  testy 
U.  S.-French  relations.  And  displeasure 
with  the  U.  S.  reaction  goes  beyond  Par- 
is. One  European  Community  official 
warns  of  "serious  consequences  for  the 
trans-Atlantic  investment  climate."  An- 
other possible  casualty  could  be  U.  S. 
arms  sales  in  Europe.  "This  will  obvious- 
ly send  a  signal,"  says  Bertrand  de  Fou- 
chier,  Thomson  vice-president  for  North 
America. 

Thomson  is  now  scrambling  to  salvage 
something  from  the  deal.  Gomez'  dream 


for  his  $7  billion  colossus  was  to  dovetail 
LTV's  world-class  missiles  systems  with 
Thomson's  strong  position  in  electronics. 
By  grabbing  LTV,  Gomez  also  hoped  to 
gain  entry  into  the  U.  S.  market  as  a 
prime  contractor.  Now,  though,  he  will 
be  lucky  to  end  up  with  a  minority  inter- 
est in  the  company. 

The  trick  will  be  winning  the  good 
graces  of  the  Committee  on  Foreign  In- 
vestment in  the  U.  S.  (CFIUS) — an  inter- 
agency group  that  advises  President 
Bush  on  foreign  purchases  of  U.  S.  as- 
sets. Before  Thomson  withdrew  its  of- 
fer, the  Treasury  Dept.-led  panel  was 
leaning  against  the  sale  because  of 
its  concerns  that  LTV  missiles  might  end 
up  in  the  wrong  hands. 

A  Thomson  official 
confirmed  the  com- 
pany is  talking  to 
Northrop  Corp. 
about  leading  a  new 
bid,  with  the  French 
as  minority  partners. 
Thomson  has  talked 
with  Raytheon  Co. 
and  Loral  Corp.  as 
well — and  a  new  of- 
fer could  emerge 
any  day. 

Still,  that  may  be 
"wishful  thinking" 
says  Alan  Batkin, 
LTV's  financial  advis- 
er on  the  missile  sale 
and  vice-chairman  of 
Kissinger  Asso- 


ciates. One  reason  is  that  time  is  short. 
The  bankruptcy  judge  overseeing  the 
sale  of  LTV  assets  has  set  a  July  31  dead- 
line to  close  the  Thomson  deal. 

Even  if  Thomson  can  pull  together  a 
new  proposal,  it  will  still  face  heated 
opposition  from  Martin  Marietta  Corp. 
and  Lockheed  Corp. — whose  rival  $385 
million  offer  lost  out  to  the  French  in 
April.  Martin  Marietta  Chairman  Nor- 
man R.  Augustine  objects  to  Thomson's 
taking  even  a  minority  stake.  Augustine 
has  friends  in  high  places:  He  was  on 
Bush's  short  list  of  potential  Defense 
Secretaries  back  in  1988. 

Marietta's — and  Lockheed's — reasons 
for  opposing  Thomson  aren't  at  all  high- 
minded.  Both  want  LTV's  missile  technol- 
ogy. Its  medium-  and  long-range  mobile 
rocket  launchers  performed  well  during 
Operation  Desert  Storm.  And  LTV's 
ERINT  missile-defense  system  is  consid- 
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ered  by  many  to  be  more  accurate  and 
reliable  than  Raytheon's  Patriot. 

That's  why  Pentagon  officials  are  so 
edgy  about  a  Thomson  takeover.  Indeed, 
hard-liners  in  the  military  demanded  that 
the  company  set  up  a  "voting  trust" 
manned  by  U.  S.  representatives  to  vet 
decisions  involving  missile  technology. 
"You're  talking  about  a  company  [LTV] 
that's  95%  classified,"  says  one  Adminis- 
tration official.  "The  French  have  been 
known  to  borrow  technology  and  spread 
it."  A  July  2  report  that  the  Customs 
Service  is  investigating  whether  Thom- 
son illegally  diverted  U.  S.  lasers  to  Iraq 
can  only  fuel  those  fears.  Thomson  says 
the  lasers  were  French-made  and  the 


sales  approved  by  regulators  in  Paris. 

Ironically,  Thomson's  association  with 
the  Carlyle  Group  also  hurt  the  deal. 
Roughly  one-third  of  the  $150  million 
Carlyle  planned  to  put  up  for  LTV's  air- 
craft unit  was  bankrolled  by  state- 
backed  Credit  Lyonnais.  So  the  group 
was  viewed  as  "a  front"  for  the  French 
government,  says  an  Administration 
source.  Such  rough  treatment  speaks 
volumes  about  the  U.  S.  defense  indus- 
try's inevitable  post-cold-war  consolida- 
tion. Foreigners  serious  about  buying 
their  way  in  had  better  be  combat-ready. 

By  Brian  Bremner,  iviih  Seth  Payne  in 
Washington  avd  Jonathan  B.  Levine  in 
Pa  ris 


BRITAIN  I 


NOW,  THIS  SHOULD 
GET  ADIDAS  ON  ITS  FEET 


New  owner  Pentland  Group  will  spend  big  to  put  it  back  in  the  game 


Adidas  is  on  a  roll. 
Slashing  across  court 
in  the  German  sport- 
ing goods  company's  three- 
stripe  tennis  shoes  and  cloth- 
ing, Steffi  Graf  won  the 
Wimbledon  women's  singles 
title  on  July  4.  Three  days  lat- 
er, Adidas  was  bought  out  by 
Britain's  Pentland  Group— 
and  the  doubles  combination 
promises  to  give  U.  S.  rivals 
Nike  Inc.  and  Reebok  Interna- 
tional Ltd.  a  run  for  No.  1. 
"This  is  a  sport,"  enthuses 
Pentland  Chairman  R.  Ste- 
phen Rubin,  whose  family 
controls  M  'A  of  Pentland. 
"We're  going  to  have  fun." 

Rubin  is  paying  $411  million 
for  the  807'  "of  Adidas  that 
Pentland  doesn't  already  own. 
And  it  will  take  tens  of  mil- 
lions more  to  reinvigorate  one 
of  the  world's  best-known  but 
faded  brand  names.  A  key 
part  of  Rubin's  plan  to  com- 
pete with  free-spending  Nike 
and  Reebok  is  to  open  the 
taps  of  the  $2.8  billion  Adidas  to  up- 
grade products,  improve  distribution, 
and  sign  up  more  big-name  endorsers. 
WINNING  QUALITIES.  Adidas'  biggest 
challenge  will  be  in  the  U.  S.,  where  its 
market  share  is  just  3%  vs.  Nike's  29% 
and  Reebok's  237.  Adidas  missed  most 
of  the  1980s  boom  in  aerobics,  basket- 
ball, and  leisure  wear  and  developed  a 
reputation  for  tardy  deliveries  among 
some  retailers.  Its  new  Equipment  line 


GRAF  WON  WIMBLEDON  IN  ADIDAS  GEAR 


of  performance  shoes  is  designed  to 
make  up  some  of  the  ground  it  lost  to 
Nike's  Air  and  Reebok's  Pump  lines. 
"Adidas  has  simply  fallen  off  the  table," 
says  Rob  Strasser,  a  former  Nike  execu- 
tive who  now  heads  an  Adidas  consul- 
tancy, Sports  Inc.  Rubin  hopes  to  lean 
heavily  on  another  Adidas  adviser,  for- 
mer Olympics  chief  Peter  Ueberroth,  to 
boost  the  brand's  profile. 

If  Rubin's  past  is  any  guide,  the  com- 


petition could  get  fierce.  The  bow-ti( 
former  lawyer  has  already  chalked  v 
some  shrewd  investments.  He  turned; 
1981  investment  of  $77,500  in  then  littll 
known  Reebok  into  an  incredible  $7' 
million  windfall  by  the  time  he  sold  oj 
last  year.  He  used  some  pocket  chand 
from  that  deal  to  buy  up  the  Pony  foq 
wear  and  the  Speedo  bathing  sui 
brands,  which  he  has  begun  to  revii 
with  new  products  and  marketing.  j 

Pentland  picked  up  control  of  Adid? 
from  the  embattled  French  busine^ 
man-turned-politician  Bernard  Tap| 
Facing  financial  collapse  and  a  suit 
alleged  fraud,  Tapie  bailed  out  of  A| 
das,  which  he  bought  two  years  a| 
from  the  heirs  of  founder  Adi  Dassl^ 
With  Tapie's  future  clouded,  Adidas  hjl 
been  racked  by  morale  problems.  Ruq 
wants  Adidas  Chairman  Rene  C.  JagJ 
who  threatened  to  resign,  to  stay  on.j 

Rubin  brings  to  Adidas  a  special  ^ 
pertise  he  developed  at  Reebok:  oi5 
sourcing  in  low-cost  Asia.  "Pentland  \ 
the  best  in  the  business  at  finding  quaj 
ty  sourcing  at  the  best  prices,  which! 
fundamental  in  this  business,"  says  J| 
chael  Birkin,  chief  executive  of  consl 
tant  Interbrand  Corp.  s 
MAKING  A  SPLASH.  It  will  take  moi 
than  a  price  edge,  however,  to  compti 
fiercely  in  Europe,  where  Adidas  | 
strongest.  In  Germany,  its  single  largtj 
market,  Adidas'  market  share  has  pluj 
meted  10  percentage  points,  to  40%,  |f 
just  two  years.  Gemot  Schilling,  a  buy^ 
at  giant  German  retailer  Kaufhof  Ho- 
ing  Aktiengesellschaft,  says  that  Adiiii 
simply  missed  the  wave  of  image-ci 
scious  shoes  and  apparel.  "They  did 
realize  that  athletes  were  no  longer  i  - 
primary  market,"  he  says. 

Now,  Nike  and  Reebok  are  floodij 
Europe's  airwaves  with  splashy  ads  ai 
spending  big  on  the  Barcelona  Olymp^ 
to  introduce  to  a  new  audience  st; 
ranging  from  basketball  giant  Mich  i 
Jordan   to   Kenya's  distance  runne. 
They  are  beginning  to  chip  away  at  A  ■ 
das'  stranglehold  on  endorsements  fri  . 
athletes  in  East  Europe  and  the  fonir 
Soviet  Union.  "We  are  committed  to 
ing  the  major  player  in  Europe,"  insi 
Peter  McGuigan,  managing  director 
international  operations  of  Reebok. 

The  54-year-old  Rubin,  a  swimming 
thusiast,  clearly  relishes  the  challeti 
He  says  he  has  no  intention  of  push 
Adidas  into  the  volatile  fashion  end  ! 
the  business.  And  he  would  like  not'i 
more  than  to  strike  a  blow  at  the 
boys,  especially  Reebok,  with  whom  ra- 
tions ended  frostily.  For  someone  whis 
family  began  as  a  small  shoe  wholesa 
Rubin  is  now  solidly  in  the  big  leagn 

By  Richard  A.  Melcher  in  London,  /' 
Ann  Holli/ield  in  Bonn 
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Commentary/ by  Ted  Holden  and  Robert  Neff 


JAPAN'S  CREDIT  CRISIS:  INACTION  MAY  BE  THE  RIGHT  ACTION 


A recurring  nightmare  is  iieeping 
global  bankers  and  traders  toss- 
ing and  turning:  Japan's  credit 
crisis  intensifies  as  bad  loans  keep 
mounting.  Bankruptcies  spiral  ever 
higher.  The  stock  market  goes  into  a 
new  tailspin.  And  bankers  slam  the 
brakes  on  new  lending,  dashing  hopes 
for  an  economic  recovery. 

Some  argue  that  this  scenario  should 
spur  strong  action  by  bureaucrats  who 
have  so  brilliantly  managed  Japan's 
economy  in  the  past.  But  even  with  the 
t^ikkei  stock  average  down  60%  since 
1990  and  real  estate  prices  falling  for 
the  first  time  in  17 
ye&rs,  the  appara- 
tchiks are  letting  na- 
ture take  its  course. 
'Unlike  in  past  crises, 
there  is  no  strategy," 
says  Michiya  Mat- 
sukawa,  chairman  of 
Nikko  Securities  Co.'s 
research  center  and  a 
former  Ministry  of  Fi- 
nance aide. 

That  apparent  inac- 
tion could  be  by  de- 
sign— and  that  may 
be  for  the  best.  Let- 
ting the  painful  finan- 
cial reckoning  play 
Dut,  bureaucrats  reck- 
on, is  still  the  most  ef- 
ficient way  to  purge 
Fapan  of  the  last  ves- 
;iges  of  the  specula- 
;ive  1980s  and  to  pro- 
luce  a  tauter  financial  system  and 
nore  streamlined  industrial  machine. 
»00R  JUDGMENT.  There's  also  a  tinge 
)f  vengefulness  here.  During  the 
.980s,  sloppy  controls  and  the  rush  for 
'ast-money  business  led  many  lenders 
nto  scandals  and  an  estimated  $160 
lillion  in  bad  loans.  Banks  also  irritat- 
'd  regulators  by  setting  up  subsidiar- 
es  beyond  the  reach  of  the  Finance 
ilinistry  to  get  around  limits  on  real 
state  loans.  Major  stockbrokers  fur- 
her  rankled  bureaucrats  by  devising 
chemes  to  compensate  favored  clients 
ecretly  for  trading  losses.  These  ac- 
ions  have  all  tarnished  Japan's  reputa- 
I  ion  as  a  financial  center.  Now,  "finan- 
j  ial  institutions  must  reap  what  they 
'  owed,"  says  Eisuke  Sakakibara,  depu- 
'  V  director-general  of  the  ministry's  In- 
?rnational  Finance  Bureau. 
To  be  sure,  bureaucrats  must  accept 
ome  of  the  blame  for  these  excesses. 


But  they  no  longer  have  the  degree  of 
control  over  financial  markets  they 
once  boasted.  The  understaffed  bu- 
reaus of  the  Finance  Ministry  and  the 
Bank  of  Japan  have  been  hard-pressed 
to  monitor  the  country's  rapid  financial 
expansion.  And  the  regulators'  influ- 
ence over  the  stock  market  isn't  what 
it  used  to  be.  For  one  thing,  Finance 
and  the  brokers  are  still  estranged  fol- 
lowing the  loss-compensation  scandal. 

Bureaucrats  are  hoping  that  Japan's 
stock  market  will  turn  around  of  its 
own  accord  as  the  economy  recovers. 
That  would  help  Japanese  banks,  al- 


though it  could  still  take  up  to  five 
years  for  them  to  work  off  their  bad 
loans.  Despite  talk  of  financial  melt- 
down, the  bureaucrats  insist  that  most 
banks  and  the  economy  are  still  funda- 
mentally sound.  "We  did  not  think  that 
bursting  the  bubble  would  have  such 
an  impact  [on  the  stock  market],"  says 
Kengo  Inoue,  the  Bank  of  Japan's  dep- 
uty research  director.  "But  the  Japa- 
nese system  is  alive  and  kicking.  In  the 
unlikely  case  that  things  get  out  of 
hand,  there  are  means  at  our  disposal 
to  make  an  extraordinary  loan."  In- 


As  cheap  capital  dries  up, 
survival  of  the  fittest  will 
rule — which  some  see  as  a 
necessary  adjustment 


stead  of  meting  out  emergency  loans, 
the  bureaucrats  would  prefer  to  spread 
out  losses  among  many  banks. 

In  the  meantime,  they  are  laying  the 
groundwork  for  the  most  widespread 
deregulation  of  Japanese  finance  since 
1965.  The  Diet  recently  passed  finan- 
cial-reform legislation  based  on  the  rec- 
ommendations of  two  blue-ribbon  Fi- 
nance commissions.  The  new  laws  take 
effect  in  1993  and  will  let  banks  go  into 
the  securities  business  and  securities 
firms  set  up  banks.  With  trading  com- 
missions already  collapsing,  more  than 
a  dozen  of  Japan's  217  brokers  are  ex- 
pected to  go  out  of 
business.  Even  giant 
Nomura  Securities 
Co.  plans  to  cut  its 
staff  by  16%. 

Similar  restructur- 
ing is  coming  for 
banks,  which  long 
have  been  kept  in 
well-defined  niches. 
Regulators  hope  that 
Industrial  Bank  of  Ja- 
pan Ltd.,  one  of  sever- 
al banks  that  special- 
ize in  long-term  cor- 
porate lending,  will 
now  evolve  into  a 
global  merchant  bank 
much  like  J.  P.  Mor- 
gan &  Co.  "We're  go- 
ing to  lead  our  finan- 
cial-services firms  in 
the  direction  of  Lon- 
don and  New  York," 
says  Osaka  University  economist  Shoi- 
chi  Royama,  chairman  of  one  of  the 
reform  councils. 

For  decades,  Japanese  financial  insti- 
tutions have  been  among  the  world's 
luckiest.  Amid  stunning  economic 
growth  and  protection  by  bureaucrn  ,, 
they  grew  to  mammoth  size.  Nov  Me 
global  economy  is  cooling,  fin:  is 
becoming  deregulated,  and  tl  Tokyo 
stock  market  plunge  is  c  ang  off 
their  last  source  of  chea  capital  for 
expansion.  In  this  nev.  jnvironment, 
the  bureaucrats  argue  ^nly  the  fittest 
should  survive.  "Tht  s  a  feeling  that 
this  is  a  necessar  adjustment,"  says 
Finance's  Sakaki:  ara.  "We  think  the 
Japanese  econi  ^y  has  diabetes.  That 
could  require  several  years  of  strict 
diet."  For  viie  moment,  a  diet  looks 
more  reali  lic  than  surgery.  The  world 
would  V'!  making  a  mistake  to  think 
the  di.'  ase  is  terminal. 
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YELTSIN  DISCOVERS  THE  TRICKY  SIDE 
TO  DEMOCRACY:  COMPROMISE 


A running  joke  at  the  Group  of  Seven  leading  industrial 
nations  in  Munich  has  it  that  Boris  Yeltsin  is  the  onl.y 
leader  in  attendance  still  popular  with  his  electorate. 
But  when  the  Russian  President  returns  home,  he'll  face  a 
growing  challenge:  stronger  and  better  organized  political 
parties.  After  coming  into  existence  two  years  ago,  the  parties 
are  finally  carv-ing  out  clear  policy  posi- 
tions. As  a  result,  Yeltsin's  balancing  act 
will  become  far  tougher. 

Two  clear  factions  are  emerging.  T 
first  is  the  hard  opposition,  made  up  of  ai 
least  four  groups  bent  on  overthrowing 
Yeltsin,  legally  or  not.  Each  has  its  own 
version  of  a  generally  procommunist,  Rus- 
sian nationalist,  or  anti-Western  line.  Led  by 
such  figures  as  former  KGB  Major  General 
Alexander  Sterligov,  they  condemn  Yeltsin 
for  abetting  Western  economists  and  failing 
to  protect  ethnic  Russians  in  troul)le  spots 
such  as  Moldova  and  Southem  Ossetia.  Vot- 
er support  for  them  is  now  tiny,  but  their 
power  could  grow  if  the  economy  worsens. 
ARMTWISTING.  A  second  faction,  called  Ci\- 
ic  Union,  will  have  far  more  influence  in 
shaping  Russia's  future.  Founded  on  June 
21,  it  draws  largel\-  from  progi'essive  mem- 
bers of  the  managerial  apparat  of  the  com- 
munist days.  It  is  made  up  of  two  critical 
groups.  One  is  the  Free  Russia  part\-  head- 
ed by  Yeltsin's  own  Vice-President  Alex- 
ander Rutskoi,  a  moderate  nationalist.  The  other  i 
month-old  Renewal  party  created  by  the  pru 
industrialist  and  former  Gorbachev  adviser  Arkady 

With  strong  links  to  state-enterprise  managers,  Ci\"ic  Union 
suppoits  limited  pri\'atization  and  accepts  the  idea  of  bankrupt- 
cies. But  for  now.  it  wants  Yeltsin  to  halt  the  15%  plunge  in  in- 
dustrial production  by  easing  up  on  harsh  monetary  policies. 
The  coalition  has  alreadv  demonstrated  its  clout.  It  has  twist- 


ed Yeltsin's  arm  to  bring  in  Vladimir  Shumeiko,  a  Renew 
\'ice-president  and  former  factory  director,  as  first  depu 
prime  minister.  Although  a  reformer,  Shumeiko  is  far  mo; 
conservative  than  Yeltsin's  young  economists  who  advoca 
shock  therapy. 

Ci\  ie  Union  economists  helped  draw  up  the  new  industrial 
sti-ucturing  progi'am  appro\'ed  on  June 
The  cautious  program  advocates  retainii 
big  monopolies  in  gas,  communications,  ai 
transport  while  calling  for  prix'atizing  half 
state  indiistrial  assets  by  1995.  To  control 
tomotive,  oil,  and  coal  industries,  it  wou 
create  state-owned  "trust  companies."  Tl 
aim:  to  avoid  social  upheaval  by  slowi 
down  the  pace  of  industrial  restructurii 
while  leaxing  the  door  open  for  managers 
claim  large  stakes  in  sold-off  enteq^rises 
The  factions'  future  depends  on  how  i. 
Russian  public  handles  continued  extrer 
inflation  and  possible  unemplojinent.  Har 
line  legislatoi-s  want  to  force  a  vote  of  no<- 
fidence  in  Yeltsin  by  yearend.  If  he  los( 
Yeltsin  would  probably  ha\'e  to  face  n^ 
presidential  elections.  His  radical  support 
also  want  a  referendum  on  a  new  constituti 
and  new  pai-liamentai-\-  elections,  pro\idini 
chance  to  sho\'e  out  communist  holdovei 
But  the  plan  could  backfii'e  if  \-oters  el 
right-wingers  promising  Ijetter  times. 
For  now,  Yeltsin  seems  to  be  setting  I 
sights  on  a  moderate  course  b\'  compromising  with  Ci\ac  L 
ion.  Tliat  may  help  him  to  ram  through  more  economic  refoi 
laws.  But  they  are  likely  to  fall  short  of  the  drastic  steps 
pected  by  the  International  ilonetarj-  Fund,  w-hich  controls 
lions  in  Western  aid.  Yeltsin  will  have  to  persuade  the  W( 
that  a  distinctly  Russian  go-slow  approach  is  better  than  t 
sudden  and  dramatic  changes  being  urged  upon  him. 

Bi/  Rose  Brady  in  Mosc 


GLOBAL  WRAPUPI 


SOVIET  REACTORS 


»-^he  West  is  ready  to  fund  safety  re- 
ft lairs  for  hazardous  nuclear  reac- 
tor?  if  Soviet  design,  but  at  levels 
much  'wer  than  anticipated.  Following 
objectioi  =;  by  the  U.  S.  and  Japan  at 
the  Munii.  economic  summit,  a  multi- 
national kii'v  will  be  set  up,  but  it 
will  be  fimdeu  it  far  less  than  the  S700 
million  iriitiall\  hoped  for.  Now,  the 
Europeans,  who  are  most  worried 
about  another  Chei .  obyl  disaster,  will 
have  to  finance  well  u"er  half  the  pro- 
gram. The  total  could  be  reached  only 
if  Western  countries  he!n  fund  con- 
tracts their  engineering  companies  win 
for  reactor  repairs. 


The  decision  casts  a  pall  over  a  long- 
er-term plan  to  lay  out  SIO  billion  to 
replace  faulty  reactors  in  Eastern  Eu- 
rope and  the  former  Soviet  Union. 
That  plan  ran  into  criticism  at  the  eco- 
nomic summit  because  it  could  perpet- 
uate supplies  of  subsidized  energy  to 
woefully  inefficient  former  So\iet  in- 
dustries. In  any  event,  the  reactor  de- 
cision signals  that  the  West  will  keep 
tight  controls  on  any  moneta'^y  aid  it 
sends  to  the  former  East  bloc. 

WORLD  BANKING  

A year  after  the  collapse  of  the  Bank 
of  Credit  &  Commerce  Interna- 
tional, global  financial  regulators  are 
finally  stepping  up  efforts  to  isolate 


rogue  offshore  banks.  On  July  6,  th 
Federal  Reserve  and  the  central  bank 
of  nine  other  industrial  nations  agree 
to  keep  a  keener  eye  on  their  ow 
banks'  international  activities.  Shoul 
some  countries  fail  to  meet  the  tougl 
er  standards,  their  banks  may 
barred  from  expanding  in  countri€ 
that  comply. 

Specifically,  the  plan  seeks  to  plu 
loopholes  that  permitted  BCCI  to  kee 
the  Fed.  the  Bank  of  England,  and  otl 
er  regulatoi's  in  the  dark  on  questioi 
able  deals.  Sources  at  the  Bank  fc 
International  Settlements  expect  widi 
spread  adoption  of  a  new  cofle  in  Oct 
ber,  when  banking  regulators  from  K 
countries  meet  in  France. 
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DECK 
ACTION 

iCIS! 


Major  League  Basebair 
and  Upper  Deck™ 
Simply  the  best. 


Nothing  brings  you 
closer  to  the  action, 
closer  to  the  players, 
closer  to  the  game 
than  Upper  Deck. 
Nothing  else  captures 
big  league  performance 
like  America's  #1 
Baseball  Card. 
One  look  and  you 

feel  the  excitement. 
Upper  Deck  delivers. 


©199?  ©132 

Uppei  Deck.  Nobody  Does  Basetall  Like  Uppet  Deck,  and  ihe  catdAiologiam  conttration  ate  Iraderafts  ol  Itie  Uppei  Deck  Company  ©  1992  Ttie  Uppei  Deck  Company 

The  Major  League  CluO  insisnias  depicte)  on  lt«s  pioduci  ate  trademarks  wtiidi  a/e  the  exclusive  pioperty  ol  Ine  respective  Major  league  CIAs  and  may  not  be  reprodixed  without  written  consent 


Introduction 

By  Tom  Hanks 


If  there  is  a  single  color  that  con- 
nects the  game  of  baseball  to  the 
collective  American  psyche,  that 
color  is  green.  There  are,  of  course, 
the  greenbacks  that  are  used  to  keep 
score  in  the  business  of  baseball,  but 
more  fundamentally,  it  is  the  green 
grass  that  defines  this  playing  field. 

Green  has  been  the  enduring 
emblem  of  the  game.  The  green  of 
the  grass  soothes  the  soul  and  touch- 
es the  heart  of  every  ticketholder, 
whether  they're  in  the  lofty  skybox- 
es  or  the  most  distant  bleacher.  It  is 
the  color  so  indelible  to  the  soul  of 
baseball  that  not  even  artificial  turf  can  take  away  its 
inspiration. 

Ask  anyone  what  they  remember  most  about  their 
first  visit  to  a  big  league  ballpark,  and  they  will  say  it 
was  the  green  of  the  grass.  Go  back  in  memory  to  your 
own  first  visit  to  the  Temple  Amerkanus.  You  can  still 
taste  the  hot  dogs  and  remember  the  amazing  geometri- 
cal precision  of  the  diamond.  But  it  was  enveloped  by 
greenery  more  lush,  more  brilliant,  more  noble  in  its 
manicured  majesty  than  any  mere  lawn  found  elsewhere. 

The  green  of  baseball  is  as  green  as  the  Ireland  of 
O'Casey,  as  lush  as  the  tropics.  Yet  it  can  be  found  right 
there,  standing  out  from  the  sea  of  concrete  in  the  South 
Bronx  or  the  six  flats  on  the  North  Side  of  Chicago  or 
the  parched  soil  at  Chavez  Ravine. 

Most  of  us  in  this  country  have  played  the  national 
pastime  in  one  form  or  another,  be  it  in  school  or  at  the 
company  picnic.  But  only  a  handful  of  us  have  ever  been 
able  to  descend  from  the  stands  to  the  beckoning  fields. 


the  greenest  fields  of  the  Republic. 
We  envy  the  Professionals,  the 
Chosen  Few  skilled  enough  to  earn 
their  way  in  the  world  through  a 
unique  combination  of  work  and 
play  down  there  on  the  Mesa  Verde. 

Most  of  us,  no  all  of  us,  in  the 
grandstand  would  gladly  pay  for  the 
visceral  pleasure  of  loping  across  the 
outfield  or  playing  catch  inside  the 
warning  track.  We'd  pay  even  more 
to  take  a  grounder  so  deep  in  the 
hole  at  short  that  momentum  carries 
us  out  onto  the  grass. 

I  have,  thanks  to  the  power  of 
celebrity,  been  able  to  cross  over  the 
railing  and  romp  amid  the  grasses 
of  Dodger  Stadium,  Wrigley  Field, 
and  Comiskey  Park.  While  working  on  the  film  A  League 
of  Their  Own,  I  played  the  game  in  a  tree-lined  demi- 
paradise  called  Huntingburg,  Indiana.  I  swung  for  the 
fences  in  Evansville's  beautiful  brick  Bosse  Field.  I  took 
grounders  on  Dedeuax  Field  at  the  University  of 
Southern  California. 

Actors  get  used  to  being  someone  else  for  brief  peri- 
ods. But  during  my  intermittent  bogus  baseball  career, 
I  often  felt  as  though  I  had  sneaked  into  the  Inner 
Sanctum  and  had  succeeded,  somehow,  in  belonging 
there.  1  had  thrown  on  somebody  else's  vestments  and 
had  invaded  the  Holy  of  Holies.  I  was  not  surprised  to 
discover  that  Ernie  Banks  was  right— a  baseball  diamond 
is  a  place  one  wants  to  linger.  I  ran  and  threw  and  hit 
under  the  summer  sun.  From  the  spikes  on  my  feet  to 
the  bat  in  my  hands,  I  was  a  Big  Leaguer.  And  I  savoured 
a  phrase  1  heard  long  ago  in  the  play  Bleacher  Bums: 
"I  was  playing  God's  own  game,  under  God's  own  light, 
on  God's  own  green,  green  grass." 
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Advertising 
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THE  Sandlot 


Who  llkc-s 
Major  League 
i-iaseball  as 
much  as  a 
1 2-y  car- 
old  Little 
Lcanuer,  as  iniKh  as  a 
[athcr  and  tlaii.ghter  tak- 
ing in  an  akernoon  game 
at  Wriglcy  Field,  as  much 
as  a  young  boy  catching  a 
foul  pop  with  the  glove 
he  has  been  breaking  in 
all  spring^  Cor]xirate 
America,  that's  who.  Ovei 
the  past  several  years 
some  of  the  nation's  biggest  and  most 
recognizable  companies  have  joined 
up  with  Major  League  Baseball  in  an 
effort  to  sell  their  jiroducts,  enhance 
their  image's,  reward  their  employees, 
and  entertain  then  Llii.-nts  and  guests. 
roLa-t^>la,  Kellogg's,  IBM,  I  'nited 
Aiilines,  Procter  8:  Gamble,  and 
C^Hiaker  Oats  (Gatorade)  are  among 
the  big  hitters  that  haw  stepped  to 
thi'  plate  as  sponsors  for  the  1992  sea- 
son. Ancf  by  all  acunints,  thev  are 
delighted  with  the  results. 

Donald  L.  Campbell,  director  of 
spi.\ial  promotions  for  MGI,  which 
has  been  ,in  official  sponsoi  lor 
three  vears,  says  "MLB  has  an  All- 
Americ.an  image.  It's  the  national 
piastimi',  it's  apjile  pie,  Chevrolet, 
and  motherhood  all  wrappecf  into 
one.  No  other  sjiort  gives  ycni  C|uite 
the  same  feeling." 

But  that  alone  is  not  — — ^ 
whv  MCI  has  in\'ested  B  y 


In  addition  to  their  technological  contributions  to  the  game,  IBM's  "Tale  of  the 
Tape"  program  enables  clubs  to  calculate  the  distance  of  all  home  runs. 


several  million  dollars  to  be  associat- 
ed with  the  game.  "Baseball  has  a 
tremendous  inventory,  and  it  gives 
you  almost  seven  months  of  activity 
that  culminates  in  the  fall  with  the 
World  Series,  when  even  luke- 
warm baseball 
fans  get  revved 
up,"  Campbell 
says.  "That  allows 
vou  to  build  an 
entire  campaign 
and  any  number 
of  marketing  and 
meri_  handising 
structures  around 
a  season." 

Campbell  alsii  likes  the  fact 
that  liaseball  offers  a  wide  variety 
of  marketing  avenues.  "Whether  it's 
u[iseale  enti'rtainment  ot  customers, 
or  mass  ticket  giveaways  on  the  dav 


futi 


JOHN 


S    T  E 


of  the  game,  or  just  in- 
stadium  promotion,"  he 
explains,  "baseball  lets  us 
reach  the  man  in  the 
skybox  as  well  as  the 
man  in  the  bleachers." 

One  way  MCI  tries  to 
reach  these  people  is 
with  the  "MCI  Fan  of 
the  Game."  A  camera 
pans  the  crowd  between 
innings,  zooming  in  on 
one  person  who  then 
becomes  the  fan  of  the 
game.  He,  or  she,  wins  a 
prize  and  tickets  to  a 
.mie.  The  winner  also  gets  a 
chance,  by  random  draw,  to  go  to  a 
World  Series  game  with  a  friend. 

Several  other  Major  League 
Baseball  sponsors  find 
that  an  in-stadium 
presence 
works  well. 
Consider 
Leaf,  an 
Illinois-based 
company  which 
manufactures  Milk 
Duds,  .lolly  Rancher 
andy,  and  Heath  Bars 
among  other  confec- 
tionery products 
ancf  also  puts  out 
baseball  cards  under  both 
the  Leaf  and  Donruss  trademarks. 
"It  started  with  the  I W  All-Star 
Game  in  Anaheim  when  we  created  v 

the  instant  Donruss 
E   R  baseball  card,"  says  Mike 
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Mclntyre,  the  firm's  sports  market- 
ing manager.  "At  our  photo  booth 
fans  could  have  their  picture  taken 
and  in  a  matter  of  minutes  we 
could  turn  that  photo  into  a  person- 
alized baseball  card.  People  were  wait 
ing  in  line  for  about  two 
hours  to  get  a  card." 

"Wc  did  the  same 
thing  at  the  1990  game  at 
Wrigley  Field,"  Mclntyre 
says,  "and  we  got  the  same 
response.  So  we  decided  to  do  it  all 
over  the  major  leagues.  This  season  we 
have  booths  in  20  stadiums."  Leaf  also 
sponsors  a  free  ticket  giveaway,  which 
enables  fans  to  trade  in  the  wrappers 
of  six  brands  of  Leaf  products  for  a 
ticket  to  select  games.  'There's  no 
mail-in  involved,"  Mclntyre  says.  "Just 
bring  the  wrappers  to  a  TicketMaster 
outlet  or  to  the  stadium,  and  you'll  get 
your  ticket." 

Soimds  interesting,  but  does  it 
work^  "We  have  been  with  Major 
League  Baseball  since  1988," 
Mclntyre  says,  "and  we  are  very 
pleased  with  the  association.  Not 
only  has  baseball  helped  enhance 
the  company's  image,  but  it  has  also 
helped  move  product.  Sales  rose 
considerably  in  some  areas  after  we 
started  the  free  ticket  offer." 

The  Kellogg  Company  is  another 
big  fan  of  Major  League  Baseball. 
Last  year  it  became  the  official  cere- 
al sponsor  of  the  national  pastime, 
uniting  what  Kellogg's  Carlos 
Gutierrez,  executive  vice-president 


Kellogg's  has  a  lot  to  offer  fans,  Including  baseball  cards,  free  game  tickets, 
team  pennants,  and  chances  to  go  to  the  1992  World  Series. 


"QUITE  SIMPLY,  BASEBALL  GETS 
THE  JOB  DONE,"  SAYS  ANDY  DOLICH 
THE  OAKLAND  A'S. 


for  sales  and  marketing,  describes  as 
"two  All-American  favorites  -  base- 
ball and  cereal." 

They  do  several  things  together. 
Kellogg's  runs  a  number  of  promo- 
tions on  its  cereal  boxes,  offering  3-D 
baseball  cards,  free  game  tickets  at  all 
U.S.  major  league  and  Triple  A  base- 
ball parks  and  random  ticket  give- 
aways to  World  Series  games.  The 
company  has  honored  the  World 
Champion  Minnesota  Twins  and  the 
National  League  pennant-winning 
Atlanta  Braves  on  limited  edition 
boxes  of  Frosted  Flakes.  And  it  has 
orchestrated  several  in-stadium  pro- 
motions using  Tony  the  Tiger,  the 
Frosted  Flakes  mascot.  Tony  even 
showed  up  at  spring  training  last  year, 
hosting  a  special  training  session  for 
major  league  team  mascots.  "We're 
delighted  with  our  Major  League 
Baseball  tie-in,"  says  Kellogg  publicity 
manager  Karen  MacLeod.  "So  far,  it's 
been  a  very  positive  relationship." 

In  1984,  Baseball  suggested  that 
IBM  apply  its  technology  to  base- 
ball's infor- 
mation needs. 
IBM  saw  that  a 
tie-in  with  the 
national  pastime 
could  showcase 
products  and 
enable  it  to  give 
some  things 
back  to  the 
communities  in 
which  it  does 
business. 

One  of  Big 
Blue's  most 
important  con- 


OF 


tributions  is  the  MLB-IBM 
Information  System,  a  single,  uni- 
fied statistical  system  introduced  in 
1988  that  speeds  stats  to  the  media 
and  provides  extensive  reports  for 
.the  teams  and  the  league  offices.  All 
major  league  stadiums 
are  equipped  with  IBM 
PS/2  computers,  and  fol- 
lowing each  game  statis- 
tical information  is 
transmitted  to  an 
AS/400  computer  at  Major  League 
Baseball  headquarters  and  is  com- 
piled and  analyzed. 

IBM  has  also  created  the  "Tale  of 
the  Tape"  program.  The  company 
has  calibrated  all  26  stadiums,  allow- 
ing the  clubs  to  calculate  the 
approximate  distance  of  all  home 
runs.  At  the  end  of  the  season,  IBM 
determines  the  longest  home  runs 
and  makes  a  donation  to  a  local 
charity  in  honor  of  the  winners. 

The  "Tale  of  the  Tape"  program 
demonstrates  that  Major  League 
Baseball  gives  its  corporate  customers 
the  opportunity  to  integrate  a  nation- 
al program  with  local  ones.  Says 
Richard  L.  Dudley,  Major  League 
Baseball's  managing  director  for  cor- 
porate sponsorship:  "One  of  the 
game's  greatest  strengths  is  its  power 
at  the  local  level.  Baseball  is  stronger 
in  that  area  than  any  other  sport,  and 
it  gives  sponsors  a  chance  to  hook  up 
with  each  of  the  clubs  and  to  reach 
fans  through  local  promotions." 

It  must  work  well  most  of  the 
time,  for  Corporate  America  con- 
tinues to  be  a  big  supporter  of  the 
game.  "Quite  simply,  baseball  gets 
the  job  done,"  says  Andy  Dolich, 
vice-president  of  business  opera- 
tions for  the  Oakland  A's.  "The 
days  of  a  chairman  spending  thou- 
sands on  the  game  because  he 
wants  to  meet  players  or  throw 
out  the  first  pitch  are  long  gone. 
People  now  want  to  know  how 
much  product  they  can  move,  how 
much  community  goodwill  they 
can  buy.  Baseball  just  happens  to 
be  one  of  the  best  places  to  get 
those  things  done."  □ 


WITH  30,000  HOT  PROSPECTS 
ON  THE  LINE  EVERY  DAY 


As  you  read  this,  mail-order  giant  DAMARK  International  is  moving  16  camcorders,  12  garage  door  openers, 
8  motorized  kiddie  cars  and  now  6  more  camcorders... but  wait!  We  can't  write  this  fast  enough  to  keep  up! 
Fortunately,  Fujitsu's  F9600™  telephone  system  can.  Its  unique  non-blocking  architecture  instantly  switches  all  calls 
through,  at  which  point  its  ACD  software  routes  these  calls  to  "next  available  agent"  to  minimize  wait  time. 
And  no  matter  how  fast  DAMARK  International  grows  -  sales  jumped  from  $1.3  million  in  1986  to 
$214  million  in  199 II  -  the  F9600's  modular  50-  to  9600-line  PBX  grows  seamlessly  right  along  with  it. 
Best  of  all,  the  robust  F9600  is  ISDN-ready  to  ID  future  callers  by  their  phone  numbers 
so  their  files  can  be  called  up  on-screen  before  the  agent  connects  the  line. 
Mr.  Jones.  How  did  you  like  those  golf  clubsr'  replaces  ''How  can  I  help  you?'" 
To  see  how  Fujitsu  can  help  you,  call  1-800-553-3263. 


The  F9600  Digital  Telephone  from  Fu|itsu.  a  $25-billion 
global  telecommunications  leader  serving  over  100  countries 


Fujfrsu 

Computers,  Communications,  Microelectronics 


TkE  Compaq  Deskpro/i.  S 
A  Limited  Price  Leai 


The  company  most  qualified  to  advance  the  state  of 
the  desktop  computer  announces  four  systems  that 
represent  a  breakthrough  in  R&D.  At  prices  that 
won't  ruin  your  P&L.  Reflecting  the  level  of  thinking 
and  quality  that  you've  come  to  expect  from  Compaq. 


At  Compaq,  there's  a 
fundamental  belief  held 
by  all  of  us  that  when 
you  set  extraordinary 
goals,  extraordinary  peo- 
ple will  meet  them. 

Recently,  for  exam- 
ple, you  made  it  clear  to 
us  that  you  wanted  new 
PCs,  with  everything 
from  advanced  graphics 
to  audio  capability  to 
affordable  prices.  Our 
response:  the  COMPAQ 
DESKPRO/i  Family  of 
PCs.    Four  new  systems 


enhance  productivity. 

The  built-in  COMPAQ 
QVision  1024  Graphics 


times  faster  than  m( 
popular  video  graph 
subsystems.  So  quickh,  • 
a  matter  of  fact,  you  in 
find  your  computer  wi 
ing  for  you.  Instead  ot  u 
other  way  aroimd. 

Its  unique  procesjr 
upgrade   path  ensui 


Controller,  for  example, 
allows  you  to  scroll,  re- 
size windows  and  pull 


that  your  PC  won't' 
swept  into  obsolesce 
Simple  chip  upgr 


loaded  with  features  to       down  menus  up  to  ten       bility  and  a  64-KB  ca 

•This  ser\icc  is  provided  bv  <  ontratled  Sitmh-  Pnniders  and  may  not  be  available  in  certain  geographic  locations  Contact  the  Compaq  Customer  Support  Center  for  lurthc 
details       1992  Compaq  Computer  Corporation,  All  Rights  Reserved  Printed  in  the  U.S.A.  COMPAQ  DESKPRO  Registered  U.S  Patent  and  Trademark  OfTice  QVisioi 


UCH  FORlhE  iDEAltlAT 
)  LiMITEDltllNKING. 


morv  module  option 
mde  quantum  leaps 
performance.  Without 


ltd  386/25,  386/33, 4«6SX/25, 
S6/33  <■  QVision  accelerated 
■aphics  <"  Chip  upgradability 
Integrated  business  audio  <■  4 
'B  RiW  (expandable  to  32  MB) 
Cache  memory  standard  <'  3 
A  expansion  slots  <"  3  drive  bays 
84-MB  to  S  10-MB  hard  drive 
?tions  <'  Multi-level  security 
atures  <"  Microsoft  MS-DOS 
0  as  published  by  Compaq 


ii  lar  outlays  of  cash. 

he  fully  integrated 
I  o  system  brings  an 
'  oi  edented,  yet  not 


unfamiliar  dimension  to 
mainstream  business  com- 
puting: your  voice.  The 
result  of  a  collaboration 
between  Compaq  and 
Microsoft,  it  allows  you, 
among  other  things,  to 
actually  paste  voice  mes- 
sages into  spreadsheets 
and  documents.  Either  as 
notes  to  yourself  or  as 
voice-mail  across  your 
entire  network. 

And  we've  engineered 
this  breadth  of  technol- 
ogy right  onto  the  PC's 
system  board,  preserv- 
ing the  small  footprint, 
large   storage  capacity 
and  expansion  of  the 
COMPAQ  DESKPRO/i. 

Not  to  mention  your 
financial  integrity. 


ire  trademark-s  of  Ct>mpaq  Computer  Corporation  Product  r 
lite  logo  is  a  tradeinark  of  Intel  Cotporaoon- 


nDoned  lierein  may  be  tradei 


Add  CompaqCare,  a 
new  service  and  support 
program  with  our  free, 
one-year,  on-site*  lim- 
ited warranty.  An  Asset 
Management  Provision 
that  gives  you  and  your 
network  administrator  a 
snapshot  of  your  PC's 
configuration.  And  you 
have  nothing  short  of  a 
system  that  breaks  a  lot 
of  new  ground.  Without 
breaking  the  bank. 

For  more  detailed  in- 
formation, just  call  us 
at  1-800-345-1518,  ext. 
210  in  the  U.S.,  or  call 
us  at  1-800-263-5868, 
ext.  210  in  Canada. 

We  bet  you'll  be  as  ex- 
cited about  the  COMPAQ 
DESKPRO/i  as  we  are. 

irks  and/or  registered  trademarks  of  their  respective  companies 


In  scrolling,  ivinJoit  resizing  and 
accessing  menus,  our  new  Qj'ision 
accelerated  graphics  heat  the  com- 
petition by  as  much  as  10  to  I. 


You  can  paste  voice  messages  into 
Microsoft  Windows  3.1  business 
documents  and  spreadsheets  nith  our 
integrated  business  audio  system. 


in 
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An  Inexpensive  PC  It^ 
From  The  Company 

What  happens  when  the  best  computer  engineers  in  the 
world  design  a  low-priced  desktop  PC?  You  get  the  new 
COMPAQ  ProLinea  Line  of  PCs,  perhaps  the  best 
value  PCs  in  the  world.  What  happens  when  a  clone 
maker  designs  a  low-priced  PC?  You  get  what  you  pay  for. 

Wh  en  Compaq  engi-  all  the  essential  features, 
neers  set  out  to  build  an  there  were  a  lot  of  op- 
affordable,  full- perform-  tions  to  choose  from, 
ance  desktop  PC  with  We  could  have  bought 


an  existing  low-end  c( 
puter  company. 

We  could  have  farrr 
out  all  manufacturing 

We  could  have  bouj 
parts  from  the  cheap 
vendor  in  town. 

But  then  all  we  woii 
have  ended  up  withis 
simply  another  inferir 


^  As  Good  As  A  Compaq. 
VT  Ought  To  Know 


/-priced  clone.  And 
at  we  wanted  was  a 
/-priced  COMPAQ 
nputer. 

Which  is  what  you 
d  us  you  wanted. 
So  through  some  high 
ils  of  chip  integration 
1  some  equally  high 
els    of  engineering. 


tel  386SX/2  5  «  small 
nprmt  <■  2  MB  RAM  <<  2  ISA 
Its  <■  2  drive  bays  <"  40-  or 
-MB  hard  drive 

tel  386SX/25  «  2  MB  RAM 
3  ISA  slots  <'  3  drive  bays 
84-  or  120-MB  hard  drive 
tel  486/33  «  4  MB  RAM 
3  ISA  slots  <<  3  drive  bays 
S4-  or  120-MB  hard  drive 
models  include  high- resolution 
24  X  768  video  and  pre- 
'alled  Microsoft  MS-DOS  5.0 
published  by  Compaq 


^  and  just  plain  com- 
i  sense,  we've  cut 
s  in  system  design 
manufacturing, 
/^hile  still  managing 
!  sliver  100  percent  of 


the  virtues  you've  come 
to  expect  from  Compaq. 

You  can  choose  from 
three  different  models, 
opting  for  cither  Intel 
386SX/25  or  486/33  pro- 
cessing power. 

So  whether  it's  expan- 
sion, storage,  processing 
speed  or  a  small  foot- 
print that  you're  most 
concerned  with,  there's 
a  model  perfectly  suited 
to  your  needs. 

And  each  comes  with 
a  high-resolution  1024  x 
768  video  system. 

Most  importantly,  the 
new  COMPAQ  ProLinea 
PCs  are  backed  not  only 
by  the  assurance  of  the 
COMPAQ  name,  but  also 
by  CompaqCare,  our  new 


service  and  support  pro- 
gram. Which  includes 
a  free  one -year,  on-site* 
limited  warranty,  and  a 
host  of  other  services. 

And  to  go  along  w  ith 
our  new  line  of  PCs, 
there's  a  whole  new  line 
of  places  you  can  tind 
them.  Give  us  a  call  for 
more  details. 

In  the  U.S.,  call  us  at 
1-800-345-1518,  ext.  215, 
and  in  Canada,  just  call 
1-800-263-5868,  ext.  215. 

We  think  you'll  be 
pleasantly  surprised  at 
exactlv  how  much  the 
COMPAQ  ProLinea  PCs 
have  to  offer. 

And  equally  surprised 
by  how  little  we're  able 
to  offer  them  for. 


f 


All  in  all.  the  COMPAClProLmea 
3/25i:s  PC  sizes  up  quite  nicely.  At  a 
mere  12.6"  x  14.9"  x  i.S,"  it's  one  of 
the  smallest  footprints  in  the  industry. 


All  of  our  models  are  backed  by 
CompaqCare,  our  comprehensive  new 
service  and  support  program.  For 
details,  just  call  1-800-345-1518. 
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Of  Pinstripes 
AND  Flannel 


Baseball  apparel 
has  eomc  out 
of  left  field  to 
become  one  of 
the  licensing 
industry's 
hottest  tickets.  These 
days,  you're  just  as  likely 
to  see  a  pinstriped  jcrse\' 
in  the  upper  decks  as  in 
the  dugout;  on  MTV  as 
on  ESPN. 

Who  turned  up  the 
heat  on  baseball  gear^  To 
a  degree,  it  can  be 
attributed  to  the  sizzling 
popularity  of  sports  para- 
phernalia in  general.  But 
industry  insiders  also 
credit  Rick  White,  presi- 
dent of  Major  Leagui' 
Baseball  Properties,  hic, 
with  parlaying  baseball's 
popularity  and  history  into  high- 
c]uality  products  as  much  in  demand 
among  rockers  and  rappers  as 
among  attluent  armchair  athletes. 
Since  White  took  charge  of  MLBP, 
griiss  retail  sales  ot  licensed  baseball 
merchandise  have  grown  tenfold, 
I  rom  $2(J(j  million  six  years  ago  to 
over  $2  billion  in  1991.  White  and 
his  team  have  built  a  roster  ot  more 
than  400  lit  ensees  who  manufac- 
ture more  than  2,500  products,  rang- 
ing from  mugs  and  ke\'  chains  to 
video  games  and  limited  edition 
Hitchcock  chairs.  And,  of  course, 
apparel  and  accessories. 
The  team  operates  on  a       By  B 


Rick  White,  president  of  Major  League  Baseball  Properties,  Inc.,  is  batting  1,000 
with  his  revamped  licensing  program. 

gross  margin  ot  1 1"^;  the  remaining 
earnings  are  tunneled  back  into  the 
league's  28  clubs.  Last  year,  each 
team  received  more  than  $2  mil- 
lion, "pretty  healthy  growth,"  says 
White,  over  the  $30,000  they 
received  in  1985. 

"From  a  strictly  economic  stand- 
point, we're  getting  5  to  10  times 
what  we  were  getting  (beforej,"  says 
Bill  Giles,  president,  c:ec\  and  general 
partner  of  the  Philadelphia  Phillies. 
"We  used  to  break  even  and  we 
thought  we  were  doing  well." 
MLBP's  gameplan  hasn't  hurt 
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licensees,  either.  New 
Haven,  Conn.-based 
Starter  Sportswear  and 
Grand  Rapids-based 
Cutler  Sports  Apparel 
reported  50"/i  increases 
in  1991,  and  forecast 
similar  gains  for  '92.  And 
stock  prices  for  Tampa- 
based  Nutmeg  Mills  shot 
up  more  than  500%  last 
year,  based,  in  part,  on 
the  company's  commit- 
ment to  fashion.  "That's 
had  a  tremendous 
impact  on  expanding 
interest  in  licensed  prod- 
uct," says  Nutmeg  presi- 
dent Marty  Jacobson. 

Although  the  back- 
hone  of  MLBP's  business 
is  its  "full  line"  of  prod- 
ucts, items  from  its 
upscale  fashion  lines— three-year-old 
Cooperstown  Collection  and  six- 
year-old  Authentic  Diamond 
Collection—  account  for  roughly  a 
c|uarter  of  licensing  sales.  And  two 
new  collections.  Rookie  League  and 
Minor  League,  are  expected  to  fur- 
ther boost  sales. 

Cooperstown  Collection,  which 
last  year  increased  sales  at  least  5(J% 
to  $2(J0  million,  is  the  fastest  grow- 
ing line  in  the  licensing  business, 
according  to  White.  Positioned  to 
appeal  to  tans  who  can  afford  a 
$150  shirt  or  a  $500  jacket,  the  line 
— — ^—  capitalizes  on  baseball's 
VAN     nostalgia  quotient  with 
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pricey  colK\til")k's  and  vinla^c-liKik 
apparel. 

"In  a  rrcessiiin,  pci^plc  arc  looking 
to  buy  things  that  make  them  I  eel 
good.  It's  not  all  about  price," 
says  Hud  Konheim,  ci:o  of  Nicole 
Miller,  a  desi.^n  house 
licensed  by  MLBP  to  pro- 
duce limited  edition  silk 
loungevvcar  and  acces- 
sories for  Cooperstovvn. 
Mcnswear  designer  Alan 
Flusser  has  also  signed  on  to  pro 
duce  an  extensive  line  under  the 
Cooperstown  Collection  by  Alan 
Flusser  label  beginning  next  summer. 


Quality  products  like  these  LCD  video  games 
score  big  with  armchair  athletes. 

Says  Starter's  director  of  mer- 
chandising, Stuart  Crystal,  "They've 
created  a  mystique  about  the  her- 
itage and  history  of  baseball.  The 
customer  can  relate  to  it,  plus,  it's 
fashionable." 

Cooperstown  Collection  might 
be  more  visible,  but  Authentic 
Diamond  Collection  [ADCJ,  which 
consists  of  jerseys,  caps,  and  other 
uniform  components,  is  hardly  a 
utility  player;  it  exceeds  $2(JU  mil- 
lion in  annual  sales.  Although  ADC 
is  a  "mature"  collection,  there  is 
opportunity  for  growth  with  items 
like  sunglasses,  "that  are  not  as  sig- 
nificant to  the  playing  of  the  game, 
but  could  be  very  significant  at 
retail,"  says  Frank  Simio,  vice-  presi- 
dent of  retail  licensing  at  MLBP. 

Hopes  are  high  that  the  just- 
ntroduced  Rookie  League  collec- 


IHLBP  has  made  logoed  team  apparel  as  hot 
irff  the  field  as  on. 


MLBP  PROVIDES  TEAMS  WITH  THE  CLOUT 
NECESSARY  TO  WORK  WITH 
RETAILERS  ON  A  NATIONAL  LEVEL. 


tion  can  approach  the  success  of 
Cooperstown  and  ADC  in  its  big- 
league  debut.  MLBP's  aim  is  to 
expand  youth  market  penetration 
beyond  the  mass  market  and  to 
urge  kids  to  learn  to  play  the  game 
with  this  line  of  better  apparel, 
accessories,  and  sporting  gocids  Kir 
children  12  and  under.  MLBP  is 
backing  Rookie  League  with  mar- 
keting support  that  includes  a  four- 
color  magazine  and  an  educational 
program  that  promotes  participa- 
tion in  the  naticin's  1(),(J()(J  Rookie 
Leagues.  An  animated  TV  series  is 
on  the  drawing  board. 

Baseball's  farm  system  is  another 
licensing  diamond  in  the  rough.  Last 
year,  MLBP  picked  up  the  rights  to 
represent  the  152  clubs  in  the 
National  Association  of  Baseball 
Leagues.  Minor  league  merchanciise  is 
expected  to  increase  MLBP's  business 
by  capitalizing  on  the  popularity  of 
the  teams  with  hometown  fans,  as 
well  as  with  fashion  customers 
attracted  by  the  new  colors,  new 
logos,  and  especially  names  like  the 
Mudhens,  the  Hornets,  and  the 
Mudcats.  Anv  resistance  MLBP  felt 


from  franchise  owners  reluctant  to 
give  up  ciintrol  of  licensing  evaporat- 
ed when  MLBP  exct^'ccled  a  seven-fig- 
ure, three-and-a-half  year  guarantee 
within  six  months. 

In  addition  to  supplying  franchis- 
es with  forecastable  rev- 
enues, MLBP  provides 
teams  with  the  clout 
necessary  to  work  with 
retailers  on  a  national 
level.  "Major  League 
Baseball  I'rojierties  gets  teams  'in' 
with  major  retailers,"  says  Mike 
Frisbey,  vice-president  of  Buffalo, 
N.Y.- based  Trench  Manufacturing. 
"There's  no  c|uestion  it  has  resulted 
in  increased  sales."  According  to 
Dan  McElwain,  marketing  programs 
manager  for  athletic  apparel  and 
f  ootwear  at  J.C.  Penney,  MLBP  "has  a 
good  focus  on  the  needs  of  retailers. 
They're  very  good  at  listening.  They 
communicate." 

VILBP  now  faces  the  challenge  of 
sustaining  its  growth  as  the  market 
approaches  the  saturation  point.  Its 
solution:  finding  fresh  ways  to  mar- 
ket baseball's  appeal.  MLBP  already 
operates  12  Clubhouse  Shops- 
which  sell  apparel,  tickets,  and  mem- 
orabilia-and  plans  to  open  stores  in 
every  major  league  city,  as  well  as 
abroad.  MLBP  also  plans  to  build  All- 
Star  FanFest,  a  multi-media  participa- 
tion event  that  drew  75,(J()0  paying 
fans  in  Toronto  last  summer,  into  a 
year-round,  travelling  attraction. 

Considering  MLBP's  current 
record,  achieving  those  goals 
shouldn't  be  an  im- 
possible dream.  □ 
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A  Tradition 
OF  Caring 


Headlines 
often  portrav 
professional 
athletes  as 
insensitive 
and  greedy 
multimillionaires,  while 
generally  ignoring  the 
overwhelming  majority 
who  equally  devote 
time  and  money  in  sup- 
port of  countless  chari- 
table causes. 

Rut  for  players  such 
as  Seattle  Mariners' 
Harold  Reynolds,  mak- 
ing a  difference  has 
become  a  passion.  When 
he  signed  a  three-year  contract  in 
1990,  Reynolds  threw  a  party  for 
900  impoverished  kids  in  his  home- 
town of  Corvallis,  Ore.  President 
Bush  recognized  Reynolds  in  1989  as 
a  "Daily  Point  of  Light,"  the  first 
such  honor  for  an  athlete.  With  sev- 
eral African-American  community 
leaders  he  helped  form  Role  Models 
Unlimited,  dedicated  to  providing 
youths  with  strong  male  role  models. 

"As  athletes,  we  have  an  over- 
whelming platform,  and  instantly 
have  a  captive  audience,"  said 
Reynolds. 

Because  of  his  willing  involve- 
ment, Reynolds  was  recruited  by 
Cincinnati  Reds  shortstop  Barry 
Larkin  to  participate  in  the  "Caring 
Program  for  Children."  Sponsored 
by  Blue  Cross  and  Blue 
Shield,  the  program  pro- 


Seattle  Mariners'  Harold  Reynolds,  recognized  by  President  Bush  as  a  "Daily 
Point  of  Light,"  is  devoted  to  helping  disadvantaged  youths. 

vides  health  care  to  disadvantaged 
youths.  Larkin  is  expanding  the 
effort  with  a  "Caring  Team  of 
Athletes,"  featuring  one  player  from 
each  major  league  team,  with  corpo- 
rate donations  based  on  the  athletes' 
on-field  performance. 

Larkin  said  he  is  moved  by  the 
impact  such  programs  have. 

"I  was  signing  autographs  this 
winter  at  a  charity  basketball  game 
and  a  girl  came  up  to  me,"  said 
Larkin,  whose  efforts  have  raised 
more  than  $250,0(XJ  in  two  years. 
"She  didn't  want  an  autograph.  She 
just  said  'thank  you'  ior  paying  her 
doctor  bills.  I  almost  broke  down." 

Such  devotion  to  worthy  causes 
is  widespread  throughout  baseball. 
Last  year,  nearly  $2  million  was 
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donated  to  local  and 
national  charities  by 
Major  League  Baseball's 
national  corporate  spon- 
sors, a  roster  which 
includes  American  indu 
try  giants  such  as  Coca- 
Cola,  Chevrolet,  IBM, 
Quaker  Oats  (Gatorade) 
Kellogg's,  Upper  Deck, 
Leaf,  MCI,  Warner- 
Lambert  (Rolaids],  and 
United  Airlines. 

In  1992,  Cola-Cola's 
"Homers  for  America" 
program  is  expected  to 
donate  a  minimum  of  . 
half  million  dollars  to 
build  and  renovate  baseball  dia- 
monds for  America's  youths.  The 
program's  primary  focus  will  be  on 
youth  league  fields  in  America's 
inner  cities  and  calls  for  Coca-Cola 
to  contribute  $5,000  for  each  honi 
run  hit  by  a  major  or  minor  league 
player  on  Saturday,  July  4. 

IBM's  "Tale  of  the  Tape"  prograi 
will  donate  $10,000  per  Major 
League  Baseball  club  (a  total  of 
$260,000)  to  local  charities  in  each 
market.  MCI  will  also  contribute 
more  than  $100,000  to  charity 
through  its  baseball  promotions,  as 
will  Leaf  and  Rolaids. 

The  trading  card  company  Uppc 
Deck  sponsors  the  Heroes  of  Baseb; 
tour,  which  raises  over  a  quarter  of 
million  dollars  annually  for  the 
____  Baseball  Assistance  Teai 
a  non-profit  organizatio. 


^^^^ 
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thai  helps  needy  members  ol  the 
baseball  family. 

Individual  teams  are  doing  their 
part  as  well.  The  Boston  Red  Sox,  for 
example,  have  lor  years  supported 
The  Jimmy  Fund,  a  Boston-based 
cancer  research  and  treatment  insti- 
tute. They  also  donate  thousands  of 
tickets  to  community  service  groups 
and  aid  causes  ranging  from  Cystic 
Fibrosis  to  the  Make-A-Wish 
Foundation  for  terminally-ill  children. 

Since  1949  the  Cincinnati  Reds 
have  raised  $3.4  million  for  local 
youth  baseball.  Since  1984,  the 
Philadelphia  Phillies  have  generated 
$1.5  million  for  the  ALS  Association 
(Lou  Gehrig's  Disease).  The  Cleveland 
Indians  have  donated  more  than 
$600,000  to  charities  over  the  past 
three  years.  The  Milwaukee  Brewers 
gave  $100,000  last  year  to  the  Child 
Abuse  Prevention  Fund,  founded  by 
club  president  Rud  Selig.  The  Texas 


In  support  of  the  Jimmy  Fund,  from  left  to 
right:  Jean  R.  Yawkey,  the  late  owner  of  the 
Boston  Red  Sox,  James  (Lou)  Gorman,  general 
manager  of  the  Boston  Red  Sox,  Robert  G. 
Tobin,  executive  V.P.  and  chief  operating  offi- 
cer of  the  Stop  &  Shop  Supermarket  Company, 
Roger  Clemens,  pitcher  for  the  Boston  Red 
Sox,  and  Kyle  Stanley. 

Rangers  have  joined  forces  with  the 
Texas  State  Teachers  Association  on 
a  massive  campaign  to  encourage 
students  to  work  hard  in  schot)l. 

Major  League  Baseball  is  also 
taking  a  role  in  "Reviving  Baseball  in 
Inner  Cities"  [RBI).  Developed  by 
Florida  Marlins  scout  John  Yoimg 
with  the  help  of  MLB  and  the  Los 
Angeles  Sports  Council,  the  program 
was  envisioned  by  Young  not  just  as  a 
way  for  kids  to  play  baseball,  but  as  a 
vehicle  to  help  improve  their  lives,  □ 


TAX  STRATEGIES  FROM  FIDELITY 
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Are  You  Doing  All 
You  Can  to  Lower 
Your  1992  Taxes? 


Tax-free  investing  can  help  you  keep  more 
of  what  you  earn. 

Today's  taxes  can  claim  nearly  a  third  of 
everything  you  earn— including  invest- 
ment income.  Now  may  be  the  time  to 
consider  tiLx-free  investing.  And 
FEDERAL    Fidelity  has  created  an  entire 
family  of  tax-free  funds  to  help 
you  pay  less  tax  and  keep  more  of  what  you  earn. 


AFTER  TAX 
INCOME 


INCOME  TAXES 


You  can  choose  a  low  risk  strategy. 

Our  Spartan  Short-Intermediate 
Municipal  Fund  offers  higher  current 
federally  tax-free'  yields  than  fixed-price 
money  market  funds.  Yet  it  has  low  share 
price  volatility  because  it  invests  only  in 
high  and  upper  medium  quality  short-term 


Spartan' 
Short-Intermediate 
Municipal  Fund 


Tax-equivalent  yield* 


municipal  bonds.  (Minimum  investment:  $10,000.) 

Let  Fidelity  show  you  how.  Call  for  our  free  tict  kit 
which  includes  a  prospectus  with  more  complete  information 
including  management  fees  and  transaction  expenses.  Read  it 
carefully  before  you  invest  or  send  money 

Visit  a  Fidelity  Investor  Center  or  Call  24  Hours 

1-800-544-8888 


Fidelity 


*Tlie  Fund's  .^0-dav \ ield  (;ls  of  S/1 1  A)2)  was 


Investments 

Common  sense.  Uncommon  results. 
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were  the  average  aniuml  relurnsfor  1  war,  S  vears  and  Iht-  liffi>ITIu'  fund  (n)mmencenienl  of  ()|iei  aliiiii 
12/24/86)  respectiveK  for  the  peruid  ended  .V.'il/42  Tavable  equivalenl  \  leld  is  b;Lsed  on  the  51 Federal 
rale.  Performance  figures  are  historical  and  total  return  includes  change  in  share  price,  reiiiveslment  of  divi- 
dends and  capital  gains  and  the  effect  of  the  $5  account  closeout  fee  on  an  average  size  account  You  may  have  a 
gain  or  loss  when  you  sell  your  shares.  Yield,  share  price  and  return  will  \ary,  'A  portion  of  niconie  nia\  be  sub- 
2r  ject  to  the  federal  alternative  niininuini  tax  Fidelit\  Distributors  Corporation,      CODE:  BW/STM/072092 


THE  RECOVERY: 
WHY  SO  Slow? 

POWERFUL  BARRIERS  TO  GROWTH  ARE  KEEPING  THE  ECONOMY  IN  LOW  GEAR 


Fni-  a  brief  time  this  spring,  it 
li)i)ked  as  if  three  years  of  eco- 
nomic stagnation,  including  two 
quarters  of  outright  decline,  were  over. 
The  economy  exjjanded  for  four  quar- 
ters in  a  row,  housing  was  reviving, 
corporate  profits  were  zooming,  and 
consumer  confidence  was  rebounding. 
The  classic  upturn  in  the  business  cycle 
seemed  to  be  unfolding,  just  as  in  the 
prior  eight  recoveries  since  1949.  Ameri- 
ca was  getting  back  off  the  canvas. 

Yet  as  spring  began  to  turn  to  sum- 
mer, the  numbers  somehow  weren't 
falling  into  place.  With  2.77'  growth  in 
the  first  quarter,  the  economy  should 
have  created  200,000  jobs,  enough  to 


keep  recovery  on  track.  Instead,  private 
payrolls  declined.  And  April  and  May 
brought  further  hints  that  business  was 
reluctant  to  hire  and  consumers  were 
hesitant  to  spend.  It  was  June's  jobless 
rate,  though,  that  shocked  business  ex- 
ecutives and  policymakers  around  the 
world:  Unemployment  surged  to  7.87, 
and  payroll  employment 
nose-dived  by  117,000, 
erasing  almost  all  the 
private  sector  job  gains 
since  the  turn  of  the 
year.   Suddenly,  in- 


stead of  expanding,  the  U.S.  econi' 
appears  ready  to  stall  out,  just  as  ii 
last  summer. 

What's  going  wrong?  Everyone  1. 
that  the  financial  excesses  of  the 
had  left  behind  some  structural  barn 
to  growth.  But  the  economy's  long-l' 
problems  are  turning  out  to  be 
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re  pervasive  and  far  liarder  lo  over- 
ne  than  economists,  the  Bush  Admin- 
•ation,  and  even  the  Federal  Reserve 
ard  ever  imagined.  And  this  failure 
understand  just  how  deep-seated  the 
•riers  to  growth  really  are  led  to  a 
ies  of  bad  economic  forecasts  and 
ble  policy  responses. 
Vhen  the  recession  first  started  in 
y,  1990,  most  forecasters — including 
ieral  Reserve  Chairman  Alan  Green- 
in — blamed  it  on  the  Persian  Gulf 
r  and  expected  a  few  modest  cuts  in 
^rest  rates  to  get  the  economy  mov- 
once  the  war  was  over.  Then,  when 
recovery  didn't  materialize  in  1991, 
St  people  thought  that  a  few  more 
3rest-rate  cuts  by  the  Fed  would  do 
trick,  as  they  have  in  every  reces- 
n  since  1948.  But  that,  too,  failed  to 
rk.  By  now,  the  Fed  has  cut  interest 
es  18  times  since  1989,  and  the  econ- 
y  is  still  mired  in  the  longest  period 
stagnation  since  World  War  II. 
^nd  every  time  one  problem  seeming- 
abates,  another  unpleasant  surprise 
)s  up.  Everyone  worried  about  lever- 
;d  buyouts  and  the  debt  burden  that 


corporations  piled  up  in  the  1980s.  But 
even  as  companies  get  their  borrowing 
under  control,  it's  consumer  debt  that's 
still  too  high.  The  banking  system  has 
avoided  the  collapse  that  some  feared 
and  returned  to  profitability  again,  but 
business  and  consumers  are  still  paying 
through  the  nose  for  loans.  Forecasters 
knew  about  coming  defense  cuts,  but 
they  thought  that  it  would  be  a  gradual 
process  so  the  economy  would  be  able 
to  absorb  most  of  the  laid-off  workers. 
Instead,  the  defense  cuts  have  been 
deep  and  sudden.  Everyone  knew  the 
glut  of  office  space  would  linger  for 
years,  but  the  impact  on  local  econo- 
mies of  plummeting  construction  spend- 
ing has  been  far  worse  than  anyone 
anticipated. 

Companies  that  were  supposed  to 
have  nearly  completed  restructuring 
seem  to  have  started  a  new  round  of 
firings.  In  the  past  two  weeks  alone, 
many  blue-chip  companies  have  an- 
nounced new  layoffs.  A  second  wave  of 
firings  is  not  supposed  to  happen  when 
the  economy  is  turning  up. 

Add  all  the   unforeseen  structural 


problems  together,  and  the  economy 
could  stay  flat  for  months.  Before  Elec- 
tion Day  rolls  around,  the  unemploy- 
ment rate  is  almost  sure  to  top  87".  And 
some  fear  that  stagnation  could  contin- 
ue into  1993  and  beyond.  Says  Conway 
G.  Ivy,  vice-president  and  treasurer  of 
Sherwin-Williams  Co.:  "We  don't  see 
signs  of  fundamental  problems  in  our 
economy  being  corrected,  so  we  see  a 
likelihood  of  a  sluggish,  slow-growth 
economy  for  the  next  couple  of  years." 
BIG  PIUS.  That  doesn't  mean  the  U.  S.  is 
going  to  sink  into  a  new  recession.  Eco- 
nomic growth,  however  slow  and  halt- 
ing, is  still  being  propelled  by  many  of 
the  same  cyclical  forces  that  have  driv- 
en recoveries  in  the  past.  Low  short- 
term  interest  rates — the  lowest  in  29 
years — are  making  some  types  of  bor- 
rowing more  attractive.  From  cereal 
makers  to  mobile-home  manufacturers, 
many  businesses  have  seen  a  sales  re- 
bound. Auto  sales  at  the  end  of  June 
were  running  at  a  relatively  strong  7.5 
million  annual  rate.  Housing  has  re- 
vived from  its  1990  lows.  And  while 
weakness  abroad  has  slowed  U.  S.  ex- 
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port  growth,  exports  still  remain  a  big 
plus  for  the  economy. 

Washington  seems  to  have  done  a  he- 
roic job  in  rescuing  the  banking  system. 
Sure,  the  cost  of  the  savings  and  loan 
bailout  has  soared,  but  few  savers  have 
lost  money,  and  there  have  been  no 
bank  runs.  Two  years  ago,  commercial 
banks,  too,  were  in  their  worst  shape 
in  60  years,  reeling  under  an  avalanche 
of  commercial  real  estate  loans  gone 
bad.  Yet  over  the  past  year,  the  profits 
of  financial  corporations,  including 
banks,  are  up  407',  compared  with  23?f 
for  all  other  corporations — a  stunning 
reversal. 

But  the  recovery  is  being  hurt  be- 
cause the  gains  for  the  banks  have 
come  at  the  expense  of  savers  and  bor- 
rowers. As  the  Fed  cut  short-term  inter- 
est rates  from  9.857^  in  1989  to  3.25%, 
the  banks  eagerly  slashed  the  rate  they 
paid  depositors  while  hardly  lowering 
their  lending  rates  to  borrowers.  The 
widening  spread  between  long  and 
short  rates  hurt  depositors,  while  keep- 
ing the  cost  of  borrowing  high.  If  the 
prime  rate  had  fallen  as  much  as  CDs, 
banks  would  be  charging  4.5%  instead 
of  6%  for  borrowing,  which  would  sure- 
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ly  stimulate  the  econo- 
my. "The  shape  of  the 
Treasury  yield  curve  is 
'bankfare'  or  bank  wel- 
fare," says  David  A. 
Levy,  director  of  the 
forecasting  center  at 
the  Jerome  Levy  Eco- 
nomics Institute. 

What's  more,  bank- 
ers are  shoring  up  the 
bottom  line  by  being 
stingy  with  loans  to 
businesses  that  could 
stimulate  the  economy. 
Instead,  bankers  are 
being  cautious  and  in- 
vesting unprecedented 
sums  in  default-free 
government  securities. 
Over  the  past  year, 
commercial  banks  in- 
vested $115  billion  in 
Treasury  securities  and  cut  back  on 
their  commercial  and  industrial  loans  to 
business  by  $28  billion,  which  is  hardly 
a  recipe  for  recovery. 
BUSTED  BOOMERS.  Economists  were 
overly  optimistic  on  recovery  because 
they  failed  to  fully  grasp  the  new  dy- 
namics of  consumer  debt.  In  the  past, 
consumers  cleaned  their  balance  sheets 
in  recessions  and  the  first  year  of  re- 
covery, which  left  them  room  to  boost 
demand  by  borrowing  more.  But  over 
the  past  two  years,  household  debt  rose 
by  10.27',  while  aftertax  income  rose  by 
only  9.4 /V.  That's  much  different,  for 
example,  from  the  recession  of  1974-75, 
when  income  rose  much  faster  than 
consumer  debt  from  the  spring  of  1974 
to  the  beginning  of  1976. 

True,  the  most  obvious  type  of  con- 
sumer debt  has  fallen.  Installment  cred- 
it, including  auto  loans,  has  dropped  by 
10  billion  over  the  last  year.  But  that's 
far  outweighed  by  the  increase  in  sec- 
ond mortgages,  including  home  equity 
loans,  which  rose  by 
$27  billion  in  1991 
alone.  What's  more,  the 
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guvLTuiiit Ill's  figures  for  consumer 
debt  don't  even  count  auto  leasing, 
which  has  become  increasingly  popular. 
For  example.  General  Motors  Corp.'s 
SmartLease  program  leased  195,000 
cars  and  trucks  in  1991,  up  867  from 
the  previous  year.  In  the  first  quarter 
of  1992,  their  lease  volume  was  up  157 
over  a  year  ago — and  none  of  these 
auto-lease  obligations  show  up  in  the 
consumer-debt  numbers. 

In  the  past,  consumers  have  been 
bailed  out  of  their  debt  binds  by  rising 
incomes  and  by  inflation — especially  ris- 
ing home  values,  which  lowered  the 
real  value  of  their  debt.  Not  this  time. 
Real  wage  rates  are  declining  at  about 
0.47  a  year,  putting  the  squeeze  on  con- 
sumers, and  inflation  has  fallen  to  a 
negligible  37  annual  rate.  And  last 
year's  plunge  in  housing  prices  left 
many  families  with  no  financial  cushion. 
The  result:  Consumer  credit  delinquen- 
cies are  rising,  and,  according  to  the 
American  Financial  Services  Assn.,  per- 
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DEFENSE 

TWO-THIRDS  OF 
THE  190,000 
FACTORY  JOBS 
LOST  OVER  THE 
PAST  YEAR 
HAVE  BEEN  IN 
MILITARY-RELATED 
INDUSTRIES 

sonal-bankruptcy 
mgs  in  the  first  qua 
of  1992  are  up  10',  •  ■ 
a  year  earlier, 
have  a  long  way  ! 
in  rebuilding  hous. 
balance  sheets," 
John  Lonski,  econo 
at  Moody's  Investors  Service  Inc. 

And  while  consumers  are  still  si 
gling  with  their  debt  burdens,  ai* 
with  savings  is  being  hurt  by  tht 
ing  interest  rates  that  were  suppos< 
revive  the  economy.  For  example,  ;t  ■ 
the  Fed  cut  the  discount  rate,  Caloi 
nia's  Bank  of  America  cut  its  passlv 
savings  rate  from  3.257  to  an  asti 
ingly  low  2.757,  and  others  foil* 
suit.  And  rates  below  37  could  sd 
common. 

JOB  FREEZE.  Even  before  the  mostR 
cent  cuts,  low  interest  rates  wert 
astating  people  who  depend  on  sa\ 
Maria  Smith  (not  her  real  name),  ; 
ow  who  lives  in  a  condo  in  Orla 
Fla.,  put  her  money  into  certificate 
deposit  when   her   husband  died 
months  ago.  Everthing  was  fine  v 
those  CDs  were  paying  around  77 
now  that  CDs  are  paying  37^,  her  iii< 
dropped  from  $25,000  in  the  first  • 
ter  of  last  year  to  $14,800  in  the 
quarter  of  this  year.  And  she  ran  ii 
cash-flow  crunch  \' 
her  payments  for 
come  taxes  and 
penses  outstrippe(' 
income  by  $4,600 
year.  Although  si 
still  comfortably 
off,   she  is  won 
"You  don't  want  ti 
your  principal," 
says.  "You  would 
to  live  on  the  inti 
that  is  coming  in." 

As  hard  as  low  i 
est  rates  are  on  tli 
derly,  the  threat  o 
losses  is  shatterin;. 
average  worker's  c 
dence.  Normally, 
panies    would  1 
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rted  to  hire  at  this  staj^e  of  the  busi- 
;s  cycle.  But  not  this  time.  Unable  to 
se  prices  in  today's  disinflationary 
nronment  and  battered  by  global 
npetition,  companies  feel  that  they 
;d  to  shed  even  more  workers  in  or- 
•  to  survive.  Since  the  June  drop  in 
ployment  was  announced  on  July  1, 
loco  Corp.  said  that  it  will  cut  8,500 
s  by  the  end  of  1993.  Aetna  Life  & 
sualty  Co.,  the  giant  insurance  com- 
ly  in  Hartford,  will  eliminate  107"  of 

total  work  force,  or  4,800  jobs,  by 
'  end  of  next  year.  That  comes  on  top 
2,600  jobs  cut  last  year.  "Many  com- 
lies  really  are  now  realizing  they  are 
ng  in  a  global  economy,"  says  Chris- 
iher  J.  Steffen,  executive  vice-presi- 
it  and  chief  financial  and  administra- 
1  officer  for  Honeywell  Inc.,  which 
)ects  to  cut  100  jobs  this  year  by 
rition.  "They  have  to  be  substantially 
re  efficient,  and  they're  not  hiring 
)ple  like  they  did." 
imcAL  GRIDLOCK.  Look  at  Ryder  Sys- 
n  Inc.,  one  of  the  nation's  largest 
ck-rental  and  -leasing  companies.  It 
;  pared  its  employees  down  from 
000  to  40,000  over  the  past  three 
irs.  And  even  though  Ryder's  earn- 
:s  of  $17.4  million  were  a  long  shot 
;ter  than  the  loss  of  $2.2  million  a 
ir  earlier,  the  company  doesn't  have 
/  plans  to  add  workers  soon,  says  M. 
thony  Burns,  chief  executive  at  Ry- 
.  And  Dallas-based  SnyderGeneral 
•p.,  one  of  the  country's  largest  mak- 

of  commercial  air-conditioning  and 
filtration  products,  has  had  a  hiring 
eze  on  for  the  past  six  months.  The 

0  million  revenue  company  also  cut 
1992  capital-spending  budget  by 

ut  20%,  to  $2.8  million.  "Our  major 
cern  is  that  we  could  fall  back  into  a 
jssion  awfully  easy," 
s  Richard  W.  Snyder, 

company's  chief  ex- 
tive.  "We  need  to 
(6  sure  the  economy 

really  turned." 

1  /hat's  holding  back 
[ '  hiring  in  many  cities 
i  16  plunge  in  commer- 
I  construction.  Since 
j 1991,  construction 

office  buildings,  ho- 
and  the  like  has 
)ped  by  27%,  corn- 
id  with  the  18%  gain 
r  the  last  recession,  when  it  was  a 
yr  engine  of  growth.  This  decline 
affected  more  than  just  construc- 
workers  and  real  estate  developers: 
ripple  effects  have  hit  everyone 
1  lawyers  to  cement  manufacturers, 
•e's  no  hope  for  a  turnaround  any- 
soon.  "You've  got  to  be  a  real 
meed  stage,  black-belt  masochist" 
■nd  to  developers,  says  Richard  L. 
er,   vice-chairman   of  Continental 


Bank  Corp.  Without  loans,  developers 
can't  even  start  to  think  about  building. 

Much  of  the  job  weakness  in  manu- 
facturing has  one  cause:  The  continuing 
demobilization  of  the  U.  S.  defense 
economy.  Defense  contractor  Hughes 
Aircraft  Co.,  based  in  Southern  Califor- 
nia, recently  announced  plans  to  lay  off 
more  than  9,000  workers,  or  15%  of  its 
current  work  force.  In  Massachusetts, 
Raytheon  Co.  is  cutting 
an  additional  700  jobs  on 
top  of  last  year's  4,900 
job  cut. 

Without  the  defense 
cuts,  manufacturing 
would  be  much  stronger. 
Indeed,  out  of  the 
190,000  jobs  lost  in  man- 
ufacturing over  the  past 
year,  about  two-thirds 
were  in  defense-related 
industries  such  as  aero- 
space and  communica- 
tions equipment.  And 
with  these  layoffs  hitting  some  of  the 
nation's  most  skilled  and  best-paid 
workers,  the  cuts  are  having  a  dispro- 
portionate impact  on  income. 

Indeed,  with  defense  spending  drop- 
ping, the  government  sector  has  be- 
come a  drag  on  the  recovery  rather 
than  a  plus.  Paralyzed  by  a  $350  billion 
budget  deficit.  Congress  and  the  Bush 
Administration  had  hoped  that  the  econ- 
omy could  recover  without  help  from 
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fiscal  policy.  And  for  a 
while  in  the  spring,  it 
looked  as  if  they  were 
right.  Now,  the  economy 
is  staggering,  but  the 
huge  deficit  and  political 
gridlock  make  it  hard  to 
increase  federal  spending 
or  to  cut  taxes. 

Yawning  budget  deficits 
at  the  state  and  local  level 
are  also  holding  back  the 
recovery.  In  California, 
for  instance,  the  governor 
and  legislature  are  bat- 
tling over  how  best  to 
eliminate  a  nearly  $11  bil- 
lion deficit  hobbling  a 
state  economy  that  ac- 
counts for  more  than  13%  of  the  na- 
tion's output  (page  67). 

For  all  the  structural  problems,  the 
U.  S.  economy  is  not  about  to  shift  into 
reverse.  It  does  have  a  forward  momen- 
tum that  will  keep  it  growing,  albeit 
slowly.  Autos  are  getting  a  kick  from 
easy  money  and  pent-up  demand.  In 
June,  Detroit  sold  cars  at  a  6.8  million 
annual  rate,  up  substantially  from  May. 
And  dealers  say  people  are  now  coming 
in  to  buy,  not  just  to  look.  Karen  M. 
Tibus,  the  owner  of  Saturn  of  Plymouth 
in  Plymouth,  Mich.,  says  things  have 
been  going  so  well  for  her  dealership 
that  customers  have  to  wait  an  hour- 
and-a-half  to  talk  to  a  salesperson. 
"We're  gonna  have  a  very  empty  lot 
real  soon,"  she  reports. 

The  $5.8  billion  mobile-home  industry 
is  also  looking  up.  After  seven  years  of 
depressed  results  that  wiped  out  half 
the  industry,  shipments  started  turning 
up  sharply  at  the  beginning  of  1992. 
"It's  about  time,"  says  Nicholas  J.  St. 
George,  president  and  CEO  of  Oakwood 
Homes  Corp.  in  Greensboro,  N.  C, 
which  is  tl^€  second-largest  company  in 
the  industry. 

Other  types  of  businesses  are  also 
doing  well.  General  Mills  Inc.,  for  exam- 
ple, racked  up  a  \&%  gain  in  net  income 
in  the  fiscal  year  that  ended  May  31, 
and  the  company  intends  to  boost  capi- 
tal spending  somewhat  over  the  next 
three  years.  Even  small  businesses  are 
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PowerFbint  3.0.  Becaus 
deserves  a  great  pri 


It's  been  said  that  the  most  val- 
uable currency  in  the  '90s  will  be 


UNICRAHIICS" 


With  our  uniiiiw  SImfie  Tool,  you  needn 't  be  an  artist  to  easily  create  terrific  diagrams  that 
result  in  eye-catching,  professional  overheads,  35mm  slides  or  on-screen  presentations. 


ideas.  But  having  an  idea  and  coirjjf, 
municating  an  idea  are  two  entir(||| 
ly  different  things.  Which  brings  i 
to  our  point.  Or  rather,  PowerPoiq 
How  do  you  turn  your  ideas,  the 
points  that  you  want  to  make,  inti 
powerM,  convincing  presentation! 

Consider  Microsoft  PowerPoii 
presentation  graphics  program  fc 


Inside  the  50  Umled  Stairs,  call  1800)  541-1261.  Departmenl  A24.  outside  the  50  Umted  Stales,  call  (206)  936-8661  Customers  m  Canada,  call  1800)  563-9048.  ©  1992  Microsoft  Corporatwn.  Alt  nghts  reserved.  Printed  in 
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eat  idea 


tion. 


'  mdowsr  It  will,  most  immediate- 
help  you  get  your  ideas  down, 
\  d  then  help  you  organize  exactly 
\  lat  it  is  you  want  to  say  Secondly, 
ill  vill  assist  you  in  making  sure  all 
i  ^our  presentation  materials  not 
0'  ly  look  great,  but  make  a  very 
8  ong  business  impression  as  well. 
Let's  begin  with  ideas.  First 


you  want  to  get  them  down.  With 
PowerPoint,  you  can  work  out  your 
entire  presentation  in  Outline  View 
Or  you  can  develop  your  thoughts 
right  on  your  slides.  The  next  step 
is  to  graphically  express  those  ideas. 
With  PowerPoint,  your  choices  are 
astounding.  Over  150  templates 
you  can  easily  apply  at  any  time  to 
give  your  presentation  a  profes- 
sional look.  A  ShapeTool  that  lets 
you  easily  create  diagrams  from  a 
palette  of  commonly  used  shapes. 
Plus  84  styles  of  graphs,  including 
3-D  graphs  that  rotate.  And  with 
the  Slide  Master  feature,  you  can 
easily  make  last-minute  changes  to 
your  mas- 
ter slide 
(like  add- 
ing a  logo, 
for  exam- 
ple), and  all 
your  other 
slides  will  automatically  change.  So 
only  one  change  is  necessary. 

Now  everything  is  in  place.  Ev- 
erything makes  sense.  Everything 
looks  terrific.  So  go  ahead.  Feel  confi- 
dent about  your  presentation.  After 
all,  now  it's  as  great  as  your  ideas. 

If  you'd  like  to  hear  more  about 
the  PowerPoint  program,  including 
our  90-day  money-back  guarantee, 
call  (800)  541-1261,  Dept.  A24.0r 
visit  your  nearest  Microsoft  reseller. 

MidQSon 

Making  it  easier 


pa 
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PowerPoint  takes  full  advantage  of  new  Windows  3.1, 
and  is  a  part  of  Microsoft's  family  of  integrated  software 
products  for  the  Windows  operating  system. 


and  Powt'rPowt  arc  regtskred  trademarks  and  Windows  is  a  trademark  of  Microsoft  Corporation. 


seeing  improvement. 
With  his  MBA  in  tele- 
communications com- 
plete in  1991,  Stephen 
K.  Morris,  37,  of  Pied- 
mont, Calif.,  opened  a 
consulting  practice. 
"Clients  are  increasing 
the  number  of  projects 
and  the  hours  in- 
volved," he  says.  "They 
are  definitely  looking 
at  an  improved  econo- 
my and  improved 
sales." 

HOT  FRIDGES.  The  hous- 
ing market,  too,  is  get- 
ting better,  despite 
some  erratic  swings.  In 
Pittsburgh,  for  exam- 
ple, housing  starts  and 
home  sales  are  holding 
up,  and  loan  demand  for  mortgages  and 
refinancings  remains  sturdy,  says  Stu- 
art G.  Hoffman,  chief  economist  at  PNC 
Financial  Corp.  And  sales  of  refrigera- 
tors, stoves,  washers,  and  other  major 
appliances  have  been  reasonably 
strong,  perhaps  because  consumers 
simply  have  to  replace  models  as  they 
break  down.  Through  May,  major-appli- 
ance shipments  were  up  5.77^  from  a 
year  earlier,  and  appliance  makers  such 
as  General  Electric  Co.  and  Frigidaire 
Co.  expect  a  modest  increase  in  sales  in 
the  second  half  of  the  year. 

Another  piece  of  good  news  is  that 
unlike  individuals,  corporations  have 
streamlined  their  balance  sheets.  In 
each  of  the  past  two  quarters,  nonfi- 
nancial  corporations  raised  new  net  eq- 
uity capital  at  an  annual  rate  of  $50 
billion.  They've  also  taken  advantage  of 
lower  interest  rates  to  reduce  their 
overall  debt  payments.  Carnival  Cruise 
Lines  Inc.,  for  instance,  called  a  zero- 
coupon  convertible  paying  an  interest 


rate  of  7.57'  and  replaced  it  with  a  $100 
million  convertible  paying  4.5%  and 
some  bank  borrowings.  Ryder  has  also 
cut  its  debt  from  $3.1  billion  to  $1.9 
billion  in  the  past  two  years.  "Our  fi- 
nancial condition  is  stronger  than  it  has 
been  in  a  decade,"  says  Chief  Executive 
Burns. 

As  a  result,  corporate  debt  has  hard- 
ly grown  over  the  past  year.  This  has 
left  companies  poised  for  expansion 
once  the  economy  shows  some  real 
signs  of  strength.  For  the  first  time  in 
months,  healthy  companies  are  visiting 
First  Union  Corp.,  a  major  bank  in 
Charlotte,  N.  C,  window-shopping  for 
rates  and  loan  terms.  And  in  Boulder, 
Colo.,  loan  demand  is  particularly 
strong  among  high-tech  and  biotechnol- 
ogy companies  that  are  expanding  or 
relocating  to  the  area. 

Exports  are  still  a  source  of  strength 
for  the  U.  S.  economy,  even  though 
their  growth  has  slipped  in  recent 
months  as  Europe  and  Japan  slowed 


REAL 
ESTATE 

COMMERCIAL 
CONSTRUCTION,  A 
MAJOR  ENGINE  OF 
GROWTH  IN  THE 
1983  REBOUND,  IS 
STILL  PLUMMETING 


down.  Lacklus 
growth  overseas 
counts  for  the  level 
off  in  semicondue 
sales,  says  James 
Feldhan,  execut 
vice-president  at  n 
ket  researcher  In-Stat  Inc.  Americ 
largest  exporter,  Boeing  Co.,  is  b 
building  planes,  but  its  backlog  of  o^ 
seas  orders  is  starting  to  fall. 

Still,  U.  S.  companies  are  no  Ion 
hobbled  by  a  higher  cost  of  capital  t' 
their  foreign  competitors,  and  hourlj 
bor  costs  in  the  U.  S.  are  among 
lowest  in  the  industrialized  world.  C 
bined  with  the  falling  dollar,  that 
kept  U.  S.  goods  and  services  comj 
tive  abroad. 

Right  now,  that  is  not  enough 
overcome  the  structural  barriers 
spark  a  healthy  rebound.  But  monet 
policy  is  easy  enough  and  pent-up 
mand  for  housing  and  autos  str 
enough  to  ensure  that  the  recovery 
not  abort. 

By  Christopher  Farrell  and  Mickat 
Mandel,  with  John  Meehan  in  New  Y 
Lois  Therrien  in  Chicago,  Zachary  Sch 
in  Cleveland,  Chuck  Hawkins  in  Atla 
Gail  DeGeorge  in  Miami,  and  bin 
reports 
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rHE  OTHER  FAULT  LINES  SLICING  THROUGH  CALIFORNIA'S  FUTURE 


t  has  been  a  rough  year  for  Califor- 
nia. A  drought,  floods,  and  the  mel- 
on-gnawing white  fly  took  turns 
/aging  the  state's  $18  billion-a-year 
ricultural  industry.  Parts  of  south- 
1  California  still  haven't  dug  out 
im  the  Los  Angeles  riots  and  a  pair 
massive  earthquakes.  But  the  prob- 
ns  for  America's  once-Golden  State 
1  much  deeper:  Unemployment  is  at 
arly  10% — two  percentage  points 
jve  the  national  average — and  busi- 
3ses  are  fleeing. 

for  the  first  time,  it  appears  as  if 
;  country's  most  populous  state,  a 
•ditional  engine  for  the  national  econ- 
ly  that  managed  to  grow  25%  faster 
in  the  rest  of  the  U.  S.  in  the  1980s, 
ly  no  longer  have  the  resiliency  or 
i-creating  ability  to  grow  its  way  out 

recession.  The 
,ves  of  restructur- 
j  in  defense,  finan- 
1  services,  and  ener- 
have  cost  the  state 
)re   than  600,000 
IS  in  the  past  two 
irs — many  of  which 
y  not  return.  In  the 
s    Angeles  area 
ne,  193  companies 
/e  left  in  the  past 
0   years,  taking 
,h  them  47,000  jobs, 
ording  to  the  Eco- 
Tiic  Development 
"p.  of  Los  Angeles 
unty.    "Many  of 
m  are  skilled  jobs 
t  provide  a  signifi- 
t  amount  of  tax- 
"   says  Jack  A. 
ser,  the  group's 
;f  economist. 
Vorse  yet,  the  1978  passage  of  Prop- 
ion  13  launched  the  state  on  a 
rse  of  tax  limitations,  while  a  grow- 
influx  of  immigrants,  as  well  as 
t-Belt  transplants,  strained  social 
?ices.  Meanwhile,  stringent  regula- 
s  and  escalating  workers'-compen- 
on  fees  sent  many  tax-generating 
inesses  packing.  "We  are  in  for  sev- 
of  these  anemic  growth  years," 
cedes  state  Treasurer  Kathleen 
wn. 

■ous.  The  squeeze  is  already  being 
in  Sacramento,  where  Republican 
ernor  Pete  Wilson  and  the  Demo- 
ic-controlled  legislature  are  bat- 
[  over  how  to  close  a  $10.9  billion 
?et  deficit.  With  no  budget  in  place 
the  state  out  of  money,  California 
suing  more  than  $11  million  a  day 


in  lOUs.  Even  after  that  money  is  re- 
paid, however,  California  faces  wrench- 
ing choices — from  a  massive  tax  hike 
to  deep  cuts  in  funding  for  its  enor- 
mous public-school  system,  which  will 
have  5.2  million  students  this  fall.  Such 
drastic  actions  could  accelerate  the  ex- 
odus of  businesses  fleeing  to  states 
such  as  Utah  or  Nevada  with  lower 
taxes  and  fewer  regulations. 

"Our  real  dilemma  is  whether  we  are 
mortgaging  our  future,"  says  David 
Hensley,  an  economist  at  the  Universi- 
ty of  California  at  Los  Angeles  who 
worries  that  almost-certain  cuts  in  the 
state's  school  budget  will  undermine 
the  quality  of  its  work  force  in  the  long 
run.  The  public  schools  are  already 
hurting:  They  spent  a  mere  $4,866  per 
student  in  1990,  ranking  California  in 


the  bottom  third  of  the  country  in  such 
outlays.  One  of  the  governor's  money- 
saving  ideas  is  to  postpone  the  en- 
trance of  110,000  kids  into  kindergar- 
ten this  year  by  sliding  the  qualifying 
birthdate  for  entrance. 

The  state's  higher-education  system 
is  also  coming  under  the  knife.  This 
year  alone,  Wilson  wants  to  slash  $2.3 
billion  in  spending  and  hike  the  tuition 
for  state-funded  colleges  and  universi- 
ties by  up  to  40%.  The  tuition  increase 
would  force  as  many  as  200,000  lower- 
income  students  to  drop  out  of  Califor- 
nia's 107  community  colleges,  say  legis- 
lative budget  analysts. 

Education  will  take  the  biggest  hit, 
but  the  state's  32  million  citizens  will 
suffer  in  other  ways.  Sewers,  available 
landfills,  and  prisons  are  woefully  inad- 


equate, says  Richard  Katz,  chairman 
of  the  Assembly's  Transportation  Com- 
mittee. The  city  of  San  Deigo  alone 
may  need  up  to  $5  billion  to  repair  and 
expand  an  overtaxed  sewage  system 
that  ruptured  in  February. 

With  no-tax  Republicans  controlling 
the  statehouse  for  the  past  decade,  nu- 
merous initiatives  have  appeared  on 
the  ballot  to  raise  money.  And  in  the 
past  18  months,  the  state  has  floated 
$7  billion  in  new  revenue  bonds.  Even 
with  the  July  6  downgrading  of  the 
state's  bonds  by  Moody's,  Treasurer 
Brown  intends  to  issue  $10  billion  more 
as  soon  as  possible.  "When  the  Fed 
goes  to  3%,"  she  says,  "it's  time  to 
borrow  and  build  for  the  future." 

TRICKLE-DOWN  TROUBLES.  Right  nOW, 
though,  the  money  is  plugging  revenue 
shortfalls.  And  it's  far 
from  clear  that  Cali- 
fornia's revenue  base 
will  grow  fast  enough 
to  carry  the  new  debt. 
Total  interest  costs  on 
long-term  debt  today 
total  $750  million  a 
year.  Revenues  this 
year  are  running  be- 
hind already  pessimis- 
tic projections. 

The  state  continues 
to  spend  huge 
amounts  of  money  on 
welfare  programs, 
and  Wilson  is  pushing 
a  ballot  initiative  this 
November  that  would 
.■^lash  welfare  pay- 
ments by  up  to  25%. 
But  the  initiative  is 
given  only  a  50-50 
shot  of  passage.  With- 
out it,  the  state  almost  certainly  faces 
another  round  of  tax  hikes  only  one 
year  after  it  collected  $7  billion  by  rais- 
ing sales  taxes  and  increasing  levies  on 
the  wealthy.  Now,  too,  the  problems 
are  trickling  down  to  localities:  This 
year,  county  governments  hope  to 
boost  sales  taxes  to  offset  reductions 
in  state  funding. 

Even  worse  news  may  loom.  Anoth- 
er ballot  initiative,  this  one  aimed  at 
overcoming  Prop  13  tax  limits,  would 
boost  property-tax  rates  for  businesses 
without  affecting  those  of  homeown- 
ers. If  that  succeeds,  it  may  strike  with 
even  more  force  than  last  month's  7.4 
earthquake  for  many  companies  won- 
dering whether  to  stay  in  California. 

Bi/  Ronald  G rover  and  Eiic  Schine  in 
Los  Angeles 
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LITERACY  ON 
WHEELS: 
ENTERGY' S 
READING  LABS 
TOUR  SOUTHERN 
ORIES 


EDUCATION  I 


WHEN  JOHNNY'S 

WHOLE  FAMILY  CAN'T  READ 


As  illiteracy  grows,  America  is  trying  to  develop  new  weapons 


About  23  million  Americans  can't 
read  this  sentence. 
That  might  surprise  many  people 
who  see  illiteracy  as  a  malady  of  a  bygone 
era,  like  smallpox.  Or  as  the  stuff  of  jokes, 
like  Vice-President  Quayle's  inability  to 
spell  "potato"  a  few  weeks  ago.  But  the  de- 
ficiency is  no  laughing  matter  for  those 
who  lack  English  and  math  skills,  and,  in- 
creasingly, for  their  employers.  Says  Gail 
Spangenberg,  vice-president  of  the  Busi- 
ness Council  for  Effective  Literacy,  a  non- 
profit group:  "This  is  not  a  new  problem, 
but  a  problem  with  a  new  urgency." 

The  reasons  for  the  problem  vary:  the 
dropout  rate  (a  persistent 
309'  of  the  high  school 
population),  the  cumula- 
tive effects  of  schools 
that  promote  and  even 
graduate  students  who 
fail  courses,  the  decade- 
long  influx  of  immi- 
grants to  the  U.  S.  But 
primarily;  the  issue  is  one 
of  a  growing  ga]j  be- 
tween the  skills  people 
have  and  the  skills  that 
jobs  demand.  Paradoxi- 
cally, while  the  time 
spent  on  recreational 
reading  and  writing  has 
decreased,  the  need  for 
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literacy  skills  professionally  has  increased. 

Jobs  are  changing — especially  in  manu- 
facturing. The  number  of  unskilled  and 
even  semiskilled  jobs  is  declining.  "Once, 
you  could  just  show  up  and  use  your  hands 
to  operate  a  machine.  Today,  our  employ- 
ees are  expected  to  use  their  heads  as  well 
as  their  arms,"  says  Don  Rice,  vice-presi- 
dent for  human  resources  at  Torrington 
Co.,  which  three  years  ago  began  noticing 
a  disparity  between  the  average  skill  level 
of  its  employees  (7th  grade)  and  that  de- 
manded by  the  work  (r2th  grade).  Torring- 
ton isn't  alone.  A  recent  National  Associa- 
tion of  Manufacturers  survey  of  360 


A  SAIHPLER  OF  CORPORATE  LITERACY  PROGRAMS 


IJl*liLuiUlMl  Runs  learning 
center  (cost:  $80,000  a  year)  to 
teach  employees  and  their  families 
to  read  and  work  toward  general 
equivalency  diploma.  Staffed  by 
Coors  employees  and  retirees 

USiMiJ  Teaming  with  local  li- 
brary to  offer  English  reading  and 
writing  classes  for  illiterate  His- 
panic employees  at  Baytown-Ole- 
fins  plant  in  Texas 


iiUl  Financing  ($400,000  to 
date)  family  literacy  programs  for 
the  public,  run  by  Literacy  Volun- 
teers of  America  in  10  communi- 
ties where  GTE  is  based 

luiliilliiliLI  Mesa  (Ariz.)  plant 
holds  courses  on  company  time  in 
math  arid  reading  for  workers  who 
test  below  eighth-grade  level;  is 
experimenting  with  self-paced  and 
home-computer  programs 


companies  found  t 
one-third  regularly  re 
job  applicants  for 
reading    and  writ 
skills;  507c  reported 
ous  deficiences  in 
math  and  reading  si 
among  their  workers. 

Current  progranr 
evenly  split  among  s 
traditional  volunteer 
toring  groups  as  Lite: 
Volunteers  of  Ame 
and  government-fun 
adult  education — re 
only  5%  to  10%  of  tl 
in  need.  The  National 
eracy  Act,  passed 
year,  offers  some  hel; 
provides  $1  billion 
the  next  four  year; 
fund  projects — and 
search  on  what  makes  programs  work, 
'BASIC  TASKS.'  The  more  innovative 
grams  focus  on  what  educators  call  " 
tional  illiteracy" — people  whose  skills 
at  fourth-  to  eighth-grade  levels  but 
can't  perform  fundamental  tasks:  fi 
out  job  applications,  using  train  sched' 
understanding  a  newspaper.  Some  23 
lion  to  27  million  American.s — 20% 
adults — are  at  this  level.  Another  12  mi 
are  marginally  better  but  still  can't  1 
tion  effectively,  "We  are  not  talking  a 
the  ability  to  be  a  nuclear  engineer  1 
but  doing  basic  tasks  in  a  sophisticated 
tory,"  says  Peter  Waite,  executive  din 
of  Laubach  Literacy  Action. 

At  the  Stone  Savannah  River  Pulp  i 
per  Corp.,  literacy  problems  came  to 
when  the  company  started  to  retrain  v 
ers  to  use  automated  equipment.  In  19: 
embarked  on  a  $346  million  overhaul  o 
machinery  in  its  Port  Wentworth  (Ga.) 
But  "before  we  switched  from  manual 
trols  to  computerization,  we  thought 
better  find  out  what  educational  leve, 
employees  had,"  says  Butch  Branch, 
sonnel  supervisor.  "What  we  found 
scared  us."  Despite 
high  school  diplo 
one-third  of  the  mill' 
workers  lacked  the 
grade  math  and  rei 
skills  needed  to  op 
the  equipment.  So 
company  spent 
on  an  on-site  classi 
complete  with  a  full 
teacher  and  a  dozer] 
sonal  computers 
three  years,  all  but  ol 
the  153  student  err 
ees  had  reached  tb| 
quired  level — and  th 
set  a  production  rec(] 
Workplace  lit(| 


socw 


You've  heard  what  the  political  candidates 
have  to  say  about  health  care  reform. 
Now  perhaps  you'd  like  to 
hear  from  America's  doctors. 

And  Medicaid,  the  public  health  care  program  that 
was  created  to  help  the  poor,  currently  excludes  more 
than  half  of  those  desperately  needing  care. 

The  300,000  member  physicians  of  the 
American  Medical  Association  think  this  is  wiong. 
We  believe  our  system  muM  be  improved.  And  we  have 
a  proposal,  called  Health  Access  America,  that  will 
provide  affordable  health  insurance  to  all  Americans, 
while  containing  costs  and  preserving  individual 
freedom  of  choice. 

Most  people  in  this  country  rfo  receive  high  quality 
medical  care.  But  35  million  Americans  are  falling 
through  the  cracks  in  the  system.  Shouldn't  they  be 
included,  too? 

If  you  would  like  to  learn  more  about  Health  Access 
America,  wi'ite  Dr.  Jim  Todd,  Dept.  405,  American 
Medical  Association,  515  North  State  Street,  Chicago, 
IL  60610.  Or  call  us  today  at  800  621-8335. 

American  Medical  Association 


Health  care  reform  is  high  on  our  nation's  agenda. 

In  recent  months,  several  health  care  bills  have 
been  put  before  Congress.  Proposals  range  from  mild 
reform  to  radical  overhaul. 

There's  little  question  that  the  American  people 
are  asking  for  change. 

Millions  of  full-time  employees  and  their  families 
are  now  living  without  health  insurance  because  of 
its  cost. 

Those  who  have  insurance  often  lose  their  coverage 
when  they  change  jobs,  simply  because  of  a  prior  illness. 
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STRATEGIES 


RJR  CAN'T  SEEM  TO 

FIND  A  SPOT  IN  THE  SHADE 


Cigarette  market  share  is  off — and  woes  may  loom  in  foods 


classes — held  on-site  and  often  on  company 
time — are  becoming  more  common  at  com- 
panies, ranging  from  General  Motors 
Corp.'s  $30  million  investment  in  150  of  its 
plants  to  Eli's  Chicago's  Finest  Cheesecake 
Inc.'s  lunchtime  classes.  Usually  taught  in 
conjunction  with  a  community  college,  li- 
brary, or  volunteer  group,  these  programs 
differ  from  traditional  tutoring  methods  in 
several  ways.  They're  taught  in  small 
groups,  instead  of  one-on-one;  they're  often 
shorter  and  more  intensive,  meeting  sever- 
al times  a  week  over  three  to  six  months  in- 
stead of  the  usual  two  hours  per  week; 
and,  most  of  all,  the  instruction  methods 
are  geared  to  the  work  at  hand,  teaching 
with  materials  that  the  employees  would 
use  on  the  job. 

NO  DROPOUTS.  Retention  in  these  classes 
tends  to  be  quite  high,  because  "people  can 
see  the  results  of  what  they  learn  on  the 
plant  floor.  Where  there's  relevance, 
there's  retention,"  says  Brenda  Pounds, 
education  specialist  for  Entergy  Corp.,  a 
New  Orleans-based  utility.  Entergy  fi- 
nances a  unique  program:  a  trio  of  mobile 
literacy  labs  that  tour  factories  in  Arkan- 
sas, Mississippi,  and  Louisiana  year-round, 
teaching  300  employees  a  week. 

Because  of  the  customized  nature  of  the 
classes,  workplace  literacy  programs  are 
more  costly  than  traditional  tutoring — 
roughly  $300  more  per  student.  But  they 
can  be  more  effective.  Virtually  everyone 
finishes  a  workplace  course,  in  contra.st  to 
the  typical  adult  education  course,  where 
dro]>out  rates  can  be  as  high  as  80'/. 

While  workplace  programs  deal  with  il- 
literacy on  the  job,  another  innovation — the 
family  literacy  movement — attacks  the 
problem  on  the  home  front.  Recognizing 
that  illiteracy  is  often  passed  from  parent 
to  child,  these  programs  combine  teaching 
reading  with  general  parenting  classes;  the 
best  of  them  address  both  parents  and  pre- 
schoolers. Atlanta's  Family  Literacy  Col- 
laborative, funded  by  grants  from  Toyota 
Motor  Corp.,  First  Union  Corp.,  and  the  lo- 
cal Junior  League,  runs  a  day-long  pro- 
gram at  several  elementary  schools.  While 
children  attend  preschool  classes,  their 
mothers  brush  up  on  basic  math  and  litera- 
cy skills.  Then  the  groups  come  together 
for  a  mutual  lesson:  running  a  make-be- 
lieve grocery  store  or  writing  a  fairy  tale. 

What  more  could  be  done'?  Certainly 
companies  could  redirect  their  employee 
training  dollars:  Corporate  America 
"spends  $30  billion  to  $40  billion  a  year  on 
job  training,  but  only  107<  goes  to  blue-col- 
lar workers  where  the  need  is  most  pro- 
nounced," says  Jerome  M.  Rosow,  presi- 
dent of  Work  in  America  Institute,  a 
research  group  specializing  in  workplace 
productivity.  Most  important,  comiianies 
have  to  learn  that  illiteracy  is  their  prob- 
lem— not  solely  that  of  the  public  schools. 

By  Troy  Segal  in  New  York,  with  Karen 
Thurston  in  Atlanta  and  Lynn  Haessly  in 
Cleveland 


When  the  U.  S.  Supreme  Court 
ruled  on  the  Cipollone  case 
last  month,  executives  at  RJR 
Nabisco  Inc.'s  tobacco  division  in  Win- 
ston-Salem, N.  C,  were  "dancing  in  the 
halls,"  recalls  one  executive.  RJR,  which 
was  not  named  in  the  case,  saw  victory 
for  cigarette  makers  in  the  high  court's 
decision  to  allow  tobacco  liability  suits 
only  in  cases  of  misrepresentation  and 
fraud.  Wall  Street  seemed  to  agree:  Af- 
ter an  initial  drop,  tobacco  stocks  have 
rebounded. 

But  it  may  be  a  while  before  there  is 
much  more  cause  for  celebration  at  RJR. 
There's  no  denying  that  the  company's 
financial  picture  has  improved  dramati- 
cally since  Kohlberg  Kravis  Roberts  & 
Co.  took  control  in  a  $26  billion  1989 
leveraged  buyout.  Long-term  debt  is 
now  at  $14  billion,  almost  half  the  level 
of  three  years  ago.  Last  year,  RJR  re- 
corded its  first  net  income  since  the 
buyout,  earning  $368  million  on  $15  bil- 
lion in  sales.  But  now,  Chief  Executive 
Louis  V.  Gerstner  Jr.  faces  more  funda- 
mental and  perhaps  even  thornier  oper- 
ating and  marketing  problems. 


Tobacco,  his  cash  cow,  is  most  ii 
bled.  Cigarette  sales  in  the  U.  S.  an 
dining  by  27'  to  37  a  year,  and  m;i 
shares  for  two  of  RJR's  flagship  br;i 
Winston  and  Salem,  have  dropped  ai 
even  faster  rate.  Winston's  share  ft  l 
7.57  last  year,  from  8.87,  while  S;i 
slipped  from  6.1',  i  to  5.47,  says  Join 
Maxwell  Jr.  of  Wheat  First  Securi 
Inc.  And  despite  the  company's  m 
euphoria,  the  Supreme  Court  deci; 
may  allow  for  more  litigation  as  ;i 
tobacco  groups  become  increasinglx 
ganized  and  sophisticated. 
HIDDEN  SINS.  RJR  could  soon  start  I 
ing  the  pressure  in  its  food  busine.^- 
well.  The  food  unit,  which  accounts 
about  a  quarter  of  RJR's  $2.9  billiui 
operating  profits,   must  contend  \ 
sluggish   growth   and  recession-wt 
consumers  who  have  grown  resistaii 
price  hikes  for  Ritz  crackers.  Life  Sa' 
candy,  Grey  Poupon  mustard,  and  l; 
roughly  100  other  food  brands.  "W  !■ 
you  can  raise  prices,  you  can  cover  ai 
of  sins,"  says  Kevin  Rollins,  a  coiil 
tant  with  Bain  &  Co.  "But  consunl 
have  hit  the  ceiling  in  the  prices  thm 
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for  top  brands."  R.JR  stock,  which 
e  back  onto  the  market  last  year  at 
s  trading  at  around  9 ¥2,  near  its  low. 
le  problems  are  clearly  getting  plen- 
f  attention  from  Gerstner,  who  de- 
'd  to  be  interviewed.  After  massive 
■cutting  in  both  divisions,  he  has  or- 
trated  a  dramatic  strategic  rethink- 
;o  shore  up  market  share  in  tobacco 
boost  operating  profits  in  food. 

cigarettes,  Gerstner  has 
wed  the  focus  on  rjr's  ag- 
:ore  brands  and  deempha- 

expensive  new-product  in- 
ictions.  To  help  catch  up  in 
growing  international  mar- 
-where  Reynolds  gets  '317< 
i  cigarette  sales  vs.  rival 
D  Morris'  51% — the  compa- 
'cently  broke  ground  for  a 
I  in  Turkey,  bought  one  in 
!  ?ary,  and  is  planning  a  ma- 
I  <pansion  in  Russia.  In  ear- 
i  ily,  it  announced  a  new 
J  ish  joint  venture  as  well. 
\  ce  the  leader  in  tobacco,  RJR  now 

lands  only  28%  of  the  total  U.S. 
«  et,  a  distant  second  to  Philip  Mor- 
i  3%,  says  Maxwell  of  Wheat  First. 

! tobacco  chief,  James  W.  Johnston, 
sperately  trying  to  stop  the  free- 
ze project  a  quality  image  for  Win- 
H  md  Salem,  he  has  begun  using  bet- 
n  'bacco,  whiter  paper,  and  a  special 
wrapper  that  is  supposed  to  keep 
ittes  fresher.  RJR  is  also  trying  line 
sions,  including  Camel  Wides  and 
on  Select. 

?et  smokers  to  switch  to  these  new 


and  reconstituted  brands,  Johnston  has 
blitzed  consumers  with  buy-two-get-one- 
free  promotions  and  discount  coupons. 
The  specials  have  helped  check  market 
share  declines  for  Winston  and  Salem, 
and  the  Camel  brand  has  gained  share, 
analysts  say.  But  the  improvement 
comes  at  a  steep  price.  Marketing  ex- 
penses kept  operating  profits  in  the  to- 
bacco business  flat  last  year  at  $2.3  bil- 
lion (chart).  David  Anderson,  chief 
financial  officer  for  the  tobacco  unit, 
says  profits  will  probably  be  flat  again 
in  1992.  "We're  looking  at  earnings  as 
secondary  to  market-share  perfor- 
mance," he  explains. 
NO  RUSH.  Some  cigarette  distributors 
say  the  extra  promotions  are  still  not 
enough  to  boost  sales.  During  the  LBo 
days,  they  say,  rjr's  sales  and  market- 
ing support  slipped  badly,  and  Philip 
Morris  swooped  in.  Thomas  A.  Garner, 
an  Atlanta  cigarette  and  candy  wholesal- 
er, used  to  sell  two-thirds  Reynolds  prod- 
ucts and  one-third  Philip  Morris.  Now 
it's  the  opposite.  "Philip  Morris  is  eating 
Reynolds'  lunch,"  he  says. 

RJR  executives  are  working  on  big  ad 
campaigns  to  boost  the  brands'  images 
and  help  the  company  rely  less  on  expen- 
sive promotions.  More  ads,  however, 
may  not  bring  price-wary  smokers  back 
to  name  brands.  New  discount  smokes 
such  as  Doral  and  Cambridge  now  repre- 
sent a  fat  28%  of  the  tobacco  market,  up 
from  about  15%  three  years  ago. 

Rough  as  the  market-share  battle  can 
be,  the  courtroom  could  prove  an  even 
meaner  turf.  "Clearly,  it's  a  defective 
product,  and  now  we  are  free  to  use  that 
argument,"  says  Marc  Edell,  the  lead 


cause  the  Supreme  Court  upheld  tlie  no- 
tion that  warning  labels  preempt  most 
liability  suits. 

The  food  business  faces  no  such  legal 
clouds,  of  cour.se.  But  just  like  tobacco, 
it  is  plagued  with  slow  sales  growth  and 
vicious  price  wars.  So  far,  RJR  has  han- 
dled the  problem  by  trimming  costs 
while  unleashing  a  torrent  of  new  prod- 
ucts such  as  Mini  Oreos  and  Ritz  Bits. 
Operating  profits  last  year  climbed  20%, 
to  $715  million,  on  an  11%  rise  in  sales, 
to  $6.4  billion.  An  impressive  10%  of 
North  American  food  sales  came  from 
new  products  and  line  extensions. 

Part  of  the  credit  belongs  to  last 
year's  sweeping  reorganization  of  the 
food  unit,  which  decentralized  market- 
ing, manufacturing,  and  new-product  de- 
velopment. The  result  is  cost  savings, 
plus  faster  new-product  introductions 
and  more-flexible  distribution  systems  to 
appeal  to  consumers'  changing  shopping 
habits.  For  instance,  it  has  introduced 
smaller  packages  of  many  of  its  prod- 
ucts to  cater  to  convenience  outlets  and 
drugstores.  This  month,  the  company 
plans  to  announce  more  new  items.  Bar- 
bara S.  Thomas,  senior  vice-president  for 
marketing  for  Nabisco  Brands  Inc.,  says 
the  company  will  offer  more  nutritious 
products  for  "the  healthy  snacker." 
LOOKING  ABROAD.  Still,  analysts  predict 
that  once  the  novelty  wears  off  some  of 
the  new  brands,  PJR  will  have  to  wrest 
market  share  from  competitors  with  ag- 
gressive price-cutting  and  promotions. 
rjr's  food  sales  in  the  first  quarter  in- 
creased only  1.7%,  largely  because  the 
U.  S.  cookie  and  cracker  industry  regis- 
tered a  decline  in  sales  volume. 


RJR  NABISCO  HAS 
SIASHED  DEBT... 


...AND  BOOSTED  ...BUT  TOBACCO  INCOME 
PROFITS  FROM  FOOD...        HAS  FUTTENED 
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lawyer  for  the  Cipollone  family,  which 
sued  three  tobacco  companies,  charging 
them  with  causing  lung  cancer  in  long- 
time smoker  Rose  Cipollone.  Edell  be- 
lieves the  high  court  has  left  the  door 
open  for  him  to  argue  in  tobacco  trials 
that  the  risks  of  smoking  far  outweigh 
any  benefits.  This  so-called  risk-utility 
argument  was  struck  down  in  the  lower 
court's  Cipollone  ruling,  though  it  has 
been  used  in  several  liability  cases  in- 
volving other  types  of  products.  An  RJR 
spokeswoman  insists  the  company  is  not 
concerned  about  future  liability  cases  be- 


Like  its  tobacco  unit,  the  company's 
food  business  is  turning  overseas  for 
growth.  The  focus  is  faster-growing  re- 
gions such  as  Latin  America,  whei'e  R.JR 
recently  bought  interests  in  several  food 
companies.  But  even  that  effort  may  not 
be  enough.  "Nabisco  has  an  oar  in  the 
water  overseas,  but  they're  not  any- 
where near  their  competitors,"  says 
Bain's  Rollins.  Until  RJR  can  find  a  way 
to  ensure  long-term  growth  in  both  food 
and  tobacco,  there  probably  won't  be 
much  more  dancing  in  the  halls. 

By  Walecin  Konrad  in  Atlanta 
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Some  Folks  Put 
GenericToner  In  Their 
IBM  Printers. 


Ai  Lexmark  we  lake  a  elosc 
look  ai  e\'eiy  aspect  ofpnnting  to 
make  sure  your  IBM  ecjtiipment 
delivers  minimum  perjormanee. 


Look  at  the  consisleihy  of 
blackness  in  this  character 

IBM  toner  gives  you 
camera-ready  quality  text. 


IBM  toner  handles  the  ciiives 
mile  after  mile  Our  High  Yiekl+ton 
cailridge  delivers  in  excess  of 
5.(X)0  more  prints  than 
other  toner  cartiidges. 


We  test  our  toner  in  a  special  chamber 

that  simulates  extreme  office 
conditions  so  your  piint  qimlity  won '/ 
change  with  the  weather 


Why  indeed?  When  you  bought  your  IBM  ° 
printer  you  bought  the  very  best.  Why  take  a  chance 
on  a  toner  cartridge  that  isn't  from  the  manufacturer? 

At  Lexmark,  we're  dedicated  to  making  sure  you 
look  good  on  paper  We  are  constantly  testing  and 
improving  our  IBM  toner  cartridges  to  give  you  the 
highest  quality  image  and  the  largest  possible  yield. 
Y?  Because  we  like  U. 

To  order,  to  find  the  dealer  nearest  you,  or  to  re- 
ceive your  free  catalog,  call  1-800-438-2468.  Ext.  20. 
(In  Canada,  call  1-800-663-7662.) 

Lexmark  is  the  woridwide  developer,  manufacturer, 
and  distributor  of  IBM  personal  printers,  typewriters, 
keyboards  and  related  supplies. 


IBM  Supplies  by 

lEXM^VRK 


Make  Your  Mark 


IBM  IS  a  rei;islered  (radcmurk  of  International  Business  Machines  Corporation  in  the  United  Slates  and/or  other  eoiintries  and  is  used  under  lieense, 
Lexmark  is  a  trademark  of  Lexmark  International,  Inc.  ©  W2  Lexmark  International,  Inc 
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HN  HENRY:  A  POWER  BROKER 
R  CLEANER  POWER 


When  Congress  en- 
acted clean-air  legis- 
lation in  1990,  many  in 
l)usiness  saw  clouds  on  the 
horizon.  All  John  B.  Henry 
II  saw  was  opportunity. 
The  43-year-old  lawyer  set 
up  Clean  Air  Capital  Mar- 
kets, a  boutique  invest- 
ment bank  that  is  designed 
to  capitalize  on  the  Clean 
Air  Act's  pollution  credit- 
swapping  scheme.  Under 
the  law,  cleaner  utilities 
can  sell  pollution  "credits" 
to  dirtier  ones,  which  can 
use  them  to  meet  the  emis- 
s  standards.  Henry  wants  to  profit  as  the  middleman  by 
ing  trading  partners  and  brokering  the  trades. 
)  far,  he's  batting  a  thousand.  Last  May,  he  brokered  the 
:  pollution-credit  trade  when  the  Tennessee  Valley  Author- 
)aid  Wisconsin  Power  &  Light  $3  million  for  the  right  to 
;  10,000  more  tons  of  sulfur  dioxide.  The  Wisconsin  utility 
traded  credits  for  25,000  tons  of  emissions  to  Duquesne 
it  Co.  but  handled  that  deal  itself.  Henry  then  handled  the 
■  other  trade  to  date  on  June  30,  when  Aluminum  Co.  of 
jrica  sold  Ohio  Edison  Co.  credits  worth  $8.75  million, 
's  slow  going,  but  Henry  knows  about  starting  small. 
!r  toiling  as  a  Senate  staffer  and  New  York  lawyer  in  the 
B,  he  launched  an  agricultural  biotech  firm  called  Crop 
sties  International  Inc.  in  1981.  By  1990,  the  firm  was 
Lalized  with  $64  million  and  had  begun  testing  its  agricul- 
1  pesticides.  Henry,  though,  grew  tired  of  being  more 
ager  than  dealmaker  and  left  to  start  Clean  Air  Capital, 
challenge  will  be  persuading  stodgy  utilities  to  do  some- 
l  new.  "It's  important  that  somebody  break  the  ice,"  Hen- 
lys.  Trading  the  right  to  pollute  isn't  likely  to  heat  up  like 
■eh.  But  for  now,  Henry  has  a  good  head  start. 

By  Peter  Hong  iu  Washiugtou 


\NITA  JAMES:  DUSTING  OFF 
E  BOOK-OF-THE-MONTH  CLUB 


a  book-club  member's 

^htmare:  opening  the 

)0X  to  find  another  un- 

:ed    hardback  and 

ling  the  hassle  of  lug- 
it  back  to  the  post  of- 
That  scenario  has 

'n  more  and  more 

worms  to  chain  stores 

iiscount  outlets,  leav- 

he  venerable  Book-of- 
I  tenth  Club  Inc.  with 
I  sales  and  depressed 
I;  ngs  for  the  past  two 

•  "We  need  to  change  our  old-fashioned  image,"  says 

ta  James,  who  in  January  was  installed  by  parent  Time 


Warner  Inc.  to  do  just  that.  "We  want  people  to  think  of  us  as 
a  service,  not  a  nuisance." 

James,  39,  caught  the  attention  of  Time's  top  brass  when 
she  turned  around  Time-Life  Libraries  Inc.,  a  unit  that  sells 
Time-Life  Books  and  music  over  the  telephone.  By  giving 
managers  more  profit  responsibility  and  improving  telemar- 
keter training,  she  boosted  both  sales  and  morale.  At  Book-of- 
the-Month,  she  has  marketing  in  her  sights.  Using  detailed 
surveys  and  computer  records  of  buying  patterns,  she's  trying 
to  judge  members'  interests  better  so  the  club  can  tailor  book 
offerings  accordingly.  That  way,  a  member  who  bought  a 
sailing  book  one  month  might  be  offered  another  water-sports 
book  the  next — not  a  tome  on  the  Civil  War. 

James,  a  Princeton  University  graduate  and  Columbia  .MBA, 
has  shown  a  flair  for  waking  people  up.  Last  October,  at  a 
meeting  where  book-club  execs  typically  drone  on  about  up- 
coming strategies,  James  had  her  crew  replace  their  suits  with 
Halloween  costumes  reflecting  their  divisions.  The  head  of  the 
cookbook  club,  for  instance,  gave  his  sober-faced  speech  in 
chef's  garb.  James,  the  teller  of  company  fortunes,  was  in 
gypsy  attire.  "In  a  high-pressure  environment,  you  need  a 
pressure  valve,"  James  says.  Of  course,  reversing  Book-of-the- 
Month  Club's  fortunes  would  turn  down  the  pressure,  too. 


HELENE  HAHN:  THE  LEGAL  EAGLE 
BEHIND  MICKEY  MOUSE 


On  just  about  every 
Friday  of  the  ski  sea- 
son, Helene  Hahn  flees  the 
smog  of  Los  Angeles  and 
heads  for  the  mountains  of 
Utah.  That  doesn't  mean 
she  isn't  working.  Even  as 
she  pounds  through  the 
moguls  in  Deer  Valley,  the 
top  lawyer  for  Walt  Dis- 
ney Studios  is  tied  by  cellu- 
lar phone  to  the  moguls  in 
Hollywood.  Talking  on  the 
chairlift  is  "one  way  to 
keep  calls  short  and  to  the 
point,"  Hahn  says. 

The  43-year-old  New  York  native  is  among  the  most  power- 
ful women  in  the  film  industry — she's  the  legal  muscle  behind 
Hollywood's  stingiest  studio.  Her  boss,  studio  chief  Jeffrey 
Katzenberg,  relies  on  Hahn  to  write  most  of  Disney's  film  and 
television  deals.  Eddie  Murphy  and  Steve  Martin  still  get  their 
huge  salaries.  But  when  Kim  Basinger  delayed  production  of 
The  Marrying  Man  by  staying  off  the  set,  Hahn  had  Disney 
lawyers  knuckle  down  with  legal  threats  that  got  Basinger  to 
work.  To  keep  Dick  Tracy  costs  from  spiraling  out  of  control, 
she  cut  an  innovative  deal  requiring  star  and  producer  Warren 
Beatty  to  swallow  budget  overruns  in  return  for  a  piece  of  the 
profits.  "Warren  still  made  a  huge  amount  of  money,"  Hahn 
says.  "But  Disney  was  protected  on  the  downside." 

Hahn  has  been  with  Katzenberg  ever  since  she  rose  through 
the  ranks  at  Paramount  Pictures  Corp.  Together,  they  brought 
Star  Trek  to  the  big  screen.  She  followed  him  to  Disney  in 
1984,  where  she  helped  craft  limited  partnerships  that  raised 
more  than  $1  billion  for  Disney  films.  Some  fleals  haven't  done 
so  well — such  as  a  pact  to  buy  the  rights  to  Jim  Henson's 
Muppets  that  crumpled  into  nasty  litigation.  More  often  than 
not,  though,  Hahn  helps  keep  Disney's  costs  pointed  downhill. 

By  Ronald  Grover  in  Burbank,  Calif. 
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ADVERTISING! 


THREE  SHOPS 

WITH  PLEHTY  TO  SWEAT  ABOUT 

Ad  agencies'  campaigns  for  Subaru,  AmEx,  and  Miller  show  how  hard  it  is  to  repair  images  in  the 


an  Wieden  is  frustrated.  The 
I  president  of  ad  agency  Wieden  & 
Kennedy  Inc.  has  just  unveiled  a 
new  batch  of  commercials  for  Subaru  of 
America  Inc.  Wieden  insists  the  ads  are 
a  natural  evolution  of  his  agency's  off- 
beat campaign.  They  do  have  the  same 
visually  arresting  style  and  use  the 
same  elliptical  slogan:  "Subaru.  What  to 
Drive."  But  the  ads  al.so  promote  the 
car's  all-wheel  drive  and  antilock  brakes. 
And  that  more  orthodox  approach  has 
fed  speculation  that  Wieden  is  retreating 
from  its  strategy  of  making  Subaru  a 
totem  for  the  unpretentious  Nineties. 
"It's  getting  hard  to  make  anyone  be- 
lieve us,"  says  Wieden. 

No  wonder.  When  an  adman 
starts  to  talk  about  a  cam- 
paign's evolution,  it's  usually 
a  sign  of  a  species  in  trouble. 
At  least  the  Japanese  carmak- 
er and  its  shop  are  in  good 
company:  American  Express 
Co.  and  Miller  Brewing  Co.  also 
rolled  out  major  new  ad  cam- 
paigns with  much  fanfare  in 
1991.  All  three  followed  protract- 
ed and  much  publicized  account 
switches.  Yet  while  they  have 
stirred  plenty  of  controversy,  none 
has  revived  lagging  sales.  Subaru 
sales  are  basically  flat.  American 
Express  has  failed  to  reinvigorate 
its  charge  cards  with  its  new  slogan, 
"The  Card.  The  American  Exi)ress 
Card."  And  Miller  Lite  beer  continues  to 
lose  ground  despite  trving  a  cocky  tag- 
line:  "Its  It.  And  That's  That." 
LOST  MOMENTUM.  The  lackluster  results 
are  all  the  more  surprising  because  the 
campaigns  come  from  agencies  re- 
nowned for  creativity.  Wieden  won  ku- 
dos for  its  kinetic  advertising  for  Nike 
Inc.  Perennial  hot  shop  Chiat/Day/Mojo 
Inc.  created  the  new  American  Express 
campaign.  And  Miller  Lite's  new  ads 
came  from  Leo  Burnett  Co.,  the  Chicago 
agency  known  for  introducing  the  leg- 
endary Marlboro  Man.  What's  more,  the 
campaigns  enjoyed  the  highest  of  pro- 
files: All  three  had  been  major  hits  in 
the  1980s,  even  if  they  stumbled  in  the 


more  saturated  markets  of  the  1990s. 

Has  Madison  Avenue  lost  its  power  to 
turn  lemons  into  lemonade?  Not  exactly. 
But  these  three  campaigns  are  case 
studies  in  the  limitations  of  advertising: 
It  is  hugely  difficult  for  any  ad  to  re- 
store a  slipping  brand.  "What  all  three 
have  in  common  is  the  assumption  that 
these  are  advertising  jjroblems  and  not 

ROUGH  PASSAGE 

Recent  milestones  in  three  of  Mad- 
ison Avenue's  highest-profile  ad- 
vertising accounts 


their  longtime  agencies,  conduct  n  i- 
searches  for  new  shops,  and  truip 
their  new  ads  as  a  panacea.  Then,  \\ 
sales  don't  pick  up,  the  ads  come  lu 
sharp  criticism.  "We  are  blamed  i! 
advertising  doesn't  turn  things  aro 
complains  Christopher  Wackman, 
oversees  the  campaign  as  Subaru's 
(jresident  of  marketing. 


SUBARU   Wieden  &  Kennedy  win: 
$60  million  account  last  June. 
Status:  Agency  is  shifting  focus  of 
TV  commercials  from  a  discussion 
of  values  (above)  to  on  emphasis 
on  product  features  (right) 

structural  or  marketing  problems,"  says 
Al  Ries,  chairman  of  marketing  consul- 
tancy Trout  &  Ries. 

Sure,  the  agencies  may  not  have  pro- 
duced stellar  campaigns.  But  Ries  and 
other  marketers  say  much  of  the  blame 
lies  with  clients  who  allow  brands  to  lose 
their  way  in  the  first  place.  It's  a  long 
tradition  in  marketing:  Unable  to  ad- 
dress fundamental  problems,  clients  fire 


In  Subaru's  case,  retail 
sales  have  barely  budged  since  Wie" 
campaign  premiered  last  August,  r. 
just  3.47'  in  the  first  half  of  1992.  S 
ru  points  out  sales  for  the  Legacy,  v 
gets  much  of  the  attention  in  the 
are  up  9.17.  Overall,  though,  Su 
will  sell  about  105,000  cars  in  1992, 
shy  of  its  target  of  130,000. 

Subaru  blames  the  economy,  bu 
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■kt'liiig  elTorls  haven't  helped.  For 
rs,  it  promoted  its  unfashionable  cars 
'Inexpensive.  And  built  to  stay  that 
'" — even  as  its  new  models  were 
w'mg  steadily  more  pricey.  Subaru 
lers  say  Wieden's  first  ads  were  only 
ulial  solution.  They  positioned  Suba- 
is  a  car  that  appeals  to  solid  values 
glitz.  "If  [a  car]  improves  your 
idinj;  with  the  neighbors,  then  you 
among  snobs  with  distorted  values," 
;  the  narrator  in  one  spot. 
ED  MESSAGES.  Ad  critics  loved  the 
iky  tone.  But  dealers  say  the  spots 
I't  give  consumers  enough  reason  to 
a  Subaru  instead  of  a  Honda  or  a 
Ota.  "We  like  the  fact  that  they  were 
ng  us  a  new  image,"  says  Rick  De- 
a,  president  of  Liberty  Subai-u  in 
dell,  N.J.  "But  they  weren't  giving 
a  product  story."  Wieden  concedes 
aru  waited  too  long  to  push  the  car's 
;ures.  The  new  ads  do  plenty  of  that, 
iting  out  that  Subaru's  durable  en- 
;  lets  drivers  "rack  up  the  miles." 
:  Subaru  is  finding  it  tough  to  go 


On  the  contrary,  AniE.x  reports  that  in 
the  first  quarter,  its  total  number  of 
cards  in  use  declined  by  2.1"/<  . 

Worse,  the  campaign  has  been  derided 
for  saying  too  many  things.  "As  a  mar- 
keting executive,  I  was  always  taught  to 
see  the  good  in  my  competitor's  advertis- 
ing," says  Bradford  W.  Morgan,  execu- 
tive vice-president  for  marketing  and 
sales  at  Visa  USA  Inc.  "But  I'm  really 
having  trouble  with  American  Express." 

For  its  part,  AmEx  insists  it  is  too 
early  to  tar  the  ads.  The  marketer  claims 
its  internal  research  shows  they  have 
improved  consumer  attitudes  toward  the 
card.  "We  are  absolutely  sure  we  are 
breaking  through,"  says  Joan  Bonnette, 
vice-president  for  consumer  advertising. 
But  Bonnette  says  AmEx  is  tinkering 

AMERICAN  EXPRESS  Chiat/Day/ 
Mojo  grabs  $60  million  charge-card 
account  from  incumbent  Ogiivy  & 
Mather  with  visually  offbeat  ads. 
Status:  AmEx  pulls  two  print  ads  and 
one  TV  commercial 


Ifeitandthat^that 


LER  LITE  Backer  Spielvogel  Bates  loses  the  $100  million  account  after  17  years. 
'  agency  Leo  Burnett  introduces  slogan  "Miller  Lite.  It's  It.  And  That's  That."  last  July, 
js:  Slogan  largely  phased  out 


arket,  American  Express  is  having 
ble  staying  there.  After  years  of 
uading  customers  that  "Membership 
its  privileges,"  the  company  has 
its  position  eroded  by  fierce  compe- 
1  from  Visa  and  other  bankcards.  As 
spendthrift  1980s  lurched  to  a  close, 
Ix  also  felt  that  its  gilt-edged  image 
become  a  liability. 

)w,  AmEx  has  set  the  modest  goal 
etaining  current  cardholders.  Like 
.ru,  it  wants  advertising  to  stress 
;ard's  suitability  for  a  more  fiscally 
I'  era.  But  it  also  wants  to  play  up 
tional  benefits,  such  as  the  card's 
of  a  preset  spending  limit.  Chiat's 
ion  is  to  turn  the  card  into  an  icon: 
;  ads,  the  card  doubles  as  the  tail  of 
oersonic  jet  or  a  ball  that  a  golfer 
ij  3ut  of  a  trap.  But  the  interweaving 
80s  imagery  with  a  message  of  fis- 
)briety  hasn't  won  over  cardholders. 


with  the  campaign,  and  she  won't  rule 
out  shelving  it.  Unless  AmEx  confronts 
more  basic  issues,  such  as  its  high  mem- 
bership fee  and  lower  merchant-accep- 
tance rate,  it  can't  hope  to  retain  share, 
says  H.  Spencer  Nilson,  publisher  of  the 
A'ilso)!  Report,  an  industry  newsletter. 
ALIEN-ATED  YOUTH.  Some  experts  say 
Miller  faces  an  equally  tough  battle.  De- 
spite a  fabled  slogan — "Tastes  Great. 
Less  Filling" — and  a  dominant  position 
in  the  low-calorie  market  it  created,  Lite 
has  seen  its  share  whittled  down  by  Bud 
Light  and  Coors  Light.  The  trouble  is, 
Lite  allowed  Bud  and  Coors  to  lure  away 
younger  drinkers,  who  now  make  up  a 
solid  chunk  of  the  market.  So  to  freshen 
Lite's  image,  Miller  retired  the  aging 
jocks  from  its  vintage  campaign. 

Burnett  rolled  out  its  new  slogan  to 
almost  universal  criticism  last  July. 
Miller  distributors  and  ad  critics  con- 


demned the  campaign  as  vacuous  and 
said  it  didn't  give  Lite  any  image- — 
youthful  or  otherwise.  "I  thought'  it  was 
kind  of  flat,"  says  Kirby  Lawlis,  presi- 
dent of  distributor  Miller  Brands  Mil- 
waukee Inc.  Worse,  Lite's  1991  sales 
dropped  5'X,  to  19  million  barrels,  despite 
an  estimated  33'/?  increase  in  ad  spend- 
ing. That's  the  first  decline  in  the 
brand's  history.  So  Burnett  has  phased 
out  "It's  It"  and  replaced  it  with  "Come 
on.  Let  me  show  you  where  it's  at ...  " 
Paul  E.  Basquin,  director  of  Miller's  low- 
calorie  brands,  claims  the  change  was 
"evolutionary"  and  says  the 


still  appears  on  bill- 
boards. And  he  says  the  cam- 
paign boosted  awareness  of  Lite. 

Yet  a  new  Lite  commercial  eschews 
the  bar  scenes  of  the  "It's  It"  spots  in 
favor  of  an  offbeat  spot  of  aliens  that 
land  on  earth  and  have  a  party  with 
Lite.  Lawlis  and  other  distributors  say 
the  approach  is  more  hip  and  youthful. 
Still,  some  industry  experts  say  it  will  be 
tough  to  restore  Lite's  momentum,  no 
matter  what  ads  Miller  airs.  Having 
once  ceded  young  drinkers  to  Coors  and 
Budweiser,  this  argument  goes,  Lite  has 
stunted  its  future  growth. 

That's  a  tough  thing  for  any  agency 
to  reverse,  especially  given  the  pressure 
to  produce  a  short-term  sales  kick.  Cov- 
eted as  these  accounts  are,  Wieden, 
Chiat,  and  Burnett  are  learning  a  hard 
lesson.  As  adman  Gerrold  Rubin  ex- 
plains: "Sometimes  it's  easier  to  create  a 
brand  from  scratch  than  to  change  one, 
because  the  concrete  is  already  hard." 

Rubin  should  know:  His  agency 
helped  transform  Honda  from  an  econo- 
box  into  a  best-seller.  But  he  had  a  de- 
cade to  do  it.  That's  a  luxury  these  three 
agencies  aren't  likely  to  enjoy. 

By  Mark  Landler  in  New  York  and  Julia 
Flynn  in  Chicago 
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INVESTIGATIONS! 


THE  PENHY-STOCK 
BOYS  ARE  BACK 


Securities  cops  see  some  new  faces — and  some  old  acquaintances 


When  state  and  federal  regula- 
tors launched  a  crackdown  on 
penny-stock  fraud  during  the 
1980s,  they  aimed  straight  at  the  top. 
One  by  one,  penny-stock  kings  such  as 
Meyer  Blinder,  chairman  of  Blinder, 
Robinson  &  Co.,  were  forced  out  of  the 
industry,  their  broker- 
age empires  dismantled. 
With  the  most  prominent 
boiler-room  operations 
shuttered,  regulators 
preened.  And  they  en- 
acted new  rules  they  ex- 
pected would  forestall 
future  scams.  One  Secu- 
rities &  Exchange  Com- 
mission official  last  year 
boasted  that  the  crusade 
was  "one  of  our  great 
successes." 

But  the  gloating  was 
premature.  During  the 
past  year,  authorities 
concede,  they  have  de- 
tected a  disturbing  up- 
surge in  penny-stock  ac- 
tivity. Enforcement 


'THERE  WAS  SOME 
AMOUNT  OF 
GLEE  AMONG 
REGULATORS  THAT 
WE  HAD  WON,  THAT 
WE'D  THROWN  THE 
BUMS  OUT. 
MAYBE  WE 
PLANTED  THE  FLAG 
TOO  SOON' 


actions  soared  last  year  to  115,  roughly 
triple  the  number  in  1988.  Penny-stock 
promoters  have  become  adept  at  exploit- 
ing loopholes  in  the  new  rules.  "There 
was  some  amount  of  glee  among  regula- 
tors that  we  had  won,  that  we'd  thrown 
the  bums  out,"  admits  Colorado  Securi- 
ties Commissioner  Philip  A.  Feigin. 
"Maybe  we  planted  the  flag  too  soon." 
CLOSE  TIES.  Some  of  the  fastest  growth 
in  penny-stock  trading,  according  to  law 
enforcement  officials,  is  coming  from 
firms  captained  by  top  aides  of  the  pro- 
moters the  SKc  thought  it  had  driven  out 
of  the  business.  Hibbard  Brown  &  Co., 
which  is  run  by  several  former  aides  to 
First  Jersey  Securities  Chairman  Robert 
Brennan,  has  grown  to  more  than  400 
brokers  in  eight  states.  A  smaller  New 
York  firm,  F.  N.  Wolf,  has  so  many  for- 
mer Brennan  brokers  that  regulators 
dubbed  it  "First  Jersey  II."  And  employ- 
ees of  Stuart-James  Co.,  which  was 
forced  into  bankruptcy  two  years  ago, 
are  now   running  Franklin-Lord  Inc., 


based  in  Scottsdale,  Ariz.  Many  of  Stu- 
art-James' former  brokers  have  joined 
forces  with  an  ex-Blinder  Robinson  exec- 
utive to  create  Chatfield  Dean  &  Co.  The 
Englewood  (Colo.)  firm  has  500  brokers 
and  now  ranks  as  the  largest  U.  S.  pen- 
ny-stock dealer.  "It's  like  hitting  mercu- 
ry with  a  hammer," 
moans  Ohio  Securities 
Commissioner  Mark  V. 
Holderman.  "You  close 
one  firm  and  four  or  five 
open  in  its  place." 

Hibbard  Brown  and 
Franklin-Lord  couldn't 
be  reached  for  comment. 
An  F.N.  Wolf  official 
declined  to  say  whether 
many  Wolf  brokers 
came  from  Brennan. 

In  some  cases,  ties  be- 
tween the  older  firms 
and  the  offspring  are  so 
close  that  authorities  are 
concerned  that  the  older 
firms  simply  shut  down 
and  then  reorganized  to 
dodge  legal  liabilities. 


Such  questions  have  dogged  Chatfield 
Dean  since  it  took  control  of  eight  Stu- 
art-James offices  with  200  brokers  last 
year  after  Stuart-James  liquidated.  One 
lawyer  familiar  with  the  bankruptcy  pro- 
ceedings believes  that  Chatfield  Dean 
never  paid  for  the  Stuart-James  offices, 
and  that  Stuart-James  quietly  trans- 
ferred at  least  $1.2  million  in  cash  to  the 
new  firm. 
Chatfield  Dean  President  Sanford 


Greenberg,  formerly  a  top  sales  e\(i 
five  for  Blinder  Robinson,  insists  than 
has  transformed  the  firm  into  a  mi 
stream  operation  and  is  being  unl':i 
tarred  with  prior  associations.  "Thi 
gest  problem  we  have  is  that  I  ' 
worked  for  Blinder  Robinson  and  i 
we  acquired  offices  from  Stuart-Jan  i 
says  Greenberg.  By  acquiring  the  : 
art-James  accounts,  "we  helped  I 
60,000  investors  from  going  throuv 
[government]  liquidation." 

Perhaps  naively,  regulators  thi- 
the  new  firms  wouldn't  be  able  to  ili 
cate  the  tactics  of  predecessor  In 
That's  because  of  sec  rules  that 
effect  in  January,  1990,  governini^ 
sale  of  stocks  trading  for  less  tha 
Under  those  rules,  brokers  gen< 
must  get  an  investor's  consent  in  m 
ing  before  each  stock  transaction  cai 
closed.  That  was  supposed  to  end 
abuses  of  boiler  room  "cold  calls 
hundreds  of  prospects,  who  were  en 
into  buying  stocks  over  the  phone  \ 
out  seeing  a  prospectus. 


HEW  SKIRMISHES 
OH  THE 
PEHHY-STOCK 
FROHT 


STRATTON  OAKMONT  INC.  ■  J.W.  GANT  &  ASS 


In  a  Mar.  20  suit,  the  SEC 
charged  New  York-based  Strat- 
ton  with  illicitly  promoting  and 
manipulating  stocks.  According 
to  the  SEC,  Stratton  executives 
goaded  its  brokers  to  act  like 
"phone  terrorists"  and  to  "take 
[customers]  to  the  mat."  Strat- 
ton is  challenging  the  charges 


The  NASD  on  June  18 
ed  Colorado-based  Gai| 
making  markets  in  stO' 
days.  The  NASD  said 
shares  of  Bali  Jewelr> 
excessive  markups— ^ 
as  77%  above  Bali's  pi 
market  price.  Gant  is ; 
the  sanctions 


I 
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}ut  according  to  the  government,  that 
m't  stopped  some  firms.  In  a  March, 
0,  nationwide  sweep  of  188  brokerage 
ices  by  a  penny-stock  task  force,  reg- 
tors  found  violations  at  23%  of  the 
ns  serious  enough  to  warrant  en- 
cement  investigations.  Some  firms, 
horities  say,  manipulate  stocks — or 
;ineer  reverse  stock  splits — to  boost 
price  above  $5  to  exempt  the  securi- 
•  from  the  cold-call  rules.  Regulators 
some  penny-stock  brokers  have  been 
ig  the  same  heavy-handed  approach- 
penny-stock  hustlers  have  employed 
the  past.  According  to  an  SEC  suit 
i  last  March,  managers  at  Stratton 
:mont  Inc.  in  Lake  Success,  N.  Y.,  im- 
■e  young  brokers  to  act  like  "phone 
•orists"  and  to  "stay  on  the  phone  'til 
f  die  or  buy."  After  Stratton  brokers 
le  sales,  the  sec  contends,  they  often 
aged  in  rapid-fire  trading — often  un- 
nownst  to  customers — that  generat- 
lefty  commissions. 

t  ake  Bernard  M.  Simon,  a  59-year-old 
1  "ed  retailer  from   Elmwood  Park, 


ELD  DEAN  &  CO.    ■  HIBBARD  BROWN  &  CO 


y,  NASD  fined  Chat- 
30  for  entering  NAS- 
tations  with  excessive 
,t  also  censured  and 
firm  for  failure  to  su- 
'okers,  guaranteeing 
1  investment,  and  un- 
i  trading  in  its  Chica- 
office.  Chatfield  is  ap- 


Delawarc  officials  this  Febru- 
ary barred  the  fJew  York  firm 
from  selling  stocks  but  stayed 
the  order  pending  Hibbard's  ap 
peal.  Regulators  allege  that  Hib 
bard  brokers  put  investors  in 
unsuitable  stocks  and  made 
misrepresentations  about  the 
stocks'  future  prospects 

DATA;  BW 


N.J.  In  May,  1991,  he  got  a  call  from  a 
Stratton  Oakmont  broker  who  convinced 
him  to  buy  2,000  shares  in  an  obscure 
medical  testing  firm.  After  the  stock  ran 
up,  a  Stratton  broker  persuaded  Simon 
to  flip  his  profits  into  other  speculative 
stocks.  That's  when  his  broker  began 
making  unauthorized  trades  in  stocks 
that  quickly  collapsed,  costing  Simon 
$12,000.  "It  was  a  bait-and-switch 
game,"  he  contends.  "They  put  me  into 
stocks  they  were  ready  to  dump." 

Stratton  Oakmont  is  contesting  the 
charges.  Stratton's  attorney,  Ira  Lee 
Sorkin,  acknowledges  that  every  broker- 
age might  have  a  few  overzealous  bro- 
kers, but  "wholesale  charges  of  a  boiler 
room  have  no  support." 

Some  firms  seem  simply  too  fleet  for 
the  regulators.  After  the  National  Asso- 
ciation of  Securities  Dealers  charged 
First  Securities  Group  of  California  Inc. 
with  selling  millions  of  dollars'  worth  of 
nonexistent  municipal  bonds  in  Septem- 
ber, 1988,  the  Beverly  Hills-based  firm 
simply  moved  several  buildings  away 
and  continued  operat- 
ing illegally  as  FSG  Fi- 
nancial Services  Inc., 
the  U.  S.  Attorney  in 
Los  Angeles  says.  By 
the  time  government 
investigators  closed 
FSG  down,  in  July, 
1991,  FSG  Financial 
customers  had  lost  $27 
million.  In  June,  1992, 
the  U.  S.  Attorney 
charged  John  Anthony 
Genetti  with  master- 


minding "a  complex  racketeering  and  se- 
curities fraud  scheme"  at  F'SG.  Genetti's 
attorney  says  his  client  pleaded  not 
guilty. 

Although  the  new  rules  have  had 
some  impact,  a  number  of  firms  have 
become  adept  at  taking  advantage  of 
loopholes,  regulators  say.  Take  Chatfield 
Dean.  Greenberg  says  his  firm  now  sells 
mostly  John  Hancock  mutual  funds  and 
NASDAQ  securities,  rather  than  the  small- 
capitalization  stocks  that  aren't  eligible 
for  a  NASDAQ  listing  and  are  subject  to 
the  most  abuse  by  brokers.  But  regula- 
tors believe  that  many  dealers  sell  such 
mainstream  products  only  long  enough 
to  exploit  an  exemption  from  the  SE(''s 
cold-call  rules.  The  rules  say  that  a  bro- 
ker can  get  a  customer  to  trade  without 
written  consent  only  after  the  customer 
has  bought  three  stocks  or  has  held  an 
account  for  a  year,  business  week  has 
learned  that  one  state  already  is  investi- 
gating whether  Chatfield  Dean  has 
switched  investors  from  mutual  funds 
into  speculative  stocks  after  the  re- 
quired period.  Greenberg  denies  the 
practice. 

Penny-stock  dealers  in  Ohio  have 
found  yet  another  way  around  the  law. 
Unlike  other  states,  Ohio  exempts  bro- 
kerages from  joining  the  NASD  and  being 
subject  to  its  membership  rules  if  the 
brokers  sell  stocks  only  to  Ohio  resi- 
dents. Brokers  contend  that  not  even  the 
SEC  cold-call  rules  apply  to  them,  though 
the  SEC  disagrees.  It's  no  surprise,  then, 
that  mainstream  Ohio-based  brokerage 
firms  are  complaining  that  some  dealers 
have  turned  the  state  into  a  free-trade 
zone  for  penny-stock  hustles. 
A  LONG  REACH.  They've  also  managed  to 
get  around  Ohio's  own  investor  safe- 
guards. According  to  a  class  action  filed 
by  attorney  Dennis  E.  Murray  Jr.,  Wor- 
thington-based  Dublin  Securities  Inc. 
evaded  state  rules  governing  public 
stock  offerings.  The  lawsuit  says  Dublin 
put  together  a  private  group — primarily 
consisting  of  brokers — that  paid  $1  a 
share  for  500,000  shares  of  Environmen- 
tal Safety  First  Industries  Inc.  Dublin, 
the  suit  alleges,  later  bought  back  those 
same  shares  for  $1  to  $2  each  before 
reselling  them  to  the  public  for  as  much 
as  $5.75  a  share.  This  tactic  allegedly 
allowed  brokers  to  skirt  state  rules  re- 
quiring them  to  give  investors  prospec- 
tuses and  limiting  the  markup  on  shares 
sold  in  public  offerings.  In  May,  after 
two  and  a  half  years  without  any  reve- 
nues, ESFI  filed  for  Chapter  7  liquidation. 
Dublin  officials  could  not  be  reached. 

Other  firms  are  looking  far  beyond 
U.  S.  shores.  More  and  more,  penny- 
stock  dealers  are  pitching  foreign  stocks 
to  U.  S.  investors — a  ploy  that  regula- 
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tors  feel  is  ripe  for  fraud.  While  the  sale 
of  foreign  stocks  in  the  U.  S.  is  governed 
by  SEC  rules,  regulators  are  finding  it's 
much  harder  to  investigate  claims  about 
obscure,  far-flung  foreign  companies. 
"The  internationalization  of  markets  has 
a  dark  side,"  says  Colorado's  State  Secu- 
rities Commisioner  Feigin.  "How  do  we 
check  out  Indonesian  companies  with  a 
$3  million  float'?" 

Take  First  Choice  Securities  Corp.  Col- 
orado regulators  spent  weeks  calling 
various  European  patent  offices  just  to 
investigate  claims  made  by  First  Choice 
brokers  that  a  company  called  Rephex 
had  obtained  patents  valid  in  11  Europe- 
an countries.  Brokers  also  claimed  the 
tiny  Irish  manufacturer  of  electrodes 
was  about  to  be  listed  on  a  U.  S.  stock 
exchange  and  that  First  Choice  was 
waiving  commission  charges  except  for 
a  $20  "ticket  fee."  After  investigators 
determined  those  claims  were  all  false, 
Colorado  regulators  filed  suit  last  Au- 
gust against  First  Choice,  accusing  the 
firm  of  using  high-pressure  sales  and 
misrepresentations  to  defraud  more  than 
300  investors  who  bought  $1.1  million  in 
Rephex  shares.  First  Choice  is  contest- 
ing the  charges  and  says  claims  made  by 
its  brokers  are  accurate.  First  Choice 
officials  could  not  be  reached. 
NO  BLANK  CHECKS.  Regulators  are  once 
again  betting  that  rule  changes  can  stem 
the  new  abuses.  Under  an  SEC  rule 
scheduled  to  take  effect  in  January, 
1993,  brokers  will  be  barred  from  selling 
penny  stocks  without  first  disclosing  to 
investors  the  current  "bid"  and  "ask" 
prices  and  the  broker's  commission.  The 
broker  must  also  provide  a  monthly  up- 
date on  the  value  of  investors'  holdings. 

The  SEC  also  would  restrict  promoters 
of  so-called  "blank  check"  offerings — in 
which  interests  are  sold  in  a  limited  part- 
nership that  invests  in  a  chosen  indus- 
try. Promoters  would  have  to  notify  in- 
vestors when  an  acquisition  is  made. 
Investors  would  then  have  up  to  45  busi- 
ness days  to  demand  their  money  back. 

But  this  time  around,  regulators  have 
more  realistic  expectations.  They  realize 
that,  considering  the  strained  resources 
of  the  SEC  and  the  states,  the  new  rules 
can  only  go  so  far.  Regulators  are  also 
cautious  about  imposing  regulations  so 
severe  they  would  impair  legitimate  ef- 
forts to  raise  capital  for  small  business- 
es. Their  biggest  hope  is  that  requiring 
greater  disclosure  could  save  some  in- 
vestors from  scam  artists.  But,  says 
Maryland  Securities  Commissioner  Ellyn 
Brown,  "There's  a  point  at  which  you 
can't  save  people  from  themselves." 
That  chastened  attitude  is  quite  a 
change  from  regulators'  victory  declara- 
tions just  a  few  vears  ago. 

By  Dcnti  Foust  in  Washington 


CORPORATE  FINANCE  I 


'YOU  CAN  SECURITIZE 
VIRTUALLY  EVERYTHING' 


And  investment  houses  are  trying,  as  asset-backed  issues  flourij 


FACE  VALUE  OF 
OUTSTANDING  ISSUES 
OF  SECURITIES 
BACKED  BY  LOANS 


Few  financial  innovations  have  been 
more  of  a  bonanza  to  Wall  Street 
than  asset-backed  securities.  Pack- 
ages of  loans  and  receivables  that  trade 
like  securities,  asset-backed  instruments 
issued  by  nongovernment  entities  have 
mushroomed  into  a  $50  billion  market, 
up  from  $9  billion  in  1987. 

Traditionally,  these  securities  have 
been  backed  mainly  by  car  loans  and 
credit-cai'd  receivables.  The  biggest  se- 
curitized  market,  over  $1  trillion,  is  home 
mortgages  packaged  by  such  govern- 
ment-owned and  sponsored  agencies  as 
the  Government  National  Mortgage 
Assn.  (Ginnie  Mae).  But  now,  investment 
houses  are  pushing  the  securitization 
trend  into  a  wide  array  of  other  cred- 
its— everything  from  loans  for  boats  and 
motorcycles  to  comput- 
er leases  and  commer- 
cial real  estate  loans. 
GP.-x  Group  PLC's  Guin- 
ness Peat  Aviation,  Citi- 
corp Investment  Bank, 
and  Lehman  Brothers 
International  recently 
underwrote  a  $312.6 
million  issue  backed  by 
aircraft  leases,  the  first 
such  offering.  Earlier 
this  year,  Salomon 
Brothers  Inc.  sold  the 
first  issue  of  securities 
backed  by  railcar  leases,  a  $998  million 
public  offering  from  an  affiliate  of  Itel 
Rail  Corp.  and  GE  Capital  Corp.  Merrill 
Lynch  &  Co.  is  preparing  what  would  be 
the  first  nongovernment  securitization 
of  small-business  loans,  a  $200  million 
deal  for  a  unit  of  Fremont  General 
Corp.,  based  in  Santa  Monica,  Calif. 
FEW  LIMITS.  Although  issuance  of  tradi- 
tional asset-backed  securities  has  been 
growing  relatively  slowly,  securities 
backed  by  the  newer  credits,  according 
to  Merrill  Lynch  figures,  jumped  1959c  in 
the  second  quarter  of  this  year,  vs.  the 
first  quarter.  So  far  this  year,  these 
credits  have  been  the  second-most-active 
sector  in  terms  of  new  issues  after  auto 
loans. 

Wall  Streeters  say  the  sky's  the  limit 
when  it  comes  to  securitization.  "You 
can  securitize  virtually  everything," 
says  Andrew  D.  Stone,  senior  managing 


THE  SECURITIZATIOH 
BOOM 


A  BILLIONS  OF  DOLL^tSS 

DAW  IDD INFORWATION  SERVICES 


director  in  charge  of  mortgage  and 
set-backed  securities  at  Daiwa  Securii 
America  Inc.  "The  imagination  is 
only  constraint — and  time,  because 
can't  chase  every  deal." 

Among  the  new  markets  being  tali 
about  most  enthusiastically  on 
Street  are  trade  receivables,  hospital 
ceivables,  computer  leases,  auto  leas 
loans  of  bankrupt  companies,  U.  S. 
ceivables  of  European  and  Japan 
companies,  and  car-dealer  receivab 
Perhaps  the  biggest  and  the  most  d 
cult  potential  market  could  be  comn 
cial  real  estate.  But  even  niche  marl 
are  finding  buyers.  Says  David  Katz, 
nior  vice-president  of  Ironwood  Cap 
Partners  Ltd.,  which  recently  sole 
$60.3  million  issue  backed  by  photoco 
leases:  "It  was  extre 
ly  well-received, 
were  oversubscribed 
Stone's  division 
Daiwa  specializes 
even  more  exotic- 
often  problematic- 
sets.  His  deals  incl 
nonperforming  coi 
minium  mortgages 
New  England,  mo 
home-park  loans, 
home-equity  loans  : 
bankrupt  institutr 
all  of  which  were  pli 
with  private  investors. 

The  reasons  behind  the  rush  to  set 
tize  are  abundant.  By  transforming 
tually  illiquid,  often  risky  indivi 
loans  into  much  less  risky  and  mort 
uid  securities,  securitization  has  att 
ed  a  wide  array  of  eager  investors 
has  vastly  expanded  the  debt  mai 
Investors  like  the  relatively  high  y 
and  investment-grade  credit  rating 
asset-backed  securities.  Most  of  tli 
sues  receive  AAA  and  AA  ratings 
cause  of  the  wide  diversification  ol 
loans  and  because  rating  agencies  i 
on  further  protections  to  investor- 
June,  Merrill  Lynch  was  able  to  sell 
million  in  securities  backed  by  i 
gages  issued  by  Walter  Industries 
which  is  currently  in  banki^uptcy 
cause  the  issue  was  substantially  • 
collateralized  and  guaranteed  b; 
AAA-rated  bond  insurer. 
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)an  ()i-ij,nnator.s,  such  as  banks  and 
ranee  companies,  like  securitization 
use  it  allows  them  to  make  loans 
then  quickly  move  them  off  their 
nee  sheets,  which  lessens  the  capital 
need  for  loan  reserves.  Borrowers 
'fit  because  asset-backed  securities 
ict  much  more  money.  And  Wall 
et,  of  course,  likes  the  hefty  fee 
Tie. 

vtttt  RISK.  Detractors,  though,  wor- 
hat  securitization  could  go  too  far. 
process  works  best  when  the  pack- 
1  loans  are  homogeneous  and  have 
ictable  risks  and  income  streams, 
that  may  not  be  the  case  with  some 
Lhe  newer  categories  of  loans. 
;re's  more  risk  associated  with  these 
ts  because  there  is  less  information 
ily  available,"  says  Howard  W.  Al- 
,  director  of  asset-backed  securities 
Financial  Guaranty  Insurance  Co., 
h  has  done  $3.7  billion  in  guaran- 
asset  transactions, 
ortgage-backed  securities  were  first 


Making  illiquid  loans  liquid  has 
drawn  a  wide  array  of 
investors  and  has  vastly 
expanded  the  debt  market 


Commission  included  a  number  of 
changes  that  would  open  the  door  to  the 
public  sale  of  a  broader  class  of  asset- 
backed  securities.  More  specifically,  SEC 
Chairman  Richard  C.  Breeden  has  em- 
phasized that  he  would  like  small-busi- 
ness loans  to  be  seeuritized  as  a  way  to 
lessen  business'  credit  crunch.  To  accom- 
plish this,  the  SEC  is  expected  to  modify 
rules  that  restrict  loans  backed  by  re- 
ceivables. 

Bank  regulators  are  also  considering 
regulatory  changes  in  accounting  and 
capital  requirements  that  would  make 
securitization  of  commercial  real  estate 


I  Hied  in  the  early  1970s  by  Ginnie 
.■Vlong  with  the  Federal  National 
?age  Assn.  and  the  Federal  Home 
Mortgage  Corp.,  Ginnie  Mae  vastly 
ided  the  market  for  residential 
rages.  That  laid  the  groundwork 
lourishing  nongovernment  securiti- 
is. 

hough  investment  firms  are  the 
active  proponents  of  expanding  the 
3ts,  regulators  have  also  been  urg- 
lore  securitization.  In  its  proposal 
erhaul  the  Investment  Company 
f  1940,  the  Securities  &  Exchange 


loans  more  appetizing  for  banks.  That 
could  ease  banks'  capital  pressures. 

The  pioneer  in  commercial  real  estate 
has  been  the  Resolution  Trust  Corp.  To 
date,  the  RTC  has  turned  $1.3  billion  in 
performing  commercial  real  estate  mort- 
gages into  securities.  The  RTC's  first  is- 
sue yielded  8.87^,  about  2  percentage 
points  over  seven-year  U.  S.  Treasury 
bonds.  But  to  get  the  AAA  rating  from 
the  rating  agencies  necessary  to  attract 
a  large  pool  of  investors,  the  RTC  had  to 
keep  a  huge  309^  cash  cushion  against 
losses. 


y\s  if  that  were  not  enough  of  a  chal- 
lenge, the  RTC  is  now  trying  to  securitize 
and  sell  its  $6.6  billion  in  nonperforming 
commercial  real  estate  loans.  That  won't 
be  ea.sy.  "These  differ  from  the  perform- 
ing mortgage  deals  because  with  them 
you  weren't  looking  for  anyone  to  do 
anything  with  the  loans,"  says  Kenneth 
J.  Bacon,  director  of  the  RTC's  office  of 
securitization.  "Here,  we're  saying  clear- 
ly that  to  realize  value,  someone  will 
have  to  monitor  these  mortgages  and 
actively  manage  them."  The  RTC  plans  to 
recruit  workout  specialists  as  equity 
investors. 

Outside  of  the  RTC,  however,  only  a 
very  few  commercial  real  estate  securiti- 
zation deals  have  been  concluded.  Ac- 
cording to  David  Tibbals,  a  managing 
director  with  Salomon  Brothers,  inves- 
tors are  uncomfortable  with  the  poten- 
tial risks.  In  some  cases,  they're  de- 
manding such  high  yields  that  the  deals 
are  uneconomical  for  most  banks. 
COOKIE  CUTTERS.  While  enthusiasm  for 
securitization  is  at  a  high  pitch,  develop- 
ing a  wider  and  deeper  market  for  many 
of  the  loans  will  be  tough.  A  major  prob- 
lem is  that  many  of  the  loans  involved 
with  some  of  the  proposed  varieties  of 
asset-backed  securities  may  not  be  suffi- 
ciently homogeneous  and  predictable. 
Home  mortgages  packaged  by  Ginnie 
Mae  and  the  other  agencies  are  popular 
because  lenders  are  required  to  adhere 
to  very  strict  guidelines,  such  as  loan-to- 
value  ratios.  Securitization  of  home-equi- 
ty loans,  by  contrast,  has  proceeded  very 
slowly  because  loan  standards  vary 
widely  among  lenders. 

Critics  of  securitization  also  wonder 
about  the  extent  of  unanticipated  risks 
lurking  in  unseasoned  assets.  Many  of 
the  newer  securities  may  turn  out  to  be 
much  less  liquid  than  home-mortgage- 
backed  issues.  Investors — primarily  pen- 
sion funds  and  money  managers — may 
not  find  much  of  a  secondary  market  if 
they  need  to  sell. 

Regulators,  too,  are  concerned.  They 
fear  that  the  practice  will  lead  to  banks 
making  only  "cookie-cutter"  loans  that 
are  easily  seeuritized  afterward.  That 
could  leave  out  some  legitimate  borrow- 
ers who  don't  fit  the  pattern.  Asks  Rob- 
ert F.  Storch,  chief  of  the  accounting 
section  of  the  Federal  Deposit  Insurance 
Corp.'s  Supervision  Div.:  "Is  that  serv- 
ing community  needs  properly?" 

These  drawbacks  may  impede  the  new 
securitization  boom,  but  probably  only 
slightly.  "It  won't  explode  overnight  like 
some  of  my  investment-banking  friends 
would  like  it  to,"  says  the  RTc's  Bacon. 
"But  that's  probably  healthy  in  the  long 
run.  Fast  growth  often  leads  to  a  fast 
fall,  like  in  the  80s."  For  overeager  se- 
curitizers,  that's  good  counsel. 

By  Suzanne  Woolley  in  New  York,  with 
Stan  Crock  in  Washington 
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MARKETS  &  INVESTMENTS! 


A  BLUE  MOON 
FOR  BONDS 


The  uncommonly  huge  gap  in  rates  could  mean  big  rewards 


After  15  years  of  nejjotiating  the 
rocky  terrain  of  the  bond  market, 
PhiMp  Barach  has  seen  wild  ex- 
tremes: a  207'  prime  rate  in  the  early 
1980s,  a  147'  Treasury  bond  mid-decade, 
and,  recently,  the  lowest  short-term  in- 
terest rates  in  nearly  30  years.  But  most 
astounding  to  Barach  and  thousands  of 
other  bond-market  pros  is  the  gigantic 
spread  currently  between  the  three- 
month  U.S.  Treasury  bill,  now  3.307, 
and  the  30-year  Treasury  bond,  7.617. 

Indeed,  the  range  of  interest 
rates  on  bonds  of  varying  maturi- 
ties— when  plotted  on  a  graph, 
it's  called  the  "yield  curve" — is  at 
a  historic  high.  There  are  431 
"basis  points"  (each  is  '/loo  of  17) 
between  the  three-month  and  30- 
year  government  securities 
(chart).  That  may  not  sound  like 
much,  but  in  the  bond  market,  it's 
light-years. 

As  with  most  aberrations  in  the 
financial  markets,  the  steep  curve 
offers  both  big  risks  and  big  re- 
wards. Many  bond  players — in- 
cluding Barach,  who  counts  the 
Enterprise  Government  Securi- 
ties Fund  among  the  $5  billion  he 
manages  for  Trust  Co.  of  the 
West — avoid  the  extremes  and  fo- 
cus on  the  middle,  in  the  two-to- 
five-year  range.  At  that  point,  he 
says,  "investors  are  getting  paid 
an  awful  lot  to  take  on  a  little 
more  risk." 

'SWEET  SPOTS.'  Of  course,  most 
of  the  time,  long-term  rates  are 
higher  than  short,  and  for  good 
reason.  Investors  who  buy  long- 
term  bonds  demand  a  higher  in- 
terest rate  to  compensate  them 
for  the  risks  of  waiting  decades 
to  get  their  principal  back.  Shorter  secu- 
rities yield  less  since  the  principal  is  re- 
paid sooner.  But  the  difference  between 
long  and  short  is  typically  less  than  200 
basis  points.  The  average  curve  of  the 
last  10  years,  says  Francis  H.  Trainer 
Jr.,  head  of  fixed-income  investing  at 
Sanford  C.  Bernstein  &  Co.,  spans  only 
172  basis  points.  If  today's  curve  were 
"normal,"  he  adds,  the  three-month 
Treasury  bill  would  yield  about  57 ,  and 
the  30-year  just  6.7%. 


Two  years  ago,  with  the  economy  slip- 
ping into  recession,  the  difference  be- 
tween short  and  long  rates  was  only  40 
basis  points,  a  virtually  flat  curve.  But 
then  the  Federal  Reserve  began  a  mas- 
sive effort  to  stimulate  the  flagging 
economy  by  using  its  power  to  force 
short-term  rates  down.  Yet  the  Fed  has 
little  control  over  long  rates,  which  have 
come  down  only  grudgingly.  The  reason 
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is  that  bond  investors  are  wary  of  the 
ballooning  federal  deficit,  of  a  potential 
revival  of  inflation,  and  hence  of  a  re- 
bound in  interest  rates.  A  one-percent- 
age-point climb  in  rates  would  clip  12% 
off  the  value  of  a  30-year  bond.  With 
such  fears,  "long-bond  investors  are  on 
strike,"  says  Hugh  R.  Lamle,  head  of 
fixed-income  and  quantitative  analysis  at 
M.  D.  Sass  Investors  Services. 

True,  the  precipitous  drop  in  short 
rates  is  a  blow  to  risk-averse  investors 


who  normally  prefer  the  security 
money-market  funds  and  certificate; 
deposit.  But  the  steepness  of  the  j 
curve  affords  risk-shy  investors  oppc 
nities,  too.  The  trick  is  to  find  "s\| 
spots"  on  the  slope  that  will  let  themi 
additional  yield  without  a  commensul 
dose  of  principal  risk,  should  inta 
rates  nudge  back  up.  Says  Ron  Rya 
Ryan  Labs,  a  bond-research  firm:  " 
a  good  skier,  you  go  to  where  the  si 
of  the  slope  is  best." 
GOING  LONG.  Ryan,  for  one,  finds  of 
tunities  in  the  two-to- three-year  ra 
In  moving  from  three-month  bills 
three-year  notes,  he  says,  the  yield  : 
from  3.30%  to  4.897,  almost  a  50% 
up  in  income  with  a  small  increas 
principal  risk  if  interest  rates  go 
up.  Other  managers  advise  investoi 
move  out  to  five-year  bonds,  at  5. 
where  they  can  get  yet  another  1' 
yield.  Under  a  more  typical  yield  ci 
the  difference  between  three-  and 
year  yields  would  be  less  tha 
basis  points.  Seven-year  note; 
attractive,  too,  for  investors 
can  take  a  little  more  risk.  W 
6.41%  yield,  they  offer  84%  o 
income  of  a  30-year  bond  but 
half  the  market  risk. 

Lamle  says  tax-paying  ii 
tors  could  choose  AAA  muni 
bonds  with  three-to-seven- 
maturities.  They  now  yield  ;iO 
837  to  857'  of  what  taxables  a 
For  those  in  a  317f>  tax  braclit. 
five-year  muni  at  4.97  equ;s 
7.27'  taxable  bond.  Lamle  tlnl 
investors  will  pick  up  some  • 
appreciation   if  munis  rail 
catch  up  with  Treasuries. 

Taxable  or  tax-free,  Bernsifei 
Trainer  says  investors  shouloi 
securities  slightly  longer  in  ir 
tion  than   what  they  inn; 
choose.  Long  rates,  he 
will  eventually  follow  the  sh^1« 
ones  down.  "The  yield  cui- 
stretched  thin  like  a  rubhrr 
and  you  can't  keep  strelclni 
forever,"  he  says.  But  mi.uhi 
rates  pull  short  ones  Imt  k 
Not  likely.  The  Fed  contiol- 
rates,  and,  for  now,   it  \ 
those  rates  to  stay  down 
Of  course,  there's  no  guaraiitct  i 
all  will  turn  out  the  Fed's  way.  l'>u 
investors  want  to  bet  against  Uv  ji  ' 
ful  central  bank.  Sure,  it's  chaiic> 
ing  the  money  funds  and  CDs,  bui  t 
who  preserved  principal  by  fulli 
that  course  have  seen  their  intm 
come  dwindle.  Now,  the  yield  curvt 
usual  behavior  is  offering  them  a  c 
to  enhance  their  income  significaiy 
with  a  little  more  risk. 

By  Jeffrey  M.  Laderman  in  Not  <-> 
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ESURGENS  COULD 
ET  A  POWER  SURGE 
lOM  THIS  HOOKUP 


Wk  Ithough  a  small  player  in  the 
Bl^  $12  billion   long-distance  tele- 
phone  industry,  Resurgens 
mmunications  Group  may  soon  be 
ling  the  big  leagues.  The  reason: 
lionaire  John  Kluge,  owner  of  pri- 
:ely  held  Metromedia  Co.,  has 
ipped  up  a  289^  interest  in  Resur- 
is  in  exchange  for  a  $20  million  loan 
had  extended  the  company  in  April, 
w,  the  betting  is  that  Kluge  may 
f  a  controlling  interest  in  Resurgens 
1  merge  it  with  Metromedia  Commu- 
ations,  a  unit  of  Metromedia  Co. 
lesurgens  operates  mainly  in  the 
ath  and  Southwest  regions.  It  pro- 
es  operator-assisted  long-distance 
jphone  services  to  credit-card  callers 
1  those  who  call  collect,  as  well  as  to 
f  phones  and  multiphone  facilities 
;h  as  hospitals  and  hotels. 
CEiY  PRELUDE.'  Why  would  Resur- 
is  interest  Kluge?  Pros  say  buying 
!  company  would  be  a  convenient 
y  of  going  public  again.  Resurgens 
listed  on  the  American  Stock  Ex- 
mge,  so  a  merger  would  make  Me- 
imedia  Communications  a  listed 
ck.  "We  believe  the  current  ar- 
igement  is  a  likely  prelude  to  a 
rger  of  the  two  companies,"  says 
ve  Shook,  an  analyst  at  the  Char- 
ge (N.  C.)  securities  firm  Interstate/ 
mson  Lane.  A  combination,  he  be- 
es, will  be  "an  excellent  fit"  and 
i  give  Metromedia  another  vehicle 
acquisitions.  As  a  public  company, 
tromedia  could  well  finance  acquisi- 
is  with  stock  rather  than  cash.  The 
ipany's  long-distance  telephone  op- 
tions are  centered  in  major  cities, 
uding  Boston,  Dallas,  Los  Angeles, 
mi,  and  New  York, 
ut  even  without  a  merger,  the 
I  '.k,  currently  at  3%  a  share,  is 
th  6  a  share,  says  Shook.  He  fig- 
i  Resurgens  will  earn  35$  a  share 
t  year,  up  from  an  estimated  10$ 
year.  The  company  posted  a  7$ 
in  1991.  Resurgens,  he  adds,  "rep- 
ents exceptional  value  based  on 
Jvth  prospects  alone." 
ne  New  York  money  manager  pre- 
5  that  Resurgens  shares  will  at- 
t  investor  attention  once  the  likeli- 
1  of  a  Metromedia-Resurgens  deal 
>mes  visible.  "Resurgens  has  be- 
e  a  gem  of  a  buy  because  of  the 
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players  involved,"  says  this  pro,  who 
has  started  buying  shares.  Based  on 
past  deals  in  the  industry,  he  puts  the 
takeover  value  at  8. 

Resurgens  Chairman  Mike  Marshall 
and  CEO  Jack  Phillips,  who  own  a  com- 
bined 16/^'  interest  in  the  company, 
wouldn't  object  to  a  merger.  "We  are 
in  talks  with  Metromedia  regarding 
business  opportunities  in  the  industry," 
says  Phillips,  who  has  been  in  previous 
deals  with  Kluge.  Marshall  also  looks 
forward  to  closer  ties  with  Metrome- 
dia. "Evidently,  Metromedia  isn't  in  the 
banking  business,  so  Mr.  Kluge 
wouldn't  have  invested  money  in  Re- 
surgens had  he  not  seen  value  in  the 
company,"  says  Marshall.  Kluge 
couldn't  be  reached  for  comment. 


A  CHIC  BARGAIN  IN 
LESLIE  FAY? 


Investors  have  cut  out  of  retailing 
stocks,  spooked  by  the  weak  econo- 
my and  the  Chapter  11  filings  by 
such  department-store  giants  as  R.  H. 
Macy  and  Carter  Hawley  Hale.  So  it  is 
no  surprise  that  Leslie  Fay,  a  major 
supplier  to  department  stores  of  wom- 
en's dresses  and  sportswear,  is  down 
on  the  floor,  too.  Its  stock  has  fallen  to 
14  a  share  from  its  high  of  23  in  Febru- 
ary. But  not  everyone  has  counted  out 
Leslie  Fay.  Some  value  players  have 
started  buying  in. 

One  of  them  is  money  manager  Ed 
Walczak,  chief  investment  officer  in 
the  U.  S.  of  Vontobel,  the  Swiss  bank 
with  as.sets  of  $17  billion.  "The  stock 
has  become  a  classic,  conservative  val- 
ue situation,  where  the  rewards  far 
outweigh  the  risks,"  says  Walczak. 


He's  convinced  the  company  is  well  on 
its  way  to  an  earnings  turnaround. 
With  cash  flow  exceeding  require- 
ments for  capital  spending,  Leslie  Fay 
has  been  paying  down  debt — reduced 
from  407'  of  capital  last  year  to  287' 
this  year,  notes  Walczak. 

The  stock  currently  trades  at  a  de- 
pressed price-earnings  multiple  of  9, 
notes  Walczak.  Based  on  his  estimates 
of  $2  a  share  this  year  and  $2.20  next 
year  vs.  199rs  $1.90,  he  sees  the  stock 
rising  to  at  least  20  by  yearend. 

Analyst  Alice  Beebe  Longley  of  Don- 
aldson, Lufkin  &  Jenrette  Securities 
also  likes  Leslie  Fay.  "The  company 
has  earnings  gains  ahead  of  it  that 
aren't  yet  reflected  in  the  stock,"  she 
says.  "When  consumers  become  more 
confident,  department  stores  will  enjoy 
a  rebound  that  will  benefit  Leslie  Fay, 
probably  in  1993,"  she  says.  Apparel 
and  textile  stocks,  she  feels,  will  begin 
to  excel  again  no  later  than  November. 


CATCHING  THE 
ACTION  IN  VIDEO 


Lady  Luck  hasn't  been  smiling  on 
most  of  the  gambling  stocks  of 
late.  The  group  has  been  on  a  los- 
ing streak  since  April,  but  Wells-Gard- 
ner Electronics  has  pulled  a  surprise;  It 
has  been  heading  in  the  opposite  direc- 
tion, hitting  new  highs.  How  come? 

"Wells-Gardner  has  a  niche-hold  in  a 
business  that  we  believe  will  expand 
dramatically  over  the  next  few  years — 
video  lottery  and  casino  gambling," 
says  investment  adviser  Charles  La- 
Loggia,  who  puts  out  the  LaLoggia 
Special  Situation  Report.  The  compa- 
ny is  a  major  supplier  of  color  and 
monochrome  video  monitors  to  the  big 
companies  that  make  video  lottery  ter- 
minals, slot  machines,  and  coin-operat- 
ed video  games. 

Wells-Gardner  stock  has  reflected 
that  notion,  rising  from  SV2  a  share  in 
January  to  7%  on  July  7.  As  more 
states  legalize  casino  gambling  and  lot- 
teries, Wells-Gardner,  which  already 
controls  75%  of  the  video-monitor  mar- 
ket, will  continue  to  prosper,  according 
to  LaLoggia. 

In  the  red  by  39$  a  share  last  year, 
Wells-Gardner  is  expected  to  post  earn- 
ings of  40$  to  50$  this  year,  he  figures. 
Worth  more  than  $3  a  share  in  work- 
ing capital  and  with  no  debt,  the  com- 
pany "is  still  a  good  bet  in  spite  of  its 
upward  run,"  says  LaLoggia,  who 
thinks  the  move  up  to  7  "is  a  clear 
breakout  from  a  very  well-defined  six- 
month  consolidation  pattern." 
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ONLY  TEN  YEARS  AGO,  THE 
chief  financial  officer  was  pigeon- 
holed as  the  custodian  of  numbers. 
But  in  today's  Byzantine  global 
economy,  competitive  firms  have 
learned  to  value  the  CEO  as  a  major 
asset  -  a  key  player  in  designing 
corj^orate  strategy. 

The  broadened  dimensions  of 
this  executive  role  were  the  focus 
of  the  first  annual  Business  Week 
Forum  of  Chief  Financial  Officers 
held  recently.  An  influential  group 
of  senior  business  leaders,  eveiy 
one  of  them  the  CFO  of  a  major 
North  American  company,  accept- 
ed Business  Week's  invitation  to  this 
exclusive  inaugural  event.  The 
Forum  was  held  in  San  Diego,  to 
coincide  with  the  spectacular  28th 
defense  of  the  America's  Cup. 

The  CFO  as  Leader 

Exactly  how  much  has  the  CEO's 
role  grown?  Christopher  J.  Steffen, 
executive  vice  president  and  chief 
financial  and  administrative  officer  at 
Honeywell,  Inc.,  cites  a  recent  study 
reporting  that  70%  of  CEOs  partici- 
pate in  strategic  decision-making; 
60%  sit  on  their  company's  board; 
and  over  50%  are  active  in  non-finan- 
cial activities  involving  the  CEO. 

Eugene  R.  Beard,  executive  vice 
president  for  finance  and  opera- 
tions at  The  Interpublic  Group  of 
Companies,  Inc.,  defines  today's 
model  CEO  as  "a  leader  who  com- 
mands the  respect  of  both  the 
board  of  directors  and  people  on 
the  line.  To  offer  judgments  that 
protect  the  best  interests  of  the 
company,  the  CEO  must  be  inde- 
pendent. The  CFO  must  also  be  a 
strategist  with  a  view  beyond  daily 
operations  and  quarerly  earnings. 
And  finally,  the  CFO  must  be  a 
business  person.  An  accountant's 
perspective  is  not  enough." 

Steffen  agrees,  adding,  "A 
successful  CEO  has  the  experi- 
ences and  skills  required  ol  a  CEO. 
Indeed,  that  is  why  the  CEO 
position  is  now  ptrceived  as  ideal 
preparation  for  the  CEO's  job." 

Maximizing  Assets 

More  than  the  company's  financial 
eyes  and  ears,  the  CEO  is  focused 
on  maximization  of  corporate  assets 
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of  every  description.  And  today's 
corporations  have  myriad  assets 
that  never  appear  on  an  accoun- 
tant's balance  sheet. 

One  of  the  most  critical  of  these 
is  information.  "With  pressures  to 
streamline  operations,  to  enter  new 
markets,  and  to  deploy  new  cus- 
tomer-sensitive products  and  ser- 
vices, companies  can't  rely  solely  on 
historical  accounting  information," 
says  Tliomas  Kelly,  managing  direc- 
tor. Western  region,  Arthur  Ander- 
sen. "Companies  are  encouraging 
CEOs  to  enlarge  their  responsibili- 
ties by  managing  time-critical  infor- 
mation -  strategic  information  that 
must  be  immediately  accessible  to 
decisionmakers." 

As  real-time  data  becomes  a  key 
source  of  competitive  advantage, 
astute  CEOs  are  becoming  directly 
involved  in  monitoring  and  leverag- 
ing the  benefits  of  revolutionary 
new  information  technologies. 
"Today's  powerful  open  systems 
make  it  possible  to  spread  critical 
information  across  the  organiza- 
tion. This  delivers  a  huge  impact," 
says  Jeffrey  Henley,  executive  vice 
president  and  CFO  of  Oracle  Cor- 
poration. 'The  shift  to  open  systems 
saves  a  lot  of  money,  increases  pro- 
ductivity, builds  a  stronger  knowl- 
edge base,  improves  decisionmak- 
ing, and  empowers  the  workers 
who  truly  drive  the  business." 

Dr.  Edward  Staiano,  president 
and  general  manager  of  Motorola 
Inc.'s  General  Systems  Sector,  is 
familiar  with  these  advantages. 
Manufacturing  and  marketing  prod- 
ucts like  cellular  telephones  and 
computers,  his  is  one  of  the  most 
demanding  of  all  businesses.  Near- 
ly 70%  of  his  group's  more  than  $3 
billion  annual  sales  are  foreign,  and 
Motorola's  competitors  include  the 
elite  of  the  Japanese  electronics 
industiy.  In  addition,  the  industry 
faces  an  average  selling  price  that 
drops  about  35%  annually. 

'To  grow  sales  revenues  and,  at 
the  same  time,  decrease  the  cost  of 
product  faster  than  35%  per  year, 
we  attack  every  item  on  our  P&L," 
Staiano  says.  Information  systems 
were  an  obvious  target  when,  three 
years  ago,  he  realized  that  approxi- 
mately 3%  of  sales  -  $90  million  - 
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went  into  MIS  operations.  "I  determined  that  it  was 
time  to  exit  expensive  mainframes  and  move  into 
the  more  cost-effective  open  systems.  Today,  about 
70%  of  the  business's  processing,  including  all  its 
mission-critical  activities,  is  done  on  Unix-distributed 
platforms."  Staiano  reduced  MIS  staff  by  55%,  and 
MIS  costs  have  been  reduced  to  1.4%  of  sales  -  a  $45 
million  savings  that  Staiano  stashes  into  "my  com- 
petitive advantage  line,  money  I  spend  enhancing 
our  competitiveness." 

Building  Shareholder  Value 

Besides  enhancing  competitiveness,  saving  $45  mil- 
lion is  a  striking  way  to  enhance  shareholder  value  - 
still  the  guiding  principle  of  most  CFOs. 

Take  Charles  Duddles,  executive  vice  president 
and  CFO  of  Foodmaker,  Inc.,  operator  of  Jack-in-the- 
Box  and  other  food  chains.  Since  1985,  Duddles  has 
twice  deleveraged  his  company  and  twice  taken  it 
public,  most  recently  engaging  in  some  financial 
engineering  to  reduce  the  company's  annual  interest 
costs  from  $90  million  to  $50  million.  Says  Duddles, 
'There  is  always  opportunity  for  the  CFO  who  rou- 
tinely monitors  the  swings  of  the  financial  market." 

"It's  true  that  Wall  vStreet  is  always  staging  its 
fashion  show,"  says  Errol  Glasser,  managing  direc- 
tor at  Kidder  Peabody.  "In  the  1980s,  highly  lever- 
aged transactions  were  the  rage.  Inevitably,  the 
financing  focus  shifted  to  the  equity  side  of  the  bal- 
ance sheet,  and  'deleveraging'  became  the  order  of 
the  day.  And  today,  high-yield  debt  is  back  in  style, 
albeit  on  a  more  conservative  basis." 

Too  often  in  the  last  decade,  companies  turned  to 
a  hot  product,  particularly  debt,  and  used  it  whether 
it  was  appropriate  for  their  capitalization  or  not. 
"Many  companies  stnictured  themselves  around  the 
type  of  financing  they  could  obtain,  claiming  it  was 
the  only  source  of  funding.  But  with  an  open  mind 
and  a  little  creativity,  CFOs  can  find  the  appropriate 
funding  to  fit  their  company's  unique  market  posi- 
tion, cash  flow,  and  cap  structure."  Glasser's  advice: 
"Start  with  your  own  objectives  and  then  look  at  the 
whole  range  of  available  vehicles.  Don't  fall  into  a 
trap  where  the  financial  tail  wags  the  corporate  dog." 

Borderless  Enterprises 

Innovative  American  CFOs  are  also  studying  new 
foreign  trade  and  investment  opportunities  as  ways 
of  building  corporate  value.  In  addition  to  the  gener- 
al economic  burgeoning  abroad  and  the  special 
opportunities  inherent  in  the  collapse  of  commu- 
nism, the  foreign  sphere  also  offers  a  hedge  against 
possible  continued  slow  growth  in  the  US. 

"In  our  interconnected  world  economy,  analyses 
limited  to  industrial  countries  ignore  the  significant 
grow1:h  occurring  in  the  developing  world,"  says 
David  Wyss,  research  director  of  DRI/McGraw-Hill. 
"Although  the  G7  countries  will  see  import  growth  in 
the  5-6%  range  in  1992,"  predicts  Wyss,  "the  big  news 
will  come  from  Latin  America,  Southeast  Asia,  and 
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the  Middle  East,  where  double-digit  growth  is  likely." 

Eastern  Elurope  is  an  area  of  potentially  great 
opportunity,  although  caution  is  still  the  watchword 
for  most  American  firms.  James  Mohn,  finance  man- 
ager of  GE  Lighting  Worldwide  and  a  member  of  the 
board  of  Tungsram  Co.,  Ltd.,  in  Hungaiy,  believes 
GE  made  a  smart  move  when  it  purchased  Tungsram 
from  the  Hungarian  state  for  $300  million  in  early 
1990.  "It  is  a  good  fit  for  GE  since  we  want  a  stronger 
European  presence."  Tungsram  has  a  7%  market 
share  in  Western  Europe,  a  broad  product  line,  and 
good  technology.  "Most  important,  the  people  in 
Hungary  have  solid  technical  skills  and  are  eager  to 
learn  new  methods." 

In  discussing  opportunities  abroad,  CFOs  at  the 
Business  Week  Forimi  expressed  the  concern  that 
recoveiy  here  in  the  US  may  be  weak  and  brief. 
Professor  Paul  Kiaigman  of  MIT  urged  the  gathered 
executives  to  do  their  part  by  addressing  the  prob- 
lem of  slow  growth  in  worker  productivity  -  a  key 
problem  in  securing  the  return  to  national  economic 
growth.  Dr.  Knigman  pointed  out  that  the  produc- 
tivity of  American  workers  grew  less  than  1%  in  the 
1980s  -  far  below  the  rate  experienced  by  firms  in 
Western  Europe  and  East  Asia. 

The  American  Challenge 

Improving  productivity,  however,  requires  more 
than  company-by-company  quality  efforts.  Contribut- 
ing factors  to  low  productivity  growth  include  poveity, 
poor  income  distribution,  and  the  weakness  of  educa- 
tion. Unaddressed,  Dr.  Kiaigman  says,  these  prob- 
lems will  threaten  the  competitiveness  of  American 
firms  -  and  the  US  economy  -  for  years. 

Citing  another  threat  to  US  coiiDorations,  William 
Seidman,  former  chairman  of  the  Federal  Deposit 
Insurance  Corporation,  delivered  a  sobering  indict- 
ment of  government  debt,  saying  that  "deficits  are 
absorbing  capital  that  could  be  used  to  increase  our 
productivity.  If  we  insist  on  drawing  more  out  of  the 
US  Treasury  than  we  put  in,  we  will  seriously  erode 
our  children's  future." 

Jerry  Sterner,  the  former  real  estate  executive 
who  wrote  Other  People's  Money,  said,  "We  must 
remember  that  we  aren't  just  CFOs;  we  are  citizens 
sharing  a  world  with  many  people  who  are  at  risk. 
If  we  ask  the  right  questions,  perhaps  together  we 
can  shape  answers  that  make  sense  for  all  of  us." 

The  applause  Sterner  received  indicates  that 
while  there  are  many  views  on  how  to  frame  the 
questions,  and  differing  perspectives  on  where  tlie 
corporate  role  should  begin  and  end,  the  CFOs  at 
the  1992  Business  Week  Foioim  of  Chief  Financial 
Officers  understand  that  their  role  demands  leader- 
ship in  the  broadest  sense.  And  that  their  financial 
leadership  is  essential  not  only  to  building  corporate 
value  but  also  to  charting  a  course  that  ensures  a 
vibrant  national  and  global  economy.  ■ 

Barbara  H.  Peters  and  James  Peters  are  New  York  based 
business  writers. 
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HORSE  RACING  I 


A  FAST  MOVER 
AMONG  FAST  HORSES 


Dee  Hubbard  is  adding  closed-ciixuit  T\"  and  golf  to  his  tracks 


HUBBABD: A 
$50  MILLION 


•  . ,  Dee  Hubbard,  you're  57  years 
'Ad.  boast  homes  in  three  cities, 
sport  an  18  handicap  in  golf,  and 
you've  got  at  least  §150  million  in  the 
bank.  What  are  you  going  to  do  next"? 
No.  he's  not  going  to  Disney  World. 
Randall  D.  Hubbard  has  better  things 
to  do  since  selling  AFG  Industries  Inc., 
his  glass  company,  to  Japan's  Asahi 
Glass  Co.  for  roughly  SI  billion  in  mid- 
June.  His  own  stake  fetched  some  835 
million.  The  onetime  auto-glass 
salesman,  who  in  14  years  built  B 
AFG  into  a  S379  million-a-year 
company,  is  trying  to  make  an- 
other fortune  while  helping  re- 
vive Thoroughbred  horse  rac- 
ing in  the  U.  S. 

SHAKE  'EM  UP.  Hubbard  is  no 
newcomer  in  the  sport  of  kings. 
Long  the  half-owner  of  a  235- 
acre  spread  in  Kentucky,  he 
has  successfully  bred  both 
quarter  horses  and  Thorough- 
breds. But  since  the  late  1980s. 
Hubbard  has  been  less  involved 
in  horses  than  in  the  tracks 
they  run  on.  The  Western  U.  S. 
is  dotted  with  tracks  he  owns 
outright  or  with  partners,  in- 
cluding his  top  prize  so  far, 
venerable  Hollvwood  Park  in 


Los  Angeles,  which  he 
won  control  of  last  year 
after  a  nastj"  three-month 
proxy  fight.  The  string  of 
acquisitions,  which  cost 
him  some  S50  milhon,  has 
helped  snap  the  sport  out 
of  its  doldrums. 

"He's  a  fast  mover, 
someone  you  have  to  keep 
your  eye  on,"  says  Clif- 
ford Goodrich,  president 
of  crosstown  rival  Santa 
Anita  Park.  "We'd  all  like 
to  see  the  same  success  he 
had  with  the  glass  indus- 
try." That  hasn't  hap- 
pened yet.  His  introduc- 
tion of  simulcasting — 
closed-circuit  race  tele- 
casts beamed  from  one 
track  to  one  or  more  oth- 
ers— helped  save  Ruidoso 
Downs,  the  New  Mexico  track  that  he 
and  a  partner  bought  in  1988.  But  while 
a  S20  million  overhaul  and  flashy  new 
advertisements  have  boosted  Hollywood 
Park's  attendance  by  49f,  overall  betting 
is  running  just  behind  last  year's  pace. 

Hubbard  isn't  too  worried — he  sees 
other  ways  to  make  money  at  the  335- 
acre  Hollywood  Park  complex.  He  wants 
to  put  space  now  idle  to  work  by  spend- 
ing 6100  million  to  build  a  16.000-seat 
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music  theater  and  a  driving  range  at  the 
downs.  And  he's  trving  to  convert  the 
four-year-old  Cary  Grant  Pavilion 
named  for  one  of  HoUwood  Park's 
most  famous  railbirds.  into  upscale  res 
taurants  and  a  card  club.  The  space  is  sc 
little  used  now  that  track  wags  call  i1 
Grant's  Tomb. 

That  ambitious  program  isn't  univer 
sally  popular.  Many  of  the  park's  ti-ain 
ers  complain  that  the  card  club,  whici 
needs  voter  approval  in  November 
would  siphon  gambling  action  awa\ 
from  the  ponies.  "There  are  always  go 
ing  to  be  people  who  don't  like  tc 
change,"  says  Hubbard  with  a  shi-ug 
"What  I  see  is  a  horse  track  where  there 
is  more  money  to  be  made.'' 
THE  RACING  CHANNEL?  And  squeezing 
more  cash  out  of  the  track  is  the  name 
of  the  game.  Hence  simulcasting.  Frorr 
1986  to  1990,  nationwide  betting  fron 
off-track  sites  soared  86' f,  to  $4.1  billion 
while  on-track  wagering  fell  36'',  to  $6 
billion,  according  to  the  Association  o: 
Racing  Commissioners  Internationa 
Thanks  to  an  impressive  jump  in  the  off 
track-betting  handle,  Holh~\vood"s  first 
quarter  revenues  tripled  to  §5.8  millior 
over  the  year  earlier.  Holl\-wood  rakes  ir 
about  of  the  amount  bet  at  the 
tracks  that  show  its  races. 

That's  just  the  start,  according  tc 
Hubbard.  He  envisions  the  park,  home 
to  such  prestigious  races  as  the  81  mil 
lion  Hollwood  Gold  Cup,  as  the  idea 
hub  of  a  racing  network.  Already,  three 
of  Hubbard's  other  tracks  show  closed 
circuit  telecasts  of  Hollywood  Pari 
races.  And  he  wants  to  go  international 
beaming  the  signal  to  horse-happy  bet 
tors  in  Hong  Kong  and  Japan.  "The  ulti 
mate  goal:  a  fii"st-ever  national  link  reg 
ularly  showing  major  races  from  tracki 
around  the  country. 

Now.  the  network  is  heading  East.  A 
^  Hubbard-led  group  that  in 
eludes  Hollywood  Park  anc 
several  rich  Texans  is  amon^ 
four  contenders  to  build  a  ma 
jor  Thoroughbred  track  in  Tex 
as.  Hubbard  is  also  lobbying  ? 
Kansas  legislators  to  allow  si 
mulcasting  there. 

Hubbard  predicts  a  flood  o 
new  revenues  into  his  tracks 
followed  closely  by  increasee ; 
purses  and  better  horses.  Ane 
higher  betting  handles,  he  fig 
ures,  might  save  a  few  smalle 
tracks  from  closing  down.  Bu 
the  big  winner  would  be  a  one 
time  glass  salesman  who  wouk 
rather  not  risk  his  millions  a 
the  betting  window. 

By  Ronald   Grorer   in  Lo. 
A  ngt'les 
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CEO  ROACH  AT  A  TANDY  COMPUTER  CITY  STORE:  "FIRST  AND  FOREMOST,  WE'RE  A  RETAILER" 


THINKING  BIG— VERY  BIG 
AT  TANDY 


Will  massive  electronics  outlets  give  sales  the  kick  they  need? 


When  Tandy  Corp.  was  search- 
ing for  products  to  supple- 
ment the  electronic  gadgets 
ts  Radio  Shack  stores  sold  in  the  mid- 
1970s,  Radio  Shack  executive  John  V. 
^oach  persuaded  then-CEO  Charles  D. 
Pandy  to  build  personal  computers.  Only 
-he  second  major  company  to  offer  a  PC, 
Pandy  turned  out  the  hugely  popular 
rRS-80  and  Roach  became  a  hero.  Fif- 
een  years  later,  Tandy's  share  of  the  PC 
Tiarket  is  under  5%,  Radio  Shack  sales 
ire  in  a  slump,  and  Roach,  now  CEO 
limself,  must  come  up  with  another  dar- 
ng  stroke  to  end  a  three-year  profit 
ilide.  His  call  to  arms?  Back  to  electron- 
cs  retailing! 

"The  computer  was  a  great  thing  that 
lappened  to  Tandy.  But  it  was  also  the 
)roduct  that  ate  the  company,"  says 
^latthew  D.  Upchurch,  grandson  of 
bunder  Charles  Tandy,  whose  family  is 
Tandy's  largest  noninstitutional  share- 
lolder.  "There  was  so  much  focus  put 
m  computer  manufacturing  that  Tandy 
ost  sight  of  its  roots:  that  it's  a  retail- 
sr."  Or  as  Roach  puts  it:  "First  and  fore- 
nost,  we're  a  retailer." 

The  company  is  not  abandoning  Tandy 
>rand  computers,  which  accounted  for 


ORMATION  PROCESSING 


24%  of  fiscal  1991's  $4.67  billion  in  reve- 
nues. But  it  is  treating  them  as  just  one 
category  in  an  array  of  consumer  elec- 
tronics. The  new  PC  strategy  emphasizes 
Tandy's  role  as  a  retailer  as  well  as  a 
manufacturer,  and  that  means  moving 
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the  Tandy  machines  into  new  distribu- 
tion channels  where,  for  the  first  time, 
they  must  compete  with  other  brands. 
To  kick  off  the  new  strategy  Roach  is 
opening  Computer  City  SuperCenters,  a 
chain  of  superstores  with  huge  PC  selec- 
tions and  cut-rate  prices. 

Pioneered  by  rivals  CompUS.v  and  Mi- 
cro Center,  superstores  are  the  fastest- 
growing  segment  of  PC  retailing.  Roach 
plans  to  open  over  40  SuperCenters  by 
1994  and  has  opened  13  in  the  past  eight 
months.  He  says  most  of  these  are  al- 
ready profitable  and  figures  the  chain 
could  generate  $1  billion  in  sales  within 
five  years.  "If  they  continue  to  roll  out 
stores  at  the  rate  they  are  now,  that  is 
certainly  doable,"  says  Eugene  Glazer  of 
Dean  Witter  Reynolds  Inc. 
MINI-MALL  EXPOSURE.  Roach  isn't  stop- 
ping at  mere  superstores.  This  fall, 
Tandy  plans  to  unveil  the  mother  of  all 
electronics  emporiums:  Incredible  Uni- 
verse, a  mini-mall  the  size  of  three  foot- 
ball fields  complete  with  karaoke  con- 
tests, child  care  facilities,  restaurants, 
and  paper  recycling  centers.  Customers 
can  choose  from  10  computer  brands  be- 
sides Tandy,  300  kinds  of  TV  sets,  90 
models  of  videocassette  recorders,  and 
40,000  audio  and  video  titles.  "If  it's  not 
in  Incredible  Universe,  it  doesn't  exist," 
Roach  boasts.  The  first  two  will  open  in 
Arlington,  Tex.,  and  near  Portland,  Ore. 

Products  galore  won't  assure  success, 
however.  Incredible  Universe  must  move 
incredible  volume — some  $100  million  an- 
nually per  store — to  turn  a  profit,  esti- 
mates analyst  Walter  F.  Loeb  of  Loeb 
Associates  Inc.  To  pull  it  off,  Tandy 
must  offer  the  lowest  prices.  That 
means  keeping  a  relentless  eye  on  costs. 
Purchasing  clout  and  economies  of  scale 
will  help.  Roach  is  also  counting  on  new 
concepts  in  inventory  controls.  But  rivals 
are  skeptical.  "We've  done  the  financial 
modeling  on  it.  I  don't  see  any  way  to 
get  the  costs  down"  enough  to  price 
competitively,  says  Richard  M.  Schulze, 
head  of  the  Best  Buy  Co.  superstores. 

Tandy  can  ill  afford  money-losing  ven- 
tures at  this  point.  Same-store  sales  at 
its  McDuff  discount  chain,  purchased  in 
1985,  were  off  10%  in  Tandy's  fiscal 
third  quarter.  And  analysts  expect  the 
company  as  a  whole  to  report  a  3.5% 
profit  drop  for  fiscal  1992,  ended  June 
30,  to  $188.9  million  on  flat  sales  of  $4.6 
billion.  That  will  make  three  consecutive 
years  of  lower  earnings,  down  from 
$323.5  million  in  1989  (chart).  The  decline 
corresponds  with  a  slide  in  both  Radio 
Shack  sales  and  Tandy's  PC  market 
share.  The  stock  has  been  trading  re- 
cently at  around  24,  down  from  a  record 
high  of  641/2  in  mid-1983. 

To   finance  Tandy's   new  ventures. 
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Roach  must  continue  to  pay  close  atten- 
tion to  Radio  Shack,  its  most  reliable 
earner,  which  accounts  for  more  than 
60'"f  of  total  revenues  and  the  bulk  of 
profits.  But  the  chain  has  its  own  prob- 
lems. The  country  is  blanketed  with 
7,000  Radio  Shacks,  leaving  little  room 
to  expand,  and  the  stores  suffer  from  an 
image  as  cluttered  hobbyists'  shops. 

Roach  continuously  tinkers  with  the 
Radio  Shack  format  in  an  effort  to  re- 
boot the  business.  In  the  1980s,  for  ex- 
ample, he  broke  out  a  separate  set  of 
Radio  Shack  computer  centers,  then 
closed  them  last  year.  Now  he's  refocus- 
ing  marketing  efforts  on  core  products, 
such  as  batteries  and  computer  cables. 
By  making  battery  displays  more  visible 
to  the  customer  in  January.  Radio  Shack 
hiked  sales  of  these  high-margin  prod- 
ucts by  20' f  over  1991.  Thanks  to  such 
tinkering,  the  chain  has  had  six  consecu- 
tive months  of  same-store  sales  gains. 
PC  ROMANCE.  Roach,  53,  must  still  come 
up  with  a  winning  strategy  for  his  baby, 
the  PC  business.  Tandy  never  cracked 
the  important  corporate  market,  and  in 
the  home  market,  once  its  stronghold, 
Tandy  is  losing  out  to  such  low-priced 
brands  as  Packard  Bell  and  Gatewa 
2000.  Tandy  "began  to  think  of  itself  a.- 
a  world  technology"  genius"  in  the  1980s, 
says  analyst  Otis  Bradley  of  Gilford  Se- 
curities Inc..  but  the  company  rarely  led 
in  either  technology"  or  price.  As  a  result, 
Tandy's  share  of  the  U.  S.  PC  market 
eroded  to  4.62^'r  in  1991  from  l.oV'c  in 
1986.  according  to  Dataquest  Inc. 

Roach  concedes  that  the  PC  pulled  the 
company  off  track  in  the  1980s.  It  was 
such  a  rapid-growth  vehicle  for  Tandy, 
he  says,  that  "it  was  difficult  to  focus  on 
many  other  things."  Still,  he  insists  it 
was  the  right  direction  at  the  time,  and 
his  romance  with  computers  continues. 

Roach  is  betting  Tandy's  PC  future  on 
pen-based  computers,  couitesy  of  inno- 
vative GRiD  Systems  Corp.,  the  Silicon 
\'alley  laptop-computer  maker  Tandy 
bought  in  1988.  GRiD  was  the  first  com- 
pany to  sell  a  pen-based  notebook  com- 
puter that  recognizes  printed  handwrit- 
ing, and  recently  introduced  a  wristband 
pen-based  computer.  Tandy  is  also  em- 
phasizing multimedia  computing  and  this 
fall  is  expected  to  offer  enhanced  multi- 
media systems. 

Both  multimedia  and  pen-based  com- 
puters are  targeted  for  the  consumer 
market,  and  Tandy  is  counting  on  con- 
sumers walking;  into  an  Incredible  Uni- 
verse or  a  Computer  City  to  buy  them. 
Which  is  precisely  why  Tandy's  retailing 
strategy  is  also  its  PC  strategy.  Now, 
Roach  has  to  lure  customers  to  both 
stores  and  PCs. 

By  Stephanie  Atiderson  Forest  in  Fort 
ll'o?ih.  with  bureau  reports 
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BIT  BY  BIT,  SOFTWARE 
PROTECTION  IS  ERODING 


Recent  court  decisions  lean  toward  narrow  cop\Tight  rulings 
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lor  those  who  follow  the  fickle  field 
I  of  software  copyright  law,  the  deci- 
sion was  a  shocker.  On  June  23,  the 
prestigious  Second  Circuit  Court  of  Ap- 
peals in  New  York  handed  down  a  ruling 
that  retreated  sharply  from  earlier  deci- 
sions in  other  courts.  The  judge 
in  Computer  Associates  vs.  Altai  flatly 
rejected  Whelan  vs.  Jaslow.  a  widely 
cited  1986  ruling  by  Philadelphia's  Third 
Circuit  that  held  that  copyrights  pro- 
tect both  the  basic  structure  of  a  com- 
puter program  and  its  lines  of  written 
code.  Says  New  York  copyright  attorney 
Ronald  Abramson;  "Whelan  was  the 


leading  case  on  software  copyrights." 

No  more,  however.  The  Second  Circuit 
ruled  that  a  similar  structure  is  not  a 
copyright  violation,  perhaps  bringing  on 
a  new  era  in  software  law.  Legal  ex- 
perts cite  the  Altai  case  along  with  an 
accumulation  of  other  recent  decisions 
as  evidence  that  the  nation's  judiciaiy 
may  be  narrowing  software  copyright 
protection.  "The  copyright  law,  with 
some  of  the  decisions,  has  gone  as  far  as 
it  will  go,"  says  Gaiy  M.  Hoffman,  a 
Washington  lawyer  specializing  in  copj'- 
rights  and  patents.  "You'll  see  the 
courts  backing  up."  If  so,  competition  in 
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A  NEW  DIRECTION  FOR  COPYRIGHTS? 


EARLIER  RULINGS  SAID: 


BUT  MORE  RECENTLY: 


U.S.  COURT  OF  APPEALS,  THIRD  CIRCUIT       U.S.  COURT  OF  APPEALS,  SECOND  CIRCUIT 


The  basic  structure,  or  outline,  of  a  computer 
program  cannot  be  copied  (Whelan  vs.  Jas- 
low, 1986) 

U.S.  DISTRICT  COURT,  BOSTON 

Software  makers  can't  copy  screen  layouts, 
menu  sequences,  and  command  organiza- 
tion [Lotus  vs.  Paperback,  1 990) 


The  basic  structure  of  a  program  is  not 
copyrightable  [Computer  Associates  vs.  Al- 
tai. 1992) 

U.S.  DISTRICT  COURT,  SAN  FRANCISCO 

Only  specific  screen  elements  are  copyright- 
able, not  overall  "look  and  feel"  [Apple  vs. 
Microsoft  and  Hewlett-Packard,  1 992) 
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.his  industry  will  probably  increase  as 
intrepreneurs  feel  legally  safer. 

It  could  also  reduce  the  number  of 
egal  victories  awarded  to  market  lead- 
irs  who  now  rush  to  court  when  rival 
)rograms  seem  to  imitate  their  work, 
^hat  has  certainly  been  the  practice  of 
jOtus  Development  Corp.,  whose  Lotus 
-2-3  is  the  world's  best-selling  spread- 
heet.  In  1990,  Lotus  sued  Borland  Inter- 
lational  Inc.,  charging  it  with  illegally 
opying  the  commands,  menus,  and 
creen  sequences  of  1-2-3.  Borland  con- 
ends  that  1-2-3  compatibility  is  just  an 
•ptional  feature  in  its  Quattro  Pro  pro- 
;ram.  Some  legal  e.xperts  favor  Lotus  to 
vin  the  case,  set  to  go  to  trial  in  Boston 
n  November,  because  it's  being  heard 
ly  the  same  judge  who  granted  Lotus  a 
990  victory  in  a  similar  suit  against  Pa- 
■erback  Software  International. 
ALSE  ALARM?  But  the  new  Altai  deci- 
ion  could  sway  the  judge — at  least 
hat's  Borland's  hope.  "A  lot  of  the  anal- 
sis  of  Lotus  I's.  Paperback  has  been 
ejected  by  this  [Second  Circuit]  court," 
ays  Robert  H.  Kohn,  Borland's  general 
ounsel.  If  he's  right,  the  entrepreneur- 
i\  nature  of  the  U.  S.  software  industry 
ould  be  in  danger,  warns  lawyer  Henry 
i.  Gutman,  who  represents  Lotus. 
Thousands  of  programmers  in  corpo- 
ate  research  departments  from  Armonk 
0  Nagasaki"  would  be  granted  a  license 
0  steal  the  work  of  those  who  innovate, 
lutman  predicts. 

He  needn't  sound  that  alarm  just  yet. 
)espite  the  emerging  trend  to  narrow 
rotection,  there  are  still  some  stark 
ontradictions  in  the  law  (table),  which 
leans  programmers  and  software  exec- 
tives  must  work  in  an  ever-changing 
nvironment.  Sometimes  they're  not 
ven  sure  if  what  they  are  doing  is  legal, 
r  still  will  be  in  a  few  months.  "If 
ou're  a  developer  with  integrity,"  says 
lark  L.  Gordon,  a  lawyer  with  the  Chi- 
ago  firm  of  Gordon  &  Glickson,  "the 
ick  of  knowledge  of  what's  permissible 
leans  you  tend  to  be  conservative." 

A  prime  example  of  this  doubt  is  the 
ase  of  Sega  vs.  Accolade.  In  April,  the 
J.  S.  District  Court  in  San  Francisco  is- 
ued  a  preliminary  injunction  at  the  re- 
uest  of  Sega  Enterprises  Ltd.  that 
ulled  six  of  Accolade  Inc.'s  video  games 
ff  the  market  and  kept  it  from  intro- 
ucing  eight  more.  Instead  of  signing  up 
or  an  expensive  license  and  manufac- 
uring  deal  with  Sega,  Accolade  "re- 
erse-engineered"  Sega's  basic  software 
3  make  its  games  run  on  Sega's  ma- 
hines.  That  involved  making  a  tempo- 
ary  copy  of  Sega's  machine  software  to 
tudy.  The  judge  ruled  that  since  the 
3mporary  copy  infringed  on  Sega's 
opyrights,  the  final  games  did  as  well. 

That  ruling  could  make  it  harder  to 
esign  everything  from  chips  to  comput- 
rs,  many  of  which  depend  on  reverse- 
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engineering  of  proprietarj'  software  in 
order  to  ensure  compatability.  Conse- 
quently, industry  members  quickly  took 
sides.  Sun  Microsystems  Inc.,  Unisys 
Corp.,  and  11  law  professors  filed  court 
briefs  in  defense  of  Accolade,  arguing 
that  such  a  precedent  would  stifle  com- 
petition, while  IBM  and  Apple  Computer 
supported  briefs  on  behalf  of  Sega. 
"This  is  about  free  access  to  emerging 
markets,"  says  Accolade  Chief  Execu- 
tive Alan  R.  Miller.  Others  see  it  differ- 
ently. "There's  plenty  of  competition," 
says  Anthony  Clapes,  IBM  senior  corpo- 
rate counsel  whose  company  has  a  lot  to 
lose  if  there  are  no  restrictions  on  re- 
verse-engineering. The  dispute  comes  to 
a  head  July  20,  when  San  Francisco's 
Ninth  Circuit  Court  of  Appeals  hears  the 
arguments. 

STOLEN  CODE.  Computer  Associates  In- 
ternational Inc.  is  also  looking  to  limit 
unauthorized  copying.  It  is  appealing 
part  of  the  Altai  decision  and  vows  to 
take  it  all  the  way  to  the  Supreme  Court. 
The  recent  ruling  was  only  a  partial  vic- 
tory for  Altai.  The  judge  still  found  ille- 
gal an  earlier  version  of  Altai's  program 
that  was  based  on  software  code  stolen 
by  a  former  C.A.  employee.  Altai  has  al- 
ready paid  S364,000  in  damages  on  that 
charge.  But  CA  says  the  rewritten  ver- 
sion is  also  an  infringement,  because  its 
basic  structure  is  close  to  the  original. 
On  that  count,  CA  lost. 

Recent  developments  in  the  closely 
watched  Apple  "look  and  feel"  case  also 
signal  a  change  in  the  legal  climate.  In 
April,  a  U.  S.  District  Court  in  San  Fran- 
cisco dismissed  the  heart  of  Apple's 
four-year-old  copyright  infringement 
claims  against  Microsoft  Corp.  and  Hew- 
lett-Packard Co.  (BW— Apr.  27).  The 
judge,  now  reconsidering  his  ruling  at 
Apple's  request,  found  that  only  specific 
visual  elements  can  be  copyright-protect- 
ed, not  the  overall  screen  appearance. 
The  judge  based  his  analysis,  in  part,  on 
a  case  decided  in  April  in  San  Francis- 
co's Ninth  Circuit  Court.  That  ruling  fa- 
vored defendant  Symantec  Corp.,  reject- 
ing the  notion  that  the  overall  look  of 
the  screen  must  be  considered.  Plaintiff 
Brown  Bag  Software  is  asking  the  Su- 
preme Court  to  hear  the  case. 

Together,  the  Altai,  Apple,  and  Brown 
Bag  cases  may  portend  the  future.  Says 
San  Francisco  attorney  Ian  N.  Feinberg: 
"We're  moving  to  narrower  protection  in 
general,  but  where  we  finally  land  is 
anybody's  guess."  In  the  meantime, 
software  makers  will  probably  increase 
their  filings  for  patents,  which  offer 
more  absolute  protection  than  copy- 
rights. Ultimately,  the  basic  issues  won't 
be  sufficiently  resolved  until  the  U.  S. 
Supreme  Court  makes  a  final  ruling. 

By  Richard  Brandt  in  San  Francisco, 
with  Evan  I.  Schwartz  and  Michele  Galen 
in  New  York 
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FINALLY,  A  HEALTHY 
INTEREST  IN  WOMEN 


Now,  researchers  are  focusing  on  their  unique  medical  problems 


5  i 


ach  year  in  the  U.  S.,  some  500,000 
jeople  suffer  swelling  in  the  joints 
and  glands  and  other  telltale  signs 
of  the  sometimes-fatal  immunological 
disease  called  systemic  lupus  erythema- 
tosus. About  90^c  of  these  victims  are 
women,  more  than  half  of  childbearing 
age.  Yet  many  don't  know  they  have  the 
illness.  And  doctors  don't  know  what 
causes  it,  nor  do  they  understand  why  it 
attacks  women  mainly  and  strikes  black 
women  three  times  as  often  as  white. 

Until  two  years  ago,  in  fact,  no  one 
was  even  tr\ing  to  answer  these  ques- 


Through  the  ORWH,  the  NIH  is  pushin^je 
health  centers,  particularly  its  various 
institutes,  to  include  women  in  clinica 
trials  for  medicines,  to  start  work  or 
diseases  that  afflict  women  only,  and  tc 
study  whether  maladies  such  as  heari 
disease,  .A.IDS,  and  cancer  affect  womer 
differently  than  they  do  men.  "Medica 
research  is  starting  to  shift  towarc 
women's  health  issues,"  says  Joan  Kur 
iansky,  who  chairs  the  Campaign  foi 
Women's  Health,  a  Washington,  D.  C. 
advocacy  group. 

In  fact,  the  N'lH's  focus  is  fueling  "ar 
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tions.  Then,  researchers  at  the  National 
Institute  of  Arthritis  &  Musculoskeletal 
&  Skin  Diseases  in  Bethesda,  Md.,  took 
action.  In  1991,  they  started  distributing 
information  about  the  disease  to  black 
women  and  launched  studies  to  deter- 
mine what  causes  the  disease. 

As  the  efforts  to  unravel  this  mystery- 
show,  women's  health  issues  are  becom- 
ing a  priority  after  decades  on  the  back 
burner.  Until  recently,  most  new  drugs 
were  tested  mainly  on  men,  and  a  dispro- 
portionate number  were  aimed  at  men. 
Then  in  1990,  a  General  Accounting  Of- 
fice study  put  the  blame  on  the  National 
Institutes  of  Health,  the  nation's  pre- 
mier medical  research  and  development 
body.  That  year,  the  XIH  launched  the 
Office  of  Research  on  Women's  Health 
(ORWH).  And  it  gained  an  important  pa- 
tron when  Dr.  Bernadine  P.  Healy  be- 
came XIH  director  in  April,  1991. 


explosion  of  interest  from  drug  compa 
nies,"  says  Dr.  Florence  P.  Haseltine 
founding  president  of  the  Society'  foi 
Advancement  of  Women's  Health  Re 
search.  In  the  past  year,  Wyeth-Ayerst 
Sandoz  Pharmaceuticals,  and  Pfizer 
among  others,  have  set  up  female  healtl 
care  research  departments.  As  of  lasi 
December,  says  the  Pharmaceutica 
Manufacturers  Assn.  (PM.A),  there  wen 
263  medicines  in  development  for  womer 
at  79  drug  companies.  The  lure  for  drug 
makers:  Lucrative  markets  that  shouk 
develop  as  millions  of  female  babj 
boomers  encounter  fertility  problems 
then  reach  middle  age  and  menopause. 
MICE  AND  MEN.  It  will  nonetheless  tak( 
years  to  compensate  for  decades  of  ne 
gleet.  Women  are  52%  of  the  U.  S.  popu 
lation  and  face  similar  risk  for  many  o\; 
the  killers  that  hit  men.  But  until  now 
research  on  such  key  problems  as  hear 
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lisease,  lunj^  cancer,  and  the  effects  of 
moking — and  on  drugs  to  treat  them — 
as  been  done  mostly  on  mice  and  men, 
liddle-aged  white  males  at  that.  Re- 
earchers  excluded  women  by  arguing 
hat  pregnancy  and  women's  fluctuating 
ormone  levels  could  skew  their  results. 
That's  a  risky  oversight.  Recent  stud- 
js  suggest  that  chemical  differences  be- 
ween  men  and  women  create  distinc- 
ions  in  their  ability  to  absorb  and 
letabolize  up  to  307<'  of  all  drugs.  Wom- 
n  have  more  body  fat  than 
urn,  so  some  drugs  may  linger 
1  their  systems  longer.  The 
hanges  in  hormone  levels  dur- 
ig  the  menstrual  cycle  also  af- 
3ct  the  behavior  of  drugs, 
hese  differences,  says  Dr. 
lionel  Edwards,  chairman  of 
16  special  populations  commit- 
36  of  the  PMA,  can  affect  a 
rug's  appropriateness  and 
osage.  Without  the  right  data, 
octors  can't  tailor  treatments 
3r  women. 

MR  SHARE.  Such  is  the  case 
'ith  coronary  heart  disease, 
/omen  typically  develop  it  10 
ears  later  than  men,  and  sci- 
ntists  have  long  interpreted 
lis  delay  to  mean  that  women 
re  less  affected  by  it.  So,  most 
revention  strategies  and  treat- 
lents  for  heart  attacks  are  de- 
ved  from  research  on  men,  in- 
iuding  a  landmark  aspirin 
;udy  financed  by  the  NIH. 
onducted  by  the  National 
eart.  Lung  &  Blood  Institute 
:i  1981  on  22,000  male  physi- 
ans,  it  found  that  men  who 
ike  an  aspirin  every  other  day 
iwered  their  heart  attack  risk. 
:  ut  since  women  weren't  in- 
uded,  researchers  didn't  know 
hether  aspirin  helps,  harms, 
"  has  no  effect  on  them. 

That  exclusion  outraged 
omen  when  it  was  cited  in  the 
AO  report.  In  1989,  the  Con- 
ressional  Caucus  for  Women's 
;sues  urged  the  gao  to  inves- 
gate  whether  the  NiH  dis- 
•iminated  against  women  in 
ledical  research.  The  GAO 
mnd  that  women  weren't  in- 
uded  in  research  and  prodded 
le  NIH  to  set  up  the  ORWH.  Since  then, 
IDS  and  cancer  activists  have  joined  in 
ivocating  that  research  on  women's 
laladies  should  get  more  dollars. 

Companies  have  reacted  quickly.  High 
1  their  lists  are  drugs  to  treat  hot 
ashes  caused  by  menopause,  hyper- 
■nsion,  congestive  heart  failure,  osteo- 
irosis,  and  breast,  cervical,  lung,  and 
/arian  cancer.  Since  1991,  Sandoz  Phar- 
laceuticals  Corp.  has  stepped  up  its  re- 
?arch  on  postmenopausal  osteoporosis, 


the  bone  loss  that  affects  25  million  U.  S. 
women.  "We  are  not  only  looking  at 
drugs  or  treatment,  but  at  a  new  deliv- 
ery system,"  says  Dr.  Donnica  L.  Moore, 
associate  director  of  the  Sandoz  Medical 
Education  Center.  Osteoporosis  suffer- 
ers now  take  Sandoz'  Miacalcin  by  injec- 
tion, but  Sandoz  is  testing  a  more  conve- 
nient aerosol  nasal  spray.  At  Warner- 
Lambert  Co.,  which  has  21  compounds 
for  women  in  development,  reproductive 
biology  is  a  top  priority. 


TARGETING  WOMEN  IN  DRUG  RESEARCH 

Metabolic  differences  between  men  and  women  cause  drugs 
to  react  differently  in  each,  yet  most  drugs  on  f/ie  market 
haven't  been  tested  on  women.  Now,  drugmakers  are  shifting 
their  approach.  Here 's  a  list  of  key  medical  problems  for 
women,  with  the  number  of  drugs  either  being  tested  for  use 
in  women  or  tested  in  trials  that  include  women 


NUMBER    OF  DRUGS 


— —  NEUROLOGIC  Migraine 
lO  headaches  and  Alzheimer's 


afflict 


more  wome 


n  the 


I 


CARDIOVASCULAR/ 
CEREBROVASCULAR  Athero 
sclerosis  and  heart  attacks  kill  >" 
women  about  as  often  as  men 

s 

CANCER  Lung  cancer  is  the  J| 

No.l  cancer  in  women,  m 

It 

breast  cancer  is  second  2 
„| 

KIDNEY/UROIOGIC  Urinary 
tract  infections  are  more 
common  in  women  than  men  ■ 

OBSTETRIC/GYNECOLOGIC  I 

Women's  contraceptive 
needs,  gynecologic  infections, 
and  other  special  conditions 
are  getting  more  attention  ,| 

ARTHRITIS/MUSCULOSKELETAL 

Some  25  million  U.S.  women 
suffer  from  bone  loss  caused 
by  osteoporosis,  which  afflicts 
women  more  than  men 
DATA:  PHARMACEUTiai  MANUFACTURfRS  ASSN.  ; 


The  NIH,  meanwhile,  has  set  an  even 
more  ambitious — and  controversial — 
agenda.  Its  Women's  Health  Initiative, 
launched  last  year,  is  a  $500  million,  10- 
year  plan  to  study  150,000  post- 
menopausal women  to  determine  how 
diet,  exercise,  and  hormone  therapy 
might  prevent  cardiovascular  disease, 
cancer,  and  osteoporosis.  One  trial  will 
examine  whether  a  low-fat  diet  helps 
prevent  breast  cancer  and  heart  disease. 
The  NIH  also  will  screen  applicants  for 


funding  to  make  sure  they  include  more 
women  in  their  studies  or  provide  a  ra- 
tionale for  not  doing  so.  It  also  is  asking 
researchers  to  evaluate  how  drugs  be- 
have differently  in  men  and  women. 

Last  year,  the  NIH  made  cardiovascu- 
lar diseases,  osteoporosis,  and  cancer  its 
top  priorities,  and  the  agency  boosted 
research  on  women  in  all  three  areas. 
Already,  one  new  program  promises  in- 
sights in  preventing  lung  cancer,  the 
No.  1  cancer  killer  of  women.  One  find- 
ing— that  more  girls  than  boys 
start  smoking  in  their  teens — 
suggests  that  prevention  ef- 
forts need  to  focus  more  on 
girls. 

The  NIH  is  also  putting  more 
muscle  behind  research  on  aids 
in  women.  The  disease  is 
spreading  faster  among  women 
than  men,  according  to  the 
Centers  for  Disease  Control, 
but  until  last  year  most  AIDS 
research  was  done  on  young, 
white  males.  To  redress  the 
oversight,  the  NiH  will  spend 
$120  million  for  research  on 
AIDS  in  woinen  in  fiscal  1993, 
up  567f'  since  1990. 
GUARDIANS.  These  funds  will 
help  finance  studies  at  the  Na- 
tional Institute  of  Allergy  &  In- 
fectious Diseases,  an  NIH  affili- 
ate. One  will  examine  the 
effect  of  AIDS  on  500  pregnant 
women  and  their  offspring.  An- 
other, a  five-year  effort,  will 
examine  how  the  AIDS  infection 
manifests  itself  in  2,500  HIV- 
positive  women.  Of  great  con- 
cern is  the  relationship  of  the 
infection  to  women's  disorders. 
Early  findings  show  that  HIV- 
infected  women  have  higher 
rates  of  abnormal  pap  smears 
and  cancer  of  the  cervix,  and 
they  react  differently  to  sexu- 
ally transmitted  diseases. 

'The  new  priorities  are  tenta- 
tive, so  far.  "In  an  ideal  world, 
our  office  should  not  exist," 
says  Dr.  Vivian  W.  Pinn,  direc- 
tor of  the  NiH's  ORWH.  "But  we 
have  to  be  there  to  make  sure 
that  the  other  NIH  institutes 
and  affiliates  are  spending 
money  on  women's  research." 
And  Congress  has  yet  to  give  statutory 
authority  to  the  ORWH,  as  the  Women's 
Congressional  Caucus  has  demanded. 
Unless  this  happens,  advocates  fear  that 
women's  concerns  won't  remain  front 
and  center  at  the  NIH. 

That  would  be  too  bad.  It  seems  all 
too  obvious  that  when  it  comes  to  doing 
medical  research  and  developing  drugs, 
women  shouldn't  be  thought  of  as  the 
same  as  men. 

By  Sunita  Wadekar  Bhargava  in  New  York 
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Before  you  can  even  tlinik  of  opennie;  a  business  or  a  plant  in 
Alabama,  you  nii^flit  liave  to  overcome  some  misperceptions 
alxiiit  tlie  .state— inuiges  sliapcJ  by  tlie  media 
and  mydis  about  tbe  Soutb.  li'tliat' 
tbe  case,  tbe  first  tbinq;  we  want 
you  to  open  is  your  mind. 
Because  oidy  dien  will  your 
eyes  be  open  to  all  tbat 
Alabama  bas  to  offer. 
"Tl  lat  s  absolutely  not 
die  case,  Riiy 
sew  all 


Alaba 


una  wlien  tliey  came  bere  for  Tini  s  intei"A'iew  witl 
Alabajna  5baliespeare  Festivid.    But  we  saw  tbe  best 
production  of  Cbekliov  ever,  ;uicl  made  up  our 

minds  at  mtennission.    Tun  says.  "We 
felt  diat  working  witb  a  tbeater  tbat 
draws  from  idl  over  die  nation, 
even  (3^^  foreign  countnes,  would 
be  an  excellent  opportunity.  And 
I  ve  never  seen  sucli  strong  com- 
munity support  for  a  dieater. 
Xlie  Langaiis,  wbo  liave  a  six- 
year-old  son  and  a  if>-year- 
i\    old  daugliter,  say  diat  die 
move  from  Rb  ode 
Island  to  Alabajiia  bas 
Given  u.s  our  f;uiidy  back. . . 


til  tb 


.  says  of  bis 

friends 
comments. 
A'lobile,  e.spe- 

askcJ  us/\Xl,cri  i,oi<  ^  is  very  loi-w:u-d- 

ijut  ojf  the  plane,      ,1  •   I  •  ^ 
'J  ,  thinking  rn  attractina  n« 

do  ymt  set  your  o  o 

Mvj/i-A  hack  business,  very  open  to 
iiU  years : 

Rai,  K..scu-c,II,  cbange.    He  adds,    Tbe  city 

QMS,  MflvL  is  mucli  more  of  a  mefting  pot 


le  liuiiily  unit  is  more  togettier 

lere,  and  people  know  bow  to 

"Wc  expected 
Shakespeare  to 
he  perfomiecl  with  a 
Southern  accent!  " 

1  till  iMntiaii, 
Mcniatfiiut  Oirycfor 
Tlic  /Uantiimi  SliaKospeare 
/\'sHi\J,  AtoriUittmenf 


etbe 


of  people  tban  I  expected.    Concerning  tbe  | 
work  forte,  Riiy  says,    Tliey  re  vei'y  b;ud- 
woiking  and  take  pnde  in  dieir  work  tbat  you  don  t  fnid  in 
die  rest  of  tbe  country.  As  for  professioniils,  we  ve  found 
many  bngbt  entfineers  from  die  state  s  universities. 

Tim  and  Pat  Luigan  didn  t  really  expect  to  move  to 


\\^beii  considenng  a 
ocation  for  a  new  plant 
or  business,  don  t  close  your  mind  to 
Alabama.  Because  a  closer  look  at  us 
could  broaden  your  mind .  And  your 
possibilities. 


relax  antl 


enjoy  diem- 


A    1    a     h  a 


Isn't  Where  Y    o     u  T    I)     1     n  L 


For  more  iniormation,  eontai  t  tlie  Alai         P.O.  Box  2(,4,,  B  AL, 


.,  .  .  ,    tn-:,^     .....      .  .  - 


evelopments  to  Watc 


:Dnm  BY  EMILY  T  SMITH 

A  HIDDEN  HAZARD 
OF  THE  IDIOT  BOX 


Couch  potatoes  of 
America,  tune  in! 
The  latest  medical  re- 
search confirms  what 
you  probably  already 
suspected:  that  too  much 
time  in  front  of  the  tube 
may  be  hazardous  to 
your  health.  A  recent  re- 
port published  in  the 
American  Journal  of 
Health  Promotion  indi- 
cates that  frequent  tele- 
vision viewing  is  linked 
to  hypercholesterolemia, 
nore  commonly  known  as  high  serum  cholesterol. 
km?  researchers  studied  a  group  of  nearly  12,000  employed 
idults  and  they  found  that  TV  hounds  who  watch  three  or 
nore  hours  a  day  face  nearly  twice  the  risk  of  developing  high 
;holesterol  as  those  who  watch  less  than  one  hour  daily. 
Vdults  who  watch  one  to  two  hours  per  day  were  1.5  times  as 
ikely  to  suffer  from  high  cholesterol.  TV  per  se  isn't  the  main 
:ulprit,  of  course.  The  researchers  suggest  that  the  real  dan- 
ger lies  in  the  passivity  of  this  pastime:  Each  sedentary  hour 
flued  to  the  tube  is  one  less  hour  devoted  to  physical  activity. 
'V  watching  also  seems  to  foster  the  consumption  of  large 
[uantities  of  snack  foods. 


I  AM  JOE'S  LUNG 
-LIVE  ON  VIDEO 


50  far  in  this  century,  medical  science  has  produced  X-rays, 
CT  scans,  and  magnetic-resonance  imaging — all  of  which 
3t  doctors  peer  inside  the  body  to  gauge  the  effects  of  illness 
.nd  injury.  But  these  systems  also  expose  the  body  to  poten- 
ially  harmful  radiation.  That's  why  there's  plenty  of  interest 
a  a  new  technology:  the  Adaptive  Current  Tomograph  (ACT). 
Developed  at  the  Rensselaer  Polytechnic  Institute  in  Troy, 
Y.,  the  ACT  passes  a  low-frecjuency  electrical  current 
hrough  the  body.  Depending  on  their  condition,  organs  show 
arying  degrees  of  resistance  to  the  current,  and  a  computer 
ises  the  data  to  generate  a  video  image  of  the  organ  in 
iuestion.  A  normal  air-filled  lung,  for  instance,  resists  electric- 
ty  and  will  appear  as  a  bright  image.  A  sick,  fluid-filled  lung 
5  less  resistant  and  appears  dark  on  the  screen.  Because  the 
Tfiage  is  live,  hospitals  can  easily  monitor  patients  around  the 
lock,  act's  capability  for  such  monitoring  and  its  relatively 
3w  cost — about  $50,000,  vs.  $1  million  for  a  CT  scan — could 
aake  it  a  welcome  addition  to  imaging  technology.  The  RPI 
eam  hopes  to  begin  clinical  trials  by  year's  end. 


FHE  BIG  BLAST 

rHAT'S  COOLING  OFF  THE  EARTH 


For  all  the  fear  of  global  warming,  all  it  takes  is  one  good 
volcano  to  put  a  temporary  chill  on  the  earth.  After  Mt. 
'inatubo's  eruption  in  the  Philippines  on  June  16,  1991,  scien- 
ists  predicted  that  the  planet's  temperature  would  drop.  Now, 
esearchers  at  the  National  Oceanic  &  Atmospheric  Adminis- 
ration  have  shown  that  the  predictions  were  correct.  Measure- 


ments made  by  NOAA  observatories  in  Hawaii  reveal  that  the 
amount  of  light  and  heat  from  the  sun  reaching  the  ground 
has  dropped  nearly  47'.  Satellite  readings  show  that  air  tem- 
peratures over  the  globe  have  fallen  by  IF — and  continue  to 
drop.  The  cooling  may  eventually  reach  2F. 

The  culprit  in  this  big  chill  is  20  megatons  of  sulfur  dioxide 
spewed  skyward  by  Pinatubo.  Some  15  miles  above  the  earth, 
the  gas  combined  with  water  to  form  tiny  sulphuric  acid 
droplets.  The  droplets  reflect  solar  radiation,  reducing  the 
amount  of  heat  from  the  sun,  and  will  remain  in  the  atmo- 
sphere for  up  to  three  years.  Because  the  planet  takes  a  long 
time  to  warm  or  cool,  says  NOAA  meteorologist  Ellsworth 
Dutton,  "the  cooling  effect  could  last  for  five  years." 


THE  LAYERED  LOOK 

WORKS  FOR  SUPERCONDUCTORS,  TOO 


When  scientists  discovered  "warm"  superconductors  in 
1986,  the  resulting  hoopla  made  it  seem  that  exotica 
such  as  resistance-free  power  lines  were  just  around  the  cor- 
ner. But  the  new  materials,  which  conduct  electricity  without 
resistance  at  -300F,  proved  fiendishly  difficult  to  work  with. 
Superconducting  wires,  for  example,  turned  out  to  be  hard  to 
keep  cool  and  easy  to  break.  So  researchers  at  Los  Alamos 
National  Laboratory  in  New  Mexico  set  out  to  build  a  better 
wire.  Instead  of  filling  up  a  tube  with  superconducting  ceramic 
material  to  make  a  wire,  they  packed  the  superconductor 
around  the  outside  of  a  tube,  leaving  the  core  hollow.  Then 
they  inserted  the  whole  thing  into  a  larger  tube. 

The  resulting  multilayered  wire  has  a  number  of  advan- 
tages: It's  easier  to  keep  cool,  sturdier  than  other  supercon- 
ducting wire,  less  sensitive  to  magnetic  fields,  and  can  carry 
larger  currents.  So  far,  "we've  made  about  15  feet  of  wire," 
says  Dean  Peterson,  leader  of  Los  Alamos'  Superconductivity 
Technology  Center.  "But  we  think  we  can  make  miles  and 
miles  of  it."  The  lab  hopes  to  work  with  U.  S.  companies  to 
develop  the  wire. 


FISHING  FOR  A  WAY 

TO  KEEP  PIPELINES  FROM  FREEZING 


Sometimes,  nature 
can  solve  industrial 
problems.  Increasingly, 
gas  companies  move 
their  product  through 
pipelines  in  which  the 
gas  is  mixed  with  water, 
then  separated  later. 
But  in  winter,  hydrates, 
a  form  of  ice,  can  clog 
these  arteries. 

The  solution,  say  sci- 
entists at  British  Petro- 
leum Co.'s  research  cen- 
ter at  Sunbury,  Britain, 
is  to  take  a  cue  from  fish  who  live  in  the  frigid  waters  of  the 
Antarctic  and  avoid  icing  up  by  producing  so-called  antifreeze 
chemicals.  The  researchers  created  chemicals  similar  to  those 
found  in  the  fish  and  made  their  own  antifreeze,  and  it  has 
kept  pipelines  clear  in  tests  at  BP's  North  Sea  gas  operations. 
The  fish-based  variety  is  cheaper  than  other  antifreezes.  Meth- 
anol or  glycol  can  keep  pipelines  unclogged  but  only  in  concen- 
trations of  up  to  15%  of  the  water  in  the  line.  The  new  ice 
inhibitor  works  at  a  level  of  just  400  parts  per  million,  small 
enough  to  generate  significant  savings. 
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Presentation  Equipment 


The  most  advanced  pen  sized 

Laser  Pointer 
INFINITER  ' 


II  Us  Fof  a  Dpaler  Neat  You' 


800-854-6686 


 $92 

t-""'^"  Plus  Tax.  $5  00  S&H 


Financial  Services 


MARKET  TRACKER 

Software  That  Won't  Cost 
You  The  Portfolio 


Keep  track  of  your  portfolio  on 
a  daily  basis.  MARKET  TRACKER 
keeps  you  abreast  of  your  stocks, 
bonds,  options,  warrants  and 
commodities.  Facilitate  long  & 
short  positions,  track  investment 
types,  brokers,  industries,  etc. 
Will  keep  track  of: 


Display/Print  Graphs 
Current  or  YTD 
IBM  PGcompatible 
Easy  Menus 
Easy  Entry  Screens 
Generates  IRS  Forms 


Stocks  ' 
1  Options  ' 
I  Warrants  ' 
•  Bonds  ■ 
I  Commodities  " 
1  User  Friendly  < 
1  Long  &  Short  Term 
I  Multiple  Sub  Portfolios 


ORDER  TODAY 
Call  (703)  330-4400  $59.95 
1 7.95 


PHOENIX  FINANCE,  LTD 

P.O  Box  4086 
Manassas,  VA22110 


$67.90 


Professional  Equipment 


Executive  Electronics 


Don't  Loose  Their  Attention! 

Bright  red  laser  dot  lets  your  audience 
focus  on  your  topic  and  lets  you  direct 
the  presentation.  Ideal  for  seminars, 
classrooms  and  all  presentations 
Rugged,  compact  &  powerful'  Lasts 
up  to  3  hours  on  one     Snn  +tax  & 
AAA  battery  «IU  M  S&H 


Telephone  Recorder 


stop  Verbal  Disagreements 

Record  both  sides  of  phone  conver- 
sations! Automatically  starts  when 
receiver  is  lifted.  Std  cassettes  Battery/ 
AC  adaptor  operated.      $A|1  ♦ta.s 
Works  with  any  phone      9U  '<  ssh 


SIsbro  International  Technologies,  Inc 

m  1-800-322-0688  M 


Franchising 


Exclusive 
Territories ' 

Continental  U.S. 

DUNKIN' 
OONUTS 

1-800-543-5400. 

Rated  "#3  lop  franchise  for 
1992"  by  Entrepreneur 

Magazine 
'  Exclusiviiy  is  limned 
Offer  made  by  prospectus  only 


Menswear/Fashion 


The  best  underwear  anywhere, 


l.nelsandgndersli.rlv 
Finest  quality,  I OO"*  cotton 
J.  [abncs  including  Sea  Island 
i  Cotton.  Not  sold  in  stores. 
-         '  ■  log- 


clusn 


.^THE'iU- 

G«EENPOND 
COMPANY 


Computers 


FORCE  486/33 


PACKARD  BELL  B 

America  ^rew  up  listening  to  us.  It  still  does. 


Am  of  RAM,  210  MB  hard  drive,  3  1/2" 
1.44MB  &  5  1/4  1.2  MB  floppy  drives, 
Enhanced  VGA  video  (1024x768),  2400 
baud  internal  modem,  101  l<eyboard  & 
mouse  are  included.  Also  comes  with 
Windows,  Lotus  123,  Lotus  Write,  Lotus 
Smartpics  Clip  Art  for  Windows  and 
PRODIGY  already  installed. 


1  Yr  ON-SITE  Service' 
Warranty 
from 
AH/PARADYNE 


Computer  Software 


Mac'In-DOS 

BREAK  THROUGH!!!  Allows 
your  PC  to  Read,  Write  & 
Format  Mac  HD  diskette. 
Exchange  of  text,  binary, 
graphics  files  between  Mac 
&  DOS  is  NOW  POSSIBLE  with 
this  software  program.  No  ca- 
ble or  extra  hardware  is 
needed.  Also  for  Sun,  IBM,  RS, 
HP,  SCO  &  Interactive  UNIX. 

Pacific  Micro 

201  San  Antonio  Circle  C250 

Mt.  View.  CA  »iMO 

(415)  (H8-6200  Phone 

(415)  »i8-e2m  Fax 


Business  Opportunities 


PERSONALIZED  CHILDREN'S  BOOKS 


Turn  a  small  InveslmenI  into  that 
prolllable  lull  or  part  time  business  you 
have  always  dreamed  about! 

An  excellent  home  operaled  business' 
Books  sell  tasi  in  stores'  Al  la'rs'  Parlies' 
Malls'  Or  mail  order  anywhere  there  are 
people  It's  easy  to  make  $4000  to  $8000 
per  month  making  and  selling  our  excit- 
ing line  ol  personalized  books  (lor  chil- 
dren &  grown-ups)  Personalized  audio 
lapes  and  stationery  available  also 

CALL  TODAY!  (214)  248-9100 

D  &  K  ENTERPRISES,  INC. 

3216Commander  Drive.  Suite  101 

Dept  21 

Carrollton.  Texas  75006  


Business  Software 


THE  PERSONNEL  MANAGER 
.   SAVES  TIME  &  MONEY 


A  favorite  of  Businesses  World- 
wide. A  single  or  networked, 
Menu  driven  Management 
Information  System  for  Small 
or  Large  Businesses.  FVovides 
Employee  information.  Job 
matching,  Management  Reports. 
Pays  for  itself.  $99.95  CWVICWAIC. 

LAUREL  HILL 
SOFTWARE  CO. 
Box  98  Main  Street 
Laurel  Hill,  FL  32567 
To  order  CaU  1-800-554-2676 


Career  Opportunities 


EXECUTIVE  TALENT 

An  entertainment  conglomerate  based 
domestically  and  in  multi-locations  inter- 
nationally seeks  resumes  of  executive 
talent  at  the  Director  through  CEO  levels 
for  present  and  continuing  recruitment 
activities  The  company's  interests  include 
music,  TV,  film,  radio,  cable,  video,  pay- 
per-view,  hardware,  and  high-technology 
Please  respond  in  total  confidentiality  to. 
Radio  City  Station, 
P.O.  Box  875, 
New  York,  New  York  10101-0875 

or  fax  212-246-5383 
You  will  tie  contacted  when  appropnate  openings  emerge 


IDEAL  CAREER  OPPORTUNITY 

Fantastic  position  available  for  tiighly  successful 
manager  or  CEO  Develop  a  national  chain 
operation  Al  least  3-5  years  expenence  required 
nnanaging  a  national  or  state  chain:  preferably 
publicly  traded  hospital,  healthcare  or  retail 
operation  High  rroral/ethical  standards  a  must 
Excellent  salary  and  benefits,  equity  possible 
Fax  resume  to: 
Dr.  Schultz  at  512/698-1564. 


Building  Systems 


9 


M    30  x60' 
xlO' 

«  $4,876 

BUILD  IT  YOURSELF  AND  SAVE  MONEY. 
5000  SIZES,  ALL  STEEL.  CALL  TODAY  FOR 
BROCHURE  ANO  PRICE  OUOTE. 

HERITAGE  Bl'lLDING  SYSTEMS 
800-643-5555 


Sales  Promotion/Marketing 


Sales  Leads  8,  Mailing  Lists 


•  9  Million  U  S  Businesses  ■ 

lelephone  Venlied  wilh  ''onlaci  N^me  and  Employee 

•  1.7  Million  High  Income  Atneriuns  ■  84  Million  Consumeis/flesidenis 

•  1.2  Million  DnaOiaii  Bu'.ineisei    •  OpporUiiiIy  Seekers 

FREE  Catalog  Call  (402|  331-7169  or  wile 
American  Business  Lists 

PO  Box  27347, DepI  01  062-nmatia,  NE  68127 


m 
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Business  Services 


RESEARCH  REP0R1S 

19,278  academic  topics  available' 
Send  $2  00  tor  the  272-page  catalog 
Custom-written  reports  also  available 
RESEARCH  ASSISTANCE 
11322  Idaho  Ave  ,#206BF, 
Los  Angeles,  C A  90025 
Toll  Free  Hotline:  800-351-0222 
(California:  310-477-8226) 


CO 


NEED  A 
NEWSLEHER? 


Our  one-stop  design,  printing  and 
mailing  service  makes  it  easy. 
Hundreds  of  satisfied  customers  nationwide. 
Free  info/prices:  (800)  359-5993 


'8:'  DATA  EXPRESS  IP 


Travel 


'J^ly  'Jree  vAth  Jree'^lier 

Join  30  frequent  traveler  programs 
and  enjoy  free  flights,  rental  cars  & 
fiolel  stays  Airlines,  fiotels  and  car 
renters  offer  Incredible  incentives  to 
get  your  business!  Send  $9.95 
or  SASE  for  more  information  to: 
FreeFlier,  Bowling  Green  Station 
Box  844.  New  Yor1<,  NY  10274-0844. 


Cable  TV 


CABLE  TV  DESCRAMBLERS 

CONVERTERS,  ACCESSORIES 

Name  Brands  Lowest  Prices  Best  Sen/ite. 
For  FREE  16'page  color  catalog  call 

"c'o'i«%"A'Nr  (800)  234-1006 


FREE  CATALOG!  1-800-345-8927 
JERROLD  HAMLIN  OAK  ETC. 

CABLE  TV  DESCRAMBLERS 


•  Special  Dealer  Pnces'  •  Compare  Our  Low  Retail 
Prices'  •  Orders  From  Slock  Shipped  Immediately' 
•  Guaranteed  Warranties  4  Prices' 
•  All  Maior  Credit  Cards 
PACIFIC  CABLE  CO.,  INC. 
7325'/2  Reseda.  Dept  857     Reseda,  CA  91335 
For  catalog,  orders  4  into    1-800- 345-B927 
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FOR  AD  RATES 
AND  INFORMATION 

mMBU5INE55t%WE£K 

BUSINESS  WEEK 
MARKET-PLACE 

PHONE: 

100  EAST  OHIO  STREET 

(312)337-3090 

SUITE  632 

OR  WRITE: 

flrlAlfinCIf  LHkL 

CHICAGO,  IL6061 1 
FAX:  (3 12)  337-5633 

Financial  Services 

BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 

My  new  Performance 

Ratings  of  all  NYSE 

stocks  show  200  ex- 

'remely  vulnerable 

stocks  (rated  8  or  9) 

-including  some  very 

'amous  names- 

which  I  believe  could 

'take  a  bath."  I'll  rush 

/ou  the  Performance 

Ratings  ($45  value)  as  a  bonus  with 

/our  subscription  to  The  Zweig  Fore- 

■)ast.  Time  is  crucial. 

Three-Month  Trial  $55. 
One  Year  $265.  Visa  or  MC 
1-800-535-9649  Ext.  9024. 

THE  ZWEIG  FORECAST 

'.0.  Box  2900,  Wantagh,  NY  11793-0926 

Education/Instruction 


IVIARTIN  ZWEIG 


COLLEGE  DEGREE 

BACHELORS  •  MASTEHS  •  DOCTORATE 

For  Work.  Llle  and  Academic 
Eiperience  •  No  Classroom 
Attendance  Required 

Call  (800)  423-3244 

or  send  detailed  resum6 
lor  Free  Evaluation 

Pacific  Western  University 

600  N  Sepulveda  Blvd  .  Dept  170 
Los  Angeles,  CA  90049  USA 


Earn  MBA  At  Home 

'  B.S.  program  aiso  available. 

•  All  COURSES  BY  CORRESPONDENCE 

'  Join  students  from  Fortune  500  companies. 

CHADWICK 


UNIVERSITY 
"Leoming  not  limited  by  classroom  walls- " 

For  Iree  catalogue  call:  1-800-767-2423 


MBA  Degrees 

through  home  study  in  Marketing, 
Management.  Human  Resources, 
Health  Care  Administration.  Save 
time,  effort  and  money  for  AA,  BBA 
&  MBA.  Get  the  facts  and  see  for 
yourself.  Call  (800)  477-2254, 
Southern  California  University,  202 
Fashion  Lane-BW,  Tustin  CA  92680 


IT  PAYS  TO  ADVERTISE 
IN  THE  BUSINESS  WEEK 
MARKET-PLACE 

The  Business  Week  Market-Place 
Section  is  a  special  advertising  fea- 
ture appearing  in  the  first  issue  of 
each  month.  The  Market-Place  pro- 
vides an  ideal  'Showcase'  for  ad- 
vertisers who  have  products 
or  services  that  appeal  to  Business 
Week's  more  than  6.8  million  re- 
sponsive readers. 

For  rates  and  information  write: 

BUSINESSWEEK 
MARKET-PLACE 
1 00  East  Ohio  St.,  Suite  632 
Chicago,  IL  60611 
or  call  (31 2)  337-3090 
or  FAX  (312)  337-5633 


Health/Fitness 


Executive  BackChair 


Engineered  for 
customized  orthopedic 
support  to  prevent  and 
relieve  back  pain. 

•  Forward  tilt 
feature 

•  Adjustable 
neck  rest 

•  Built-in 
adjustable 
lumbar  support 

As  mentioned  in 
the  Wall  Street  Journal 


Rarl-<5avpi-"  """EE  Color  Catalog 
PaCKjaVer  1-800-251-2225  or  write 
53  .JcKrcy  Ave.  Depl.  BWE.  Hollislon.MA  01716 


Sports  Equipment 


Batting;jS8({| 
At  Home 

Pitches  poly 
baseballs  up 
to  60  MPH, 
curveballs 
too.  Safe  for 
backyard. 

1-800-448-8867 

for  FREE  brochure 


Corporate  Gifts 


Ambassador  Lapel  Flags® 
Your  Logo  w/ith  any  2-flag  mix 
•  24K  Gold  fmished    •  Full  colors 

♦  100%  U  S  A. -made 
We  ll  custom-make  any  emblem  for  you' 
Delivery:  14  business  days  Worldwide 
TME  Co.,  Inc.       101  Bel  Air  Drive 
New  IVIilford,     CT     06776,     U  S  A. 
(800)  535-5255  •  Fax  (203)  354-2786 


Computers 


NEC 


Multisync  FG 
Color  Display 
Solutions 

•  IBM  PC  /  MS-DOS  and  Mjt 
compafible 

•AanjColor  Control  System  allow, 
you  to  adjust  on-screen  color.  Iti 
meet  your  individual  needs  and 
preferences 
■TWO  Year  Wan-anty 
Multisync  3FGx(  15")  $629 
Multisync  4FG  ( I5"  wuh  ActuCoiun  $749 
MuluSync  5FG(17"  wuh  AccuO.ion  $1339 
Multisync  6FG  (21"  wuh  AccuCoiori  $2769 


Pacific  Business  Systems 


7  Musick 
Irvine,  CA  92718 


(714)768-8114 


Wine  Cellars 


WINE  CELLARS  BY 

28  HANDMADE  WOOD  MODELS*  1 14  TO  3400  BOTTLES^ma'oeinusa 

FACTORY  DIRECT  TO  YOU  ^'^^TscovTr^'^" 

SUGG  YOUR 

RETAIL  COST 

S2495  $1695 

2995  1995 

2695  1795 

1395  995 

1795  1195 

2995  1995 

3995  2995 

Designers' non  wood  nnodel  60  bottle  glass  door  899  659 

Vinotemp  Int'l  ♦  1 34  W  1 3 1  st  St  {PO  box  6 1 6 1  EJ  ♦  Los  Angeles,  CA  90O6 1 
CALL  800/777-VINO  (777-8466)  or  213/719-9500  fax  213/719-9518 

IMMEDIATE  SHIPMENT  ON  MOST  MODELS  WE  WILL  NOT  BE  UNDERSOLD  ♦  CALL  US  FIRST 


MODEL 

DESCRIPTION 

APPRX  CAPACITY 

440 

Upright 

400 

700 

Uprigtit 

600 

296 

Credenza 

280 

114 

Compact 

114 

230 

Two  Doors 

230 

700FUR 

■Fur  Vault 

8  to  10  Furs 

700HH 

His  and  Hers 

300  bottles  4/5  Furs 

Corporate  Gitts 


100%  Cotton/ Your  Logo!  — 
Better  Than  Lacoste  or  Ralph  Lauren! 

Our  100%  Cotton,  American  Made  polo  shirts,  custom  embroidered  with  your  logo 
are  such  good  quality,  we  unequivocally  and  unconditionally  guarantee  them  for  an 
indefinite  period  of  time!  Free  shipping  for  international  orders.  For  a  price  list  and 
catalogue  please  call:  1-800-847-4478 
Fa.x  1-718-782-4614 

The  Queensboro  Shirt  Company 

Dept.  BW27,  U9N  1 1th  St.,  Greenpoint.  NY  11211 


Corporate 

150  PC.  minimum) 

Gain  recognition  from 
neckties  customized 
with  company  logo. 

Free  literature  upon  request. 

Barnard  Maine  ltd. 

33  Mead  Ave.  •  Cos  Cob 
CT  06807 .  U.S.A. 
DepLBW  (203)  869  3006 


Timely 
Reminder 

Special  Promotional  Offer— $19.50 

Send  us  your  color  logo  (stationery  or 
business  card).  We'll  reproduce  it  on 
this  deluxe  quartz  watch.  Limit:  3  per 
customer  at  $19.50  ger  watch  (plus  sales 
tax  CA  only).  Five-year  warranty. 

GREAT  AMERICAN  IMAGES 

One  Waters  Park  Drive,  Suite  21 3-BW 
San  Mateo,  CA  94403  (415)  358-0800 


IMAGE 
BUILDERS 


PROMOTE  YOUR  BUSINESS... 
EVERYDAY  LOW  PRICES  ON.. 


CHOOSE  FROM 
HUNDREDS  OF  TTEMS. 
CALL  FOR  FREE  CATALOG 


1-800-792-2277 

FAX  1-510-786-1111 
THE  CORPORATE  CHOICE 
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IT'S  CHIC  TO  BE  CHEAP: 

A  PENNY-PIHCHER'S  PRIMER 
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Scrimp,  scrimp,  scrimp. 
Tliat  homely  activity  is 
Mary  Hunt's  raison 
d'etre.  A  self-confessed  credit 
junkie  from  Southern  Califor- 
nia ("It  started  with  a  Texaco 
card"),  in  1982  Hunt  found 
herself  with  $100,000  in  debts, 
an  unemployed  husband,  and 
two  babies.  Hunt  changed  her 
life.  When  she  landed  a  good 
job,  she  kept  track  of  every 
dime  she  spent  and  worked 
the  family's  way  back  to  fi- 
nancial health.  Now,  she  and 
her  husband  co-manage  an  in- 
dustrial real  estate  company, 
they're  close  to  paying  off 
what  they  still  owe,  and  Hunt 
has  become  so  competent  at 
pinching  pennies  that  she 
teaches  others  the  fine  art 
through  Cheapskate  Month- 


ly, the  newsletter  she  pro- 
duces in  her  home. 

Finally,  Americans  are  re- 
covering from  a  20-year  addic- 
tion to  spending  that  has  left 
many  on  the  brink  of  financial 
peril.  Three  big  shockers — the 
stock  market  crash  of  1987, 
the  nationwide  real  estate 
bust,  and  a  recession  that  has 
permanently  wiped  out  hun- 
dreds of  thousands  of  jobs — 
have  jolted  consumers  into  re- 
alizing that  they  can't  eat 
their  Rolexes.  let  alone  their 
houses.  The  lesson  of  the  day, 
says  Marc  Eisenson,  who  pub- 
lishes The  Banker's  Secret 
Bulletin,  is  that  "in  an  effort 
to  collect  the  most  marbles, 
you  could  end  up  with  none." 
Personal-finance  commentator 
and   author  Jonathan  Pond 


agrees.  "I'm  calhng  the  '90s 
the  decade  of  fear,"  he  says. 

Of  course,  if  enough  people 
are  scared  witless,  then  being 
scared  witless  is  "in."  So,  the 
generation  that  took  conspicu- 
ous consumption  to  new 
heights  is  now  making  parsi- 
mony hip.  Ostentation  is  more 
likely  to  draw  a  sneer  than  a 
stare  of  envy. 

MORE  BOOZE.  In  New  York's 
cutting-edge  beach  resorts, 
it's  suddenly  passe  to  wear 
jewelry  with  your  jeans.  Wed- 
ding consultants  report  a 
trend  toward  smaller,  quieter 
affairs — taking  place  on  Sun- 
day afternoons  rather  than  on 
costlier  Saturday  nights.  Ac- 
cording to  American  Demo- 
graphics magazine,  the  only 
item  on  which  people  age  35 


one? 


to  44  spend  significantly  mon 
now  than  three  years  ago  i; 
booze — presumably  to  kill  th( " 
economic  pain. 

If  vendors  capitalized  or 
the  money-is-no-object  ethos 
of  the  '80s,  they're  now  realiz  I  m 
ing  they  can't  ignore  the  radi  *i't! 
cal  chic  in  which  less  is  more 
Warehouse  clubs  and  super 
discount  chains  are  drawing 
more  customers,  even  thougl te 
retailers  as  a  group  fac€«stj 
tough  times.  Consumers,  es-filii 
pecially  middle-class  families 
have  proved  they'll  put  up 
with  a  little  inconvenience  tc*i] 
buy  20  chicken  breasts  for  tht  ut  i 
price  of  three.  So,  businesses 
that  give  them  an  opportunity  * 
to  save  could  find  themselvesptei 
with  an  edge. 

Still,  for  most  of  the  baby- 


ear 
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oom  generation,  belt-tighten- 
ig  seems  almost  unnatural, 
arents  and  grandparents 
ho  lived  through  wars  or  de- 
ressions  never  took  prosperi- 
'  for  granted,  but  the  boom- 
's believed  there'd  always  be 
lOre,  more,  more.  To  help 
lem  do  what  they've  never 
)ne  with  any  seriousness  be- 
)re— save  money — a  host  of 
)st-cutting  experts  has  gone 
to  the  self-help  business  (ta- 
e).  If  you  don't  think  you 
m  put  away  a  couple  hun- 
ted dollars  a  month,  they 
•oclaim,  you're  dead  wrong, 
urthermore,  they  offer  terri- 
'ing  predictions  of  what  will 
ippen  if  you  continue  your 
•ofligate  ways.  "Go  down  to 
le  Golden  Arches,  put  on  a 
,tle  cap,  look  in  the  mirror, 
id  imagine  yourself  at  75," 
lys  Pond,  whose  pet  cau.se  is 
tirement  planning. 
Whether  you're  saving  for 
d  age  or  trying  to  pay  off  a 
)zen  credit-card  balances, 
e  first  step  is  to  get  a  grip 
1  your  cash  flow.  That  raises 
e  burning  question,  to  bud- 
it  or  not  to  budget?  "To  me 
s  a  dirty  word,  like  diet," 
^ys  Hunt.  "It  doesn't  work." 
isenson  thinks  budgets  are 
sentially  irrelevant  to  sav- 
g  money.  "Any  idiot  can  fig- 
•e  out  that  he  can  save  $300 
year  by  skipping  his  deli- 
)ught  danish  and  coffee  in 
e  morning,"  he  scoffs. 
But  Larry  Roth,  who  pro- 
ices  Lmng  Cheap  News, 
inks  budgets  can  help  solve 
at  ancient  mystery,  "Where 
les  money  go?"  Indeed,  for 
!ople  who  can't  figure  out 
hat  happened  to  the  $100 
ey  withdrew  from  the  cash 
achine  this  morning,  whip- 
ng  out  a  pencil  and  going 
'er  the  day  will  make  it  un- 
easantly  clear  how  much 
oney  is  being  wasted. 
Reading  your  checkbook 
n  be  equally  enlightening, 
ust  you  pay  $1,000  a  year 
r  a  health  club  membership, 
■  could  you  work  off  your 
lb  in  the  park?  Have  you 
eated  your  spouse  so  badly 
at  nothing  less  than  a  $200 
rthday  present  will  do?  How 
any  pairs  of  back-to-school 
leakers  can  your  10-year-old 
ear  at  once?  When  the 
lostly  voice  of  yuppiedom 


whispers,  "But  everybody 
else  . . . ,"  tell  it  to  shut  up. 
Also  remember  what  the  rich 
have  known  all  along:  Save 
enough  on  taxis,  and  you 
have  airfare  to  Biarritz. 
PAINLESS  PROGRAM.  A  rea- 
sonable savings  goal,  say  the 
superscrimpers,  is  IWc  to  20% 
of  your  gross  income.  Your 
highest  priority  for  that  extra 
cash  should  be  to  pay  down 
debt.  In  today's  environment, 
"if  you're  leveraged  even  with 
a  mortgage,  you're  buying 
money  for  more  than  you  can 


sell  it  for,"  says  Roth,  whose 
book  and  newsletter  focus  on 
real  estate  and  urban  life- 
styles. 

Eisenson,  who  specializes  in 
debt  management,  points  out 
that  if  you're  carrying  a 
$2,000  credit-card  balance  and 
making  only  the  minimum 
payment  every  month,  you'll 
be"  paying  off"  that  $2,000  for 
the  next  33  years,  and  your 


final  cost  could  include  more 
than  $7,000  in  interest.  (Hence 
the  name  of  Eisenson's  corpo- 
rate venture.  The  Banker's 
Secret.)  He  sells  a  $28  soft- 
ware program  that  helps  you 
calculate  how  fast  you  can 
erase  credit-card  debt  with 
regular  or  irregular  additional 
payments,  depending  on  what 
you  owe  and  how  much  extra 
you  can  afford. 

Similarly,  prepaying  a  mort- 
gage not  only  builds  equity  in 
your  home  faster  but  frees 
cash  for  other  goals.  Law- 


rence Hagemann,  a  manager 
for  a  Chicago  company  that 
makes  subway-car  doors, 
used  another  Eisenson  pro- 
gram to  prepay  his  mortgage 
so  he'd  be  debt-free  when  his 
daughter  matriculated  as  a 
college  freshman.  Hagemann 
says  the  process  was  practi- 
cally painless. 

Once  you're  no  longer  neck- 
deep  in  debt,  you  can  invest 


your  savings.  Here,  too,  it 
pays  to  pinch  pennies:  The 
less  you  shell  out  in  commis- 
sions, loads,  and  other  ex- 
penses, the  more  money  you 
have  to  grow.  For  example,  if 
you  already  know  a  stock  you 
want  to  buy,  why  go  to  a  full- 
service  broker  when  you  can 
use  a  discounter?  In  his  savvy 
(but  sometimes  grammatically 
murky)  book,  Scrooge  Invest- 
ing, Mark  Skousen  lists  111 
ways  to  slice  costs  off  every- 
thing from  stock  purchases  to 
insurance  premiums. 

The  biggest  mistake  people 
make  is  in  thinking  that  small 
savings  can't  make  much  of  a 
difference.  Jackie  Iglehart, 
publisher  of  The  Penny 
Pincher,  became  a  proud  mi- 
ser when  her  husband  lost  his 
job  at  Siemens  Medical  Sys- 
tems 18  months  ago.  Most  of 
her  money-saving  techniques 
have  to  do  with  home  econom- 
ics— and  they  add  up.  Iglehart 
calculates  that  her  $129  elec- 
tric breadmaker  will  save  her 
$500  a  year.  She  keeps  five 
chickens,  who  each  lay  about 
an  egg  a  day.  "People  hear  I 
save  $1,000  a  month,  and 
they're  amazed,"  Iglehart 
says.  "But  it's  easy." 
DEEP  PLEASURE.  Sooner  or  lat- 
er, tightwads  will  tell  you, 
saving  money  becomes  deeply 
pleasurable.  They  insist  that 
thrift  enhances  rather  than  di- 
minishes your  quality  of  life. 
Vacationing  off-season,  you'll 
beat  the  tourist  crowds;  cook- 
ing from  scratch,  you'll  eat 
healthier;  buying  used  furni- 
ture and  wearing  old  clothes, 
you'll  achieve  that  coveted 
style  called  attitude. 

No  two  people  save  money 
the  same  way,  but  everybody 
has  a  method.  So  it's  fruitful 
to  get  others'  ideas.  Perusing 
the  tightwad  press,  you'll  not 
only  learn  how  to  spend  less, 
you'll  also  laugh  your  head 
off.  Some  suggestions  are  re- 
volting (re-use  coffee  grounds 
to  make  another  pot;  take 
more  showers  instead  of  buy- 
ing deodorant).  Others  are  ab- 
surd (buy  a  goat  to  mow  your 
lawn;  marry  rich).  Still,  their 
earnestness  can  be  inspiring. 
Remember,  you're  in  the  van- 
guard of  a  movement.  It's 
cool  to  redeem  empty  soda 
cans.  Joan  Warner 


BEDSIDE  READING 
FOR  FRUGALITY  FREAKS 


Living  Cheap:  The  Survival  Guide  for  the  Nineties 

by  Larry  Roth  (Ropubco,  $14.95) 

1,001  Ways  to  Cut  Your  Expenses  by  Jonathan  D.  Pond 
(Dell,  $8) 

Personal  Budget  Planner  by  Eric  P.  Gelb  (Career 
Advancement  Center,  $19.95) 

Scrooge  Investing  by  Mark  Skousen  (Dearborn  Financial 
Publishing,  $19.95) 


NEWSLETTERS 


Cheapskate  Monthly  ($  1 2.95  a  year;  3 1 0  630-8845) 

Living  Cheap  News  (10  issues,  $12  a  year;  408  257-1680) 

The  Penny  Pincher  (bimonthly;  $  1 2  a  year;  5 1 6  724- 1 868) 

The  Banker's  Secret  Bulletin  (quarterly;  $19.95  a  year; 
914  758-140) 

The  Tightwad  Gazette  (monthly;  $12  a  year; 
207  524-7962) 
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MOTOROLA'S 
MICROTAC  LITE 
IS  LESS  THAN  8 
OUNCES 

YOU  see  them  all  around 
you — on  commuter 
trains,  at  ball  g;ames, 
walking  down  the  street — 
people  talking  into  handheld 
phones.  If  you  need  to  stay  in 
constiint  touch  with  your  of- 
fice, or  if  long  lines  at  pay 
phones  are  getting  you  down, 
you,  too,  may  be  ready  to  cut 
the  cord. 

Today's  portable  cellular 
phones  are  smaller,  lighter, 
and  cheaper  than  ever.  Extra 


Telephones 

THE  NEW 

SLIMMED-DOWN 

CELLULARS 


functions,  such  as  paging, 
new  designs,  and  longer  bat- 
tery life,  which  allows  for 
more  talking  per  charge,  have 
added  to  their  appeal. 
HEFTY  BARGAINS.  In  choosing 
a  portable,  stick  with  name 
brands  such  as  Motorola,  Fu- 
jitsu, Panasonic,  NEC,  Audio- 
vox,  Oki,  Nokia,  and  Mitsubi- 
shi. Consider  where  and  when 
you  will  use  the  phone.  Do 
you  want  to  carry  it  in  the 
breast  pocket  of  your  jacket, 
your  purse,  your  briefcase,  or 
on  your  belt? 

If  size  is  an  issue.  Motoro- 
la's MicroTac  models  flip  shut 
for  the  most  compact  pack- 
age. But  keep  in  mind  that 
the  smaller  the  phone,  the 
bigger  the  price  tag.  The 
MicroTac  Lite  and  NEC's  P600 
both  weigh  less  than  8  ounces 


and  usually  retail  for  upwards 
of  $1,000'.  The  P600  looks 
more  like  a  TV  remote  control 
than  a  phone,  which  NEC  says 
makes  it  easier  to  hold. 

For  ease  of  dialing,  Pana- 
sonic's PalmPhone  ($1,000)  of- 
fers bigger-than-average  keys 
and  a  large  liquid-crystal  dis- 
play screen.  And  to  help  light- 
en your  load,  the  Oki 
900"  ($750)  doubles  as 
a  pager.  There  are  bar- 
gains on  the  heavier 
end  of  the  scale 
Audiovox's 
10.5-ounce 
MVX500  runs 
about  $500. 

Many  manu 
facturers  offer 
deluxe  and  basic 
versions    of  the 
same    phone.  At 
about  $850,  Fujit- 
su's 9-ounce  Stylist 
comes  with  a  second 
battery,  leather  carry- 
ing case,  and  car  ciga- 
rette-lighter adapter. 
The  Pocket  Command 
er — the  same  item  with 
out  the  accessories — costs 
$795.  But  it  often  makes 


^^^^ 


sense  to  Iniy  the  deluxe  mode 
since  most  owners  wind  u 
purchasing  a  second  batter 
for  $65  to  $85.  Other  popula 
add-ons  include  a  rapid  char 
er  and  a  car  adapter  with  a 
antenna  and  a  hands-fre 
speaker  attachment. 
SYSTEMS  CHECK.  It  makes 
difference  where  you  pu 
chase  your  phone.  Most  citie 
have   two   cellular  systems 
and  dealers  are  usually  affil 
ated  with  one  or  the  other.  S 
before  you  buy,  settle  on  th 
service  that  best  fits  you 
needs,   based  on  monthi 
ees,  per-minute  charge 
and  coverage  area. 
All  cellular  quality 
not  the  same,  so  as 
lends   who  alread 
iwn  portable  phone 
about  the  clarity  o 
their  service.  Tha 
way,  once  you  hav 
your  portable,  yo 
never  have  to  rel 
on    pay  phone 
Lois  Therrie 


THE  OKI  900 
MODEL  DOES 
DOUBLE  DUTY 
AS  A  PAOER 


Are  you  growing  leery  of 
the  prolonged  rally  in 
bank  stocks?  If  so,  you 
might  want  to  seek  some 
safety  in  trust  banks.  They 
may  not  have  the  appeal  of 
high-flying  superregionals, 
but  it's  also  the  case  that 
trust  banks  don't  depend  on 
the  low  interest  rate  environ- 
ment that's  driving  most 
bank  stocks  these  days. 

Unlike  conventional  banks, 
trust  banks  make  very  few 
loans.  So  the  enormous 
spread  between  loan  r-ates 
and  the  cost  of  money  has 
little  effect  on  them.  Instead, 
they  provide  trusteeship 
and  custodial  services  for 
the  huge  stock  and  bond 
portfolios  of  corporations, 
pension  funds,  mutual 
funds,  and  individuals. 
STEADY  GAINS.  Back-of- 
fice  chores, .  such  as  set- 
tling trades  and  churning 
out  statements,  may  not 
sound  glamorous.  But 
they  generate  huge  fees. 
The  return  on  equity  at 
trust    banks  averages 


Smart  Money 

BANKS  THAT  LEND  LITTLE 
MIGHT  JUST  OFFER  YOU  A  LOT 


more  than  18%,  compared 
with  147o  at  many  better-per- 
forming regional  banks.  And 
while  shares  in  trust  banks 
are  hardly  hot  performers, 
analysts  are  betting  that 
they  will  continue  to  climb, 
even  if  the  ardor  for  bank 
stocks  cools. 

If  that  sounds  enticing, 


AN  ANALYST'S 
TRUST  BANK  PICKS 


Bank  share 

Price- 

price  on 

earnings 

July  6.  1992 

ratio* 

STATE  STREET  BOSTON  36% 

17.2 

NORTHERN  TRUST  59 

13.7 

U.  S.  TRUST  48% 

11.9 

TOP  25  BANKS 

9.8 

*Based  on  projected  1993  earnings 

DATA  AlEX  BROWN  8.  SONS  INC. 


there  are  a  few  banks  you 
can  zero  in  on.  High  on  ana- 
lysts' lists  is  State  Street 
Boston.  With  more  than  $1 
trillion  in  assets  under  custo- 
dy and  a  vast  data  process- 
ing operation.  State  Street  is 
the  biggest  and  probably 
best-known  trust  bank. 
Because  there's  little  loan 
risk,  the  stock  isn't  cheap. 
State  Street  is  trading  at 
a  stiff  price-earnings  ratio 
of  17.2,  vs.  9.8  for  the  top 
25  banks.  But  analyst 
John  Heffern  of  Alex. 
Brown  &  Sons  believes 
State  Street  will  be  a  sol- 
id, steady  performer  for 
some  time.  The  bank's 
earnings,  he  predicts,  will 
rise  8%  this  year,  to  $1.95 
a  share.  He  sees  a  further 
W/o  gain  in  1993. 


Heffern  forecasts  even 
bigger  profit  gains  for  Chica 
go-based  Northern  Trust.  He 
sees  earnings  rising  13%  in 
1992,  to  $3.85,  and  12%  next 
year.  And  while  Northern 
Trust  has  been  a  more  active 
lender  than  State  Street,  bad 
loans  account  for  less  than 
1%  of  its  portfolio. 

Another  factor  pushing 
Northern  Trust's  share  price 
higher  is  a  periodic  rumor 
that  the  bank  may  be  ac- 
quired. Says  Advest  analyst 
Frank  Barkocy:  "It's  a  clean 
well-run  institution  and  obvi- 
ously a  prize  acquisition." 

You  might  also  want  to 
take  a  look  at  U.  S.  Trust 
Although  much  smaller  than 
the  other  trust  banks,  the 
New  York  bank  is  relatively 
cheap,  with  a  p-e  of  11.9. 

Keep  in  mind  that  invest- 
ing in  trust  banks  doesn't 
promise  quick  riches.  But 
they're  relatively  safe  and 
dependable.  That's  saying  a 
lot,  given  the  uncertainties 
facing  many  banks  these 
days.  Jofm  Meehan 
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Progressive  corporations  all  over  the  world 
are  turning  desk  chairs  into  seats  of  learning. 
Corridors  into  study  halls.  And  smart 
employees  into  smarter  ones  with 
BusinessWeek  Advance,  an  invaluable  group 
of  executive  services  from  the  publisher  of 
BusinessWeek  magazine. 

BusinessWeek  Advance  puts  the  high- 
impact  information  of  BusinessWeek  into  your 
executives'  hands — and  minds — every  week. 
But  more  than  that,  we'll  customize  our 
program  to  suit  your  needs. 

We'll  express-deliver  BusinessWeek  to 
brief  your  executives  early.  Enclose  your 
personal  message  to  your  staff.  Send 
proprietary  reports  and  analyses  from 
prestigious  institutions.  Supply  your  staff 
with  developmental  materials.  And  more. 

Providing  BusinessWeek  Advance  to  your 
employees  can  result  in  smarter  decisions. 
Higher  morale.  Strengthened  confidence. 
And  better  performance. 

But  BusinessWeek  Advance  does  more 
than  make  your  executives  more  valuable  to 
your  corporation.  It  makes  your  corporation 
more  valuable  to  your  executives. 

FOR  MORE  INFORMATION, 
CALL  212-512-3578. 
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1221  Avenue  of  the  Americas, 
New  York,  New  York  10020 


ersonal  Business 


Travel 


A  FEW  TASTY 
BITES  OF  THE 
BIG  APPLE 


In  mid-July,  the  Democratic 
convention  will  add  40,000 
visitors  to  Manhattan's 
crowds.  So  even  people  who 
can  pay  any  price  to  get  into 
The  P'our  Seasons  or  Guys 
and  Dolls  may  find  them- 
selves out  of  luck.  But  don't 
fret  if  the  best-known  attrac- 
tions are  thronged.  Here's  an 
insider's  guide  to  alternatives: 

DINING  Without  advance  no- 
tice of  a  week  or  more,  forget 


NEWLY  EXPANDED:  THE 
GUGGENHEIM  MUSEUM 


the  four-star  French  restau- 
rants in  midtown  (Lutece,  Le 
Cirque,  Le  Bernardin).  You 
might  luck  out  in  midweek  at 
the  newest  addition  to  the  list, 
Bouley  (165  Duane  St., 
608-3852),  downtown  in 
Tribeca.  If  not,  at  three- 
star  Le  Perigord  (405  E. 
52nd,  755-6244),  owner 
Georges  Briguet  makes 
everyone  feel  like  royal- 
ty. A  young  chef  from 
Lutece  reigns  at  the  col- 
orful, new  La  Topiaire 
(120  W.  45th,  819-1405) 
off  Times  Square. 

To  dine  or  drink  and 
savor  a  great  view  of  the 
area's  hubbub,  seek  out  2 
Times  Square  in  the  new 
Ramada  Renaissance  Ho- 
tel (7th  Ave.  and  47th). 


OFF-BROADWAY  HIT:  BLUE  MAN  GROUP'S  ART  AMUSES 
AUDIENCES  OF  ALL  AGES  WITHOUT  A  WORD  BEING  UTTERED 


For  Italian  cuisine  at  mod- 
erate prices,  a  bright  chef 
who  was  formerly  with  Spago 
serves  up  California-style  fare 
at  Dolce  (60  E.  49th,  692-9292). 
At  Trattoria  dell'Arte 
(900  7th  Ave.,  245-9800), 
the  big  anatomical  art- 
works are  amusing,  the 
antipasto  is  bountiful. 

If  you  favor  Chinese, 
Flower  Drum  (856  2nd 
Ave.,  697-4280)  near  the 
U.  N.  is  less  busy  at 
dinner  than  at  lunch- 
time.  And  in  China- 
town's new  Hotel  Ma- 
ria, Pacifica  specializes 
in  seafood,  Hong  Kong- 
style  (138  Lafayette  St., 
'.»41-4168).  There's  exotic 
luxury,  too,  at  a  much-praised 
new  arrival,  Jewel  of  India  (15 
W.  44th  St.,  869-5544). 

Near  Lincoln  Center,  Cafe 
Luxembourg  (200  W.  70th,  873- 
7411)  has  lively  crowds  and 
brasserie-type  cuisine.  Fresh 
seafood  and  oceanside  decor 
made  Fishin  Eddie  (73  W.  71st, 
874-3474)  an  instant  success 
when  it  opened  last  fall.  This 
summer's  lures  for  the  young 
and  trendv  are  downtown: 


Boom,  Felix,  and  Metro  CC. 

SHOWS  If  the  SRO  sign  is  up 
at  Crazy  for  You  and  Miss 
Saigon,  head  Off-Broadway 


viewing  some  real  wildlife  cai 
be  calming.  The  modernizei; 
Central  Park  Zoo  is  open  dailj 
until  5  p.m.  And  all  sorts  oil 
North  American  creatures  iri 
habit  a  new  11-acre  Queen 
Zoo  (718  271-7761),  just  2; 
minutes  from  Times  Squar 
via  the  No.  7  Flushing  line. 

A  must  for  art-lovers  is  th 
expanded  Guggenheim  (5tl 
Ave.  and  89th  St.,  423-3500; 
Closed  for  three  years,  Fran^ 
Lloyd  Wright's  recently  r( 
opened  masterpiece  show 
cases  20th  century  art.  Adult 
and  kids  alike  will  enjoy  a  dil 
ferent  kind  of  museum:  mic 
town's  gleaming  new  Museur 
of  TV  &  Radio  (25  W.  52nd  St 
621-6600). 


CAMCORDER  CITY:  ELECTRONICS 
BUFFS  MOB  47TH  STREET  PHOTO 


m 


FAVORED  CURRY:  MIDTOWN'S 
JEWEL  OF  INDIA  RESTAURANT 


to  Ruthless  (254-5076,  $37.50), 
a  very  funny  musical  that 
blends  Gypsy  with  The  Bad 
Seed.  Blue  Man  Group  (254- 
4370,  $35)  is  Off-Broadway's 
highly  offbeat  trio  in  blue- 
face.  They  mix  slapstick  with 
sophisticated  pokes  at  avant- 
garde  art  and  music  to  make 
audiences  of  all  ages  laugh. 

To  trim  theater  costs,  many 
visitors  line  up  at  3  p.m.  daily 
at  the  TKTS  booth  on  47th  St. 
in  Times  Square.  It  sells 
half-price  tickets  (cash 
only)  to  evening  perfor- 
mances of  nearly  every 
show  in  town.  You  can 
beat  the  lines  by  using 
the  mezzanine  TKTS  booth 
at  No.  2  World  Trade 
Center,  which  opens  at  11 
a.m.  And  a  third-floor 
desk  at  Bloomingdale's  on 
59th  St.  sells  same-day 
tickets  to  a  select  group 
of  shows  at  10%  to  35% 
off,  credit  cards  accepted. 

SIGHTS  If  New  York 
lifestvles  seem  too  wild. 


DEALS  No  pool  at  you 
j-fC  hotel?  By  showing  an; 
hotel  room  key,  you  ca; 
swim  and  work  out- 
free — at  the  health  clu 
in  the  renovated  Shero 
ton  Manhattan  (51st  S1 
&  7th  Ave.,  581-3300 
Midtown's  best  place  t 
catch  a  movie  is  at  th 
uncrowded  six-scree 
Worldwide  (50th  Si 
west  of  8th  Ave.). 

For  good  deals  o 
stereos,  camcorders 
and  such,  visitors  pack  47t 
Street  Photo  at  37  W.  47th  S' 
But  shopping  is  easier  tw 
blocks  away  at  the  115  W 
45th  St.  branch.  Both  store 
are  closed  Saturday,  ope 
Sunday.  Or,  at  15  Park  Row 
near  City  Hall,  j&r  is  a  bi 
discounter  that's  open  ever 
day.  Don  Dun 


Worth  Noting 

■  BOND  BUYS.  As  interest 
rates  dive  to  3%  or  so  on  CDs 
and  money  market  accounts 
the  tax-deferred  "guaranteed 
minimum  6%"  on  Uncle 
Sam's  EE  savings  bonds 
looks  hugely  attractive.  But 
keep  in  mind  that  bonds 
must  be  held  at  least  five 
years  to  earn  that  return 
You  can't  redeem  them  in 
less  than  six  months.  Then 
they  pay  about  4.3%  after 
one  year,  4.6%  after  two,  5f' 
after  three,  and  5.5%  after 
four.  You  can  invest  up  tc 
$15,000  a  year. 
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PERSONAL  BUSIN 


SOME  DAY,  ONE  OF 
US  MAY  NEED  THE 
LATEST  MEDICAL 
INFORMATION. 

Robust  and  carefree  today,  we  seldom 
think  about  the  time  when  we  or  a  loved 
one  will  face  a  health  problem. 

•"My  eight-year-old  has  been  diagnosed  as 
'hyperactive.'  Our  pediatrician  umnts  to  put 
her  on  the  drug  Ritalin.  Please  send  me  infor- 
mation on  Ritalin  and  ADHD  Disorder. " 

*"l  have  rheumatoid  arthritis.  Before  I'm 
told  1  will  need  more  joints  in  my  body 
replaced,  can  you  find  any  ivork  being  done  on 
synthetic  tendons?" 

*"What  does  the  literature  say  about  cataract 
extraction  for  an  individual  who  has  macular 
degeneration?" 

These  are  typical  questions  phoned  to 
the  Medical  Information  Service.  Now 
accessible  to  every  one  is  information 
selected  and  abstracted  from  more  than 
5,000  medical  articles  written  every  day  in 
3,500  journals.  They  contain  the  facts  to 
help  you  make  intelligent  decisions  about 
your  health,  or  the  health  of  your  children, 
spouse,  parents,  friends,  employees. 

In  this  age  of  information,  you  deserve 
unbiased,  current  medical  information 
...your  second  opinion,  from  the  ivorld's 
experts.  For  a  nominal  charge,  the  Medical 
Information  Service  assembles  summaries 
and  references  for  the  medical  subject  you 
specify  to  us  by  phone. ..mailed  to  you 
within  24  hours. 

If  you  need  us  now,  or  want  details  on 
file  for  the  day  you'll  seek  that  intellectual 
control  of  a  health  problem,  call: 

MEDICAL 

INFORMATION 

SERVICE 

PHONE  1-800-999-1999 

Medical  Information  Service  is  a  part  of  the 
Palo  Alto  Medical  Foundation,  a  non-profit 
organization  founded  60  years  ago,  dedicated 
to  medical  research,  education  and  patient  care. 


Lots  of  mice  feel  good,  but  until  you've  tried  MouseMon  -  the  world's  first  rigfit  handed,  left  handed, 
and  cordless  mice  -  you  won't  know  how  much  better  a  mouse  can  feel.  In  a  survey  of  2,000  experienced  mice  users, 
77%  agree  MouseMan  feels  better  than  anything  they've  ever  laid  their  hands  on. 
At  computer  dealers  everywhere,  1-800-231-7717 


Right  otid  lett  bonded  cmded  versions  S  iigbl  hondcd  coidlcss  toi  IBM-type  PCs,  tight  hjnded  (otded  vetsions  lot  MACs 
itodemotks  belong  lo  legisteted  owneis  GSi  oppioved 
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UNFORnnumx 

THEMTO 
AMAirS  HEART 

REAUYIS 
THROUGHHIS 

STONACH. 


I 


JlSISilSSiMHI 


While  your  cooking  was               Fortunately,  you  con  help  coll  1-800-EAT-LEAN. 

supposed  to  help  you  win  reduce  your  risk  simply  by  eating  Don't  let  yourself  be  counted 

someone's  heart,  it  may  also  a  low-fat  diet  containing  lots  of  among  the  thousands  of 

help  you  destroy  it.  fruits  and  vegetables,  whole  people  every  year  who  literally 

Because  a  diet  thofs  too  groin  foods,  lean  meats,  fish,  eat  their  hearts  out. 

high  in  fat  may  increase  the  risk  poultry  and  low-fat  dairy  products.  —               F  irAM 

of  heart  disease  as  well  as  cer-          For  a  free  booklet  on  how  J"Silin"rllT*l  r  AN 

tain  kinds  of  cancer.  to  reduce  the  fat  in  your  diet,  I  OUU  LMI  LLMIl 

^0    A  public  service  message  tiorn  The  Henry  J  Kaiser  Farmilv  Foundation, 
98D-CA 


ex  to  Companies 

X  gives  the  starting  page  for  a  story  or  feo- 
a  significant  reference  to  a  company.  Most 
ies  ore  indexed  under  their  own  names, 
ies  listed  only  in  tables  are  not  included. 
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Crop  Genetics  73 
Cruise  Lines  60 
Credit  Lyonnais  41 
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Daiwo  Securities 

America  78 
Dotoquest  85 
Dean  Witter  Reynolds  85 
Donaldson  Lufkin  & 

Jenrette  81 
Duquesne  Light  73 


Eli's  Chicago's  Finest 

Cheesecake  68 
ENI  40 
Entergy  68 

Environmental  Safety  First 
Industries  76 


Financial  Guaranty 

Insurance  78 
First  Boston  20 
First  Choice  Securities  76 
First  Jersey  Securities  76 
First  Securities  Group  76 
First  Union  60,  68 
Fremont  General  78 
Frigidaire  60 
Fujitsu  96 
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GE  7,60 

GE  Capital  78 
General  Mills  60 
Getty  Petroleum  31 
Gilford  Securities  85 
GM  7,31,60,68 
Goldman  Sachs  40 
GPA  Group  78 
GRID  Systems  85 
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Henley  Group  37 
Hewlett-Packard  86 
Hibbord  Brown  76 
Honeywell  60 
Hughes  Aircraft  60 


Kissinger  Associates  41 
Kohlberg  Krovis  Roberts  70 


Lehman  Brothers  78 

Leo  Burnett  74 

Leslie  Fay  81 

Living  Cheap  News  94 

Lockheed  41 

Loeb  Associates  85 

Loral  41 

Lotus  Development  86 
LTV  41 
Lufthansa  40 
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Mocy(R.H.)  81 
Marion  Merrell  Dow  34 
Martin  Marietta  41 
McGraw-Hill  22 
M.D.  Soss  Investors 

Services  80 
Merck  32 
Merrill  Lynch  78 
Metromedia 

Communications  81 
Michael  Baker  25 
Micro  Center  85 
Microsoft  13,86 
Miller  Brands 

Milwaukee  74 
Miller  Brewing  74 
Mitsubishi  96 
MMS  International  22 
Moody's  Investors 

Service  60 
Morgan  (J. P.)  43 
Motorola  96 
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IBM  86 

Industrial  Bonk  of  Jopon  43 
In  Stot  60 
Interbrond  42 
International  Telechorge  7 
Interstate/ Johnson 

Lane  81 
Ironwood  Copitol 

Partners  78 
Itel  Rail  78 


John  Hancock  76 
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Nabisco  Brands  70 
NEC  96 

New  York  Times  25 
Nike  42,74 
Nikko  Securities  43 
Nokia  96 

Nomura  Securities  43 
Northern  Trust  96 
Northrop  41 
NTS  7 


Ohio  Edison  73 
Oki  96 


Panasonic  96 
Paperback  Software 

International  86 
Paramount  Pictures  73 
Pekin  Energy  31 
Pentlond  Group  42 
Pfizer  29,88 
Philip  Morris  70 
Pittsburgh  Steelers  25 
PNC  Financial  60 


Kaufhof  Holding  42 


Raytheon  41,60 
Reebok  42 
Resurgens 
Communications  81 


Ritz  Carlton  Hotel  7 
RJR  Nabisco  70 
Ryan  Lobs  80 
Ryder  System  60 
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Salomon  Brothers  78 
Sandoz 

Phormoceuticols  88 
Sonford  C.  Bernstein  80 
Sega  Enterprises  86 
Sheorson  Lehman  40 
Sherwin-Williams  60 
Siemens  94 
SnyderGeneral  25 
Sports  42 

State  Street  Boston  96 
Stone  Savannah  River 

Pulp  68 
Strotton  Oakmont  76 
Stuart-Jomes  76 
Subaru  74 
Sun  Microsystems  86 
Swiss  Bonk  40 
Symantec  86 
SynderGeneral  60 
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Tandy  85 
Telekom  40 
Telesphere  7 
The  Banker's  Secret 

Bulletin  94 
The  Penny  Pincher  94 
Thomson-CSF  41 
Time-Life  Libraries  73 
Time  Warner  73 
Torrington  68 
Total  40 
Toyota  68 
Trout  &  Ries  74 
Trust  Co.  of  the  West  80 
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Unisys  86 
United  Airlines  34 
Usinor  Sacilor  40 


Vector  Securities 

International  32 
Visa  74 
Vontobel  81 
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Wal-Mart  Stores  13 
Walt  Disney  73 
Walter  Industries  78 
Warner-Lambert  88 
W.B.  Johnson  Properties  7 
Weiss  Research  33 
Wells-Gardner 

Electronics  81 
Wheat  First  Securities  70 
Wieden  &  Kennedy  74 
Wilson  Report  74 
Wisconsin  Power  & 

Light  73 
Wolf  (F.N.)  76 
Wyeth-Ayerst  88 


Money  Making 
Discovery  For 
Sales  Executives! 

Imagine  finding  a  hidden  universe  with 
thousands  of  emerging  private  firms  where 
last  year  one  in  seven  expanded  employ- 
ment by  over  25%,  and  the  5,000  fastest 
growing  grew  by  an  average  of  23%  ... 
creating  502,000  new  jobs  and  the  need  for 
almost  every  kind  of  business  product  or 
service  -  everything  from  office  equipment 
to  disability  insurance  to  real  estate. 

A  little  known  sales  tool  that  tracks 
these  companies  is  making  money  for  sales 
executives  who  use  it.  Called  the 
CORPTECH  DIRECTORY,  it's  the  only 
resource  available  that  uncovers  America's 
emerging  sector  of  technology  manufac- 
turers. Think  of  it!  While  most  of  the 
economy  is  hurting,  these  companies  are 
growing.  CorpTech  gives  you  their  names, 
geographic  location,  growth  rates  for  each 
company,  plus  names,  titles,  and  respon- 
sibilities of  their  1 1 1 ,000  key  executives. 

"Great  investment  ...  made  money  by 
quickly  and  easily  identifying  customers  for 
specific  products,"  Mike  Mueller,  Manager, 
Mitsubishi. 

Free  fact  kit  shows  20  money-making 
ways  this  sales  tool  can  revitalize  your  sell- 
ing efforts.  Call  1-800-333-8036  or  mail 
name  and  address  to  CorpTech,  Dept  BSW, 
12  Alfred  Street,  Wobum,  MA  01801. 


When 
you  give  blood 
you  give 
anomer 

birthday 
another  laugh, 
another  hug, 

another 

chance. 

+ 

Amiericaii  Bed  Cross 

Please  give  blood.  «. 
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AT6tT  •  AAL  •  ACM  Aviation.  Inc  •  Addison  Flight  Services  •  Advertising  Illustration.  Inc  •  Aero  Flight  Service  •  Aerojet  General  Corporation  •  Aeroquip  Corporation  •  Aetna  Life  & 
Casualty  •  AIG  Aviation,  Inc  •  Air  Products  &  Chemicals,  Inc  •  Aircraft  Services  Group,  Inc  •  Alberto-Culver  Company  •  All  Phase  Electric  Supply  •  All-Star  Aviation  •  Allied-Signal 
Inc  •  Allmetal,  Inc  •  Alnasco  •  Aluminum  Company  of  America  •  Amax  Coal  Company  •  Amax  Incorporated  •  American  Express  •  American  Home  Products  Corpioration  •  American 
International  Group  •  American-Maize  Products  Company  •  American  Television  &  Communications  •   v  AmSouth  Bank  NA  •  Amway  Corporation  •  The  Anschutz 

Corporation  •  Aqua  Glass  Corporation  •  ARA  Services.  Inc  •  Arco  Alaska,  Inc  •  Arco  •  Arizona     .Jste^^ .^^..-^^^^       Public  Service  Company  •  Armco  Inc  • 
Armstrong  International,  Inc  •  Ashland  Oil.  Inc  •  Associated  Aviation  Underwriters  •  Auto  '     <^^^^gg|j|^y||jMBB^  Wax  Company.  Inc  •  Aviation  Associates, 

Inc  •  Aviation  Methods.  Inc  •  AVX     -iJml^itj^.'yyM^'tfMn       Corporation  •  The  B  F  Goodrich  Company  •  The  Backe  Group  •  Baldor  Electric 

Company  •  Ball  Corporation  •  Basler  '^jauimajjjgjjgStSI''  Electric  Company  •  Baxter  Health  Care  Corporation  •  Belk  Hudson  Company  •  Bell  Atlantic  Corporation  • 
Bergsttom  Inc  •  Berwind  Corporation  •  Big  Three  Industries.  Inc  •  Bil  Mar  Foods.  Inc  •  Bindley  Western  Industries,  Inc  •  Biomet,  Inc  •  Bissell  Inc  •  The  Black  & 

Decker  Corporation  •  Black  Swan  Jet  Charter  •  The  bOC  Group,  Inc  •  The  Boeing  Company  •  Boise  Cascade  Corporation  •  Boston  Group  Services  •  BP  America,  Inc  •  BP  Exploration 
Alaska.  Inc  •  The  Brenlin  Group  •  Bridgemark  Associates  •  Bristol-Myers  Squibb  Company  •  British  Aerospace.  Inc  •  Brock  Candy  Company  •  Broome  Ranches  •  Brown  Group.  Inc  • 
Browning  Ferris  Industries  •  Burlington  Industries.  Inc  •  Burlington  Northern  Railroad  •  Business  Aircraft  Center.  Inc  •  C  &  D  Plastics  •  C  &.  S/Sovran  Corporation  •  Campbell  Soup 
Company  •  Canadair  Challenger.  Inc  •  Capital  Cities/ABC.  Inc  •  Capital  Holding  Corporation  •  Cargill.  Inc  •  Carpenter  Technology  Corp  •  Caterpillar.  Inc  •  Centel 
Corporation  •  Central  and  South  West  Corporation  •  Central  Capital  Corporation  •  Central  States  Diversified.  Inc  •  Cessna  Aircraft  Company  •  CF  Industries  Inc  • 
CH2M  Hill  •  Champion  International  Corp  •  Chartair  Corporation  •  Chase  Manhattan  Bank  •  Chemed  Corporation  •  Chemical  Bank  •  Chesebrough-Pond's  USA 
Company  •  Chevron  Corporation  •  Chrysler  Pentastar  Aviation  •  Chubb  Corp  (Transit  Air  Services)  •  Cigna  Insurance  •  The  Coca-Cola  Company  •  Coca-Col 
Enteiprises  Inc  •  Colleen  Corporation  •  Collins  &.  Aikman  Corporation  •  The  Colonial  Co  •  Colonial  Pipeline  Company  •  Columbine  Capital  Services.  Inc  •  Com-Corp  Industries  • 
Comdisco.  Inc  •  Conagra.  Inc  •  Concorde  Aviation.  Inc  •  Consulair  Corporation  •  Contel  Service  Corp  •  Continental  Ait  Transport  •  Coors  Brewing  Company  •  Coming,  Inc  • 

Corporate  Flight,  Inc  •  Corporate  Jets,  Inc  •  Corporate  Property  Investors       ^^^img^A-^  „         •  Cox  Enterprises,  Inc  •  Coyne  Textile  Services  •  Crane  Company 

•  Culbro      xm^ga ^  .-^xtKmci.       Corporation  •  Cummins  Engine  Company,        '^^^^^^jjjgjlj^Bs^    Inc  •  Cyclops  Industries.  Inc  •  DAD's  Products  •  Deere  & 

Company  ■^j^jLj^jit^gjgjjggHt^  »  DeKalb  Corporation  •  Demand  Cate.  Inc  •  ..«»-">*^  Diemakers  Inc  •  Diversified  Energy,  Inc  •  The  Dow  Chemical  Company  • 
Dow  Coming  Corporation  •  Dow  Jones  &i  Company,  Inc  •  DowBtands,  Inc  •  The  Dun  6i  Bradstreet  Corp  •  Duty  Free  Aviation,  Inc  •  E  I  du  Pont  de  Nemours 

and CompanyAIxinoco  •  Echlin  Inc  •  Electtonic  Data  Systems  Coip  •  Emerson  Electric  Company  •  Emkay  Trading  Corporation  •  Enron  Corporation  •  FT  Stent   %k  •  Falcon  let 

Corporation  •  FCB/Lebet  Katz  Partners  •  Federal  Express  Corporation  •  Federal  Paper  Board  Company.  Inc  •  Federal-Mogul  Corporation  •  Fiber  Materials,  Inc 

•  Fibrebond  Corporation  •  First  Mississippi  Corporation  •  First  Union  Corporation  •  Fleming  Companies,  Inc  •  Flight  Services  Group  Inc  •  The  Flightstar  ^^gjjd^gjgggjHBjMP* 
Corporation  •  Florida  Power  &  Light  Company  •  Florida  Power  Corporation  •  FMC  Corporation  •  Ford  Motot  Company  •  Forstmann  Little  &  Company  •  Fort  Howard 
Corporation  •  Fout  Winns  Inc  •  Fox  Valley  Corporation  •  Fred  Jones  Manutacturing  Co  •  Frito  Lay  Inc  •  Garan  Incorporated  •  Garrett  Turbine  Engine  Company  •  The  Gates  Corporation 

•  Geico  Corporation  •  Gencorp  Inc  •  General  Dynamics  Corporation  •  General  Mills.  Inc  •  General  Transportation  Corp  •  Genuine  Parts  Company  •  George  Banta  Company,  Inc  • 
George  Priester  Aviation  •  George  Shmn  Sports,  Inc  •  Georgia  Pacific  Corporation  •  Gerher    "i^  Products  Company  •  Giant  Group  LTD  •  Gilbert  Group,  inc  • 
Glatfeltet  Insurance  Group  •  Global  Air,  Inc  •  Golden  Eagle  Charters  Inc  •  The  Gorman-Rupp    ^„^^^^a> ^■^w.-^^.-.-x.wwaM^       Company  •  Grain  Processing  Corp  •  Great  Lakes 
Chemical  Corp  •  Grumman     1^        Corporation  •  GTE  Directories  Corporation  •  GTE       ^^jjk^Sjgjj^jjj/SlSSS^^  North  Incorporated  •  GTE  Northwest  •  GTE  Service 
Corporarion  •  GTE  South,    ^.J^|^Sj|,>y„........~^          Inc    •    Gulfstream    Aerospace    -jf""""^  Corporation  •  H  ]  Heinz  Company  •  Haas  Group,  Inc  •  Hangar 

One,     Inc     •     Harsco  "^SjjOjMgg^i^j^^^SSSSS^  Corporation  •  HCA  •  Heidtman  Steel  Ptoducts.  Inc  •  Heilig-Meyers  Company  •  Henry  I  Siegel  Co  Inc  •  Herman  Miller.  Inc 

•  Hershey  Foods  Corporation  •  ""''^  Hewlett  Packard  •  High  Valley  Gioup.  Inc  •  Hoechst  Celanese  Corporation  •  The  Home  Depot  Inc  •  HON  Industries  •  Honeywell 
Incorporated  •  Hook-SuperX.  Inc  •  Household  Intemational,  Inc  •  Howmet  Corporation  •  Hughes  Aircraft  Company  •  Hytrol  Conveyor  Co,  Inc  •  IDS  Aircraft  Sep/ices  Corporation  • 


Imcera  Group  Inc  •  Imperial-HoUy  Corp  •  Ingram  Industries  Inc  •  Inland  Container  Corporation  •  Intermedics.  Inc  •  International  Paper  Co  • 
Electric  Light  &  Power  •  Ivey's.  Inc  •  J  C  Penney  Company,  Inc  •  Jaymar-Ruby  Inc  •  Jericho  Inc  •  Jet  East.  Inc  •  Jon  H  Swisher  &.  Son.  Inc  • 
Controls.  Inc  •  Johnston  Coca-Cola  Bottling  Gtoup  •  Jostens.  Inc  •  Journal  Register  Company  •  Kansas  Paint  61  Color  Company  •  Keating 
Kellogg  Company  •  Kelly-Springfield  Tire  Co  •  Kentucky  Fried  Chicken  Corporation  •  Kerr-McGee  Corporation  •  Key  Air.  Inc  •  KeyCorp  • 


International.  Inc  •  Kimberly-Clark  Corporation  •  The  Kingsford 
Showcase  Shoppes  •  Lands'  End.  Inc  •  Learjet  Corporation  •  The  Lee 
Company  •  Liberty  Mutual  Insutance  Co  •  Lincoln  National  *■ 
Louisiana-Pacific  Cotporation  •  Lowe's  Companies.  Inc  •  Lucas 
Hanover  Corp  •  Marcus  Management.  Inc  •  Martin  Marietta 

McDavid  Oldsmobile.  Inc  •  The  Mead  Corporation 


Invemed  Aviation.  Inc  •  Iowa 
Johnson  &  Johnson  •  Johnson 
Fibre.  Inc  • 
Kimball 
The  Kroger  Co  •  La-Z-Boy 


Products  Company  •  Kmart  Corporation  •  Knight-Riddet,  Inc  • 

Apparel  Co,  Inc  •  Leeson  Electtic  Corporation  •  Lewis  Foods.  Inc  •  Libbey-Owens-Ford 
Corporation  •  Lockheed  Corporation  •  Loews  Corporation  •  Lohman  Companies  • 
Westem,  Inc/Lucas  Aerospace  'MA  Hanna  Company  'MS  Air  Inc  •  Manufacturers 
Ciirpuration  •  Massachusetts  Mutual  Life  Insurance  Co  •  Maytag  Corporation  •  McCormick  &.  Co  Inc  • 
Medici  Investment  Co  •  Medusa  Corporation  •  Meisner  Aircraft,  Inc  •  Meredith  Corporation  •  Meridian 
Bancorp,  Inc  •  Merrill  Lynch  &i  Company  •  Metal  Industries.  Inc  •  Metropolitan  Life  Insurance  Co  •  Michigan  Dept  of  Trans.  Bureau  of  Aeronautics  •  Mid-States 
MiUwork,  Inc  •  Midwest  Coca-Cola  Bottling  Co  •  Million  Air  Dallas  •  Mobil  Corporation  •  Modine  Manufacturing  Company  •  Mohav/k  Paper  Mills.  Inc  •  Monsanto 
Company  •  Morrison  Knudsen  Corporation  •  Mtel  •  Multimedia,  Inc  •  Mutual  of  Omaha  •  NYS  Elec  &  Gas  Corp  •  National  Gypsum  Company  •  National  Medical  Care.  Inc  •  National 
Medical  Entetptises,  Inc  •  Nationwide  Mutual  Insutance  Co  •  NCNB  Corporation  •  Nebraska  Dept  of  Aeronautics  •  The  New  York  Times  Company  •  Niagara  Mohawk  Power  Corporation 

•  Nolte  and  Associates  •  Nordstrom,  Inc  •  Norfolk  Shipbuilding  &  Drydock  Corp  •  Northeast  Jet  Company,  Inc  •  Northern  Telecom  LTD  •  Northwest  Pipeline  Corporation  •  O'Neal  Steel 
Inc  •  Ogden  Management  Services,  Inc  •  Olin  Corporation  •  Olivet  Wight  Companies  •  Ontario  Corporation  •  The  Original  Honey  Baked  Ham  Company  of  Georgia.  Inc 
Orinda  •  Oryx  Energy  Company  •  Outboard  Marine  Corporation  •  Owens-Coming  Fiberglas  Corp  •  Owens-Illinois  General  Inc  •  Oxy  USA  •  Paccar  Inc 
Pacific  Gas  and  Electric  Co  •    '%t        Pacitti,  Robbins  &  Anglin  Inc  •  Panhandle  Eastern    %.         Corporation  •  Panotama  Flight  Service 

Inc  *  PASL.  Inc  «  Peoples      .^j^^St^'^.  „^.r,f/i'^^     Gas  System,  Inc  •  Pepsico,  Inc  •  Petsonal    ..c^'^'^m^^^  "'"^^  J^'    Charter,    Inc    •    -—■"""^  Petrolite 

Cotporation  •  Philip  ^^^Bja^j^Bi"""*  Crosby  Associates,  Inc  •  Philip  Motris        '^^j^JI^^BS''''"*^  Management  Corp  •  Phillips  Petroleum  Company  • 

Phillips  Plastics  Corporation     -.•-^^^^^     •  The  Pillsbury  Company  •  Pinewood,  Inc  •  Pizza  Hut,    ■-^^^'^^''^  Inc  •  Precision  Bearing  Company  •  Premark  Intemational.  Inc  • 

Price  Aviation  Inc  •  Price  Productions  Inc  •  Prince  Corporation  •  The  Principal  Financial  Group  •  Prisma  Leasing  Corporation  •  The  Ptoctet  &  Gamble  Company  •  Proffitt's  Inc  •  Promus 
Companies  Incorporated  •  Purcell  Tire  and  Rubber  Co  •  Quadion  Corporation  •  Ralston  Purina  Company  •  Ramsey  Financial  Corporation  •  Raytheon  •  Reader's  Digest  •  Red  Roof  Inns. 
Inc  •  Refco,  Inc  •  Rhode  Island  Dept  of  Trans/Division  of  Airports  •  Rochester  Telephone  Corporation  •  Rogeis  Group,  Inc  •  Rosemount.  Inc  •  Royal  Insurance  •  S2  Yachts,  Inc  •  Safe 
Flight  Instfument  Cotp  •  Samedan  Oil  Cotpotation  •  Schering-Plough  Corporation  •  Scott  Paper  Company  •  Sea  Ray  Boats.  Inc  •  Seattle  Baseball  Management  Corp  •  Service 
Merchandise  Company  Inc  •  71  IMF  Limited  Partnership  •  Shell  Oil  Company  •  Shiloh  Corporation  •  Silver  Dollar  City.  Inc  •  Sonoco  Ptoducts  Company  •  Sony  •  Source  Air  Corporation 

•  South  Dakota  Dept  of  Trans  •  SouthEast  Bank.  N  A  •  Sprite-Flite  Jets  Inc  •  SPX  Corporation  •  Square  D  Company  •  The  Stanley  Works  •  Steelcase  Inc  •  Stockwood.  Inc  •  Sun 
•  Sun  Pipe  Line  Company  •  Sunshine-Jr  Stores,  Inc  •  Super  Food  Services,  Inc  •  Super  Valu  Stotes,  Inc  •  Syntex  Communications  •  Taco  Bell  Cotporation  •  TCO 

Services  •  Teal  Aviation  •  Tecumseh  Products  Company  •  Teleflex  Inc  •  Temple-Inland,  Inc  •  Terra  Intetnational,  Inc  •  Tesoro  Pettoleum  Corporation  • 

tron  •  Therm-O-Disc  •  Thiokol  Corporation  •  Thomas  Industries.  Inc  •  Time  Inc  •  Tishman 
Energy  Company  •  The  Travelers  Insurance  Co  •  Trendway  Corporation  •  Tristate 
Inc  •  Twin  Disc,  Incorporated  •  Tyson  Foods.  Inc  •  U  S  Fidelity  6*.  Guaranty  Co  • 
Camp  Corporation  •  Union  Catbide      %t  Cotpotation  •  Union  Pacific 

&  Constructors 
Telecommunications, 
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•  Texas  Instruments  Inc 
Construction  •  Transco 
Supply  Co  Inc  •  Tnie  Oil  Company  •  TRW 
US  West.  Inc  •  UNC  Incorporated  •  UNIFI  Incorporated  •  Union 

Corporation  •  Union  Pacific  Railtoad  •  Unisys  Cotporation  •  United  Dominion  Industries  •  United  Engineers 
International  Inc*  United  Foods  Incorporated  •  United  International  Holdings.  Inc  •  United  Technologies  Corp  •  United 
Inc  •  The  Upjohn  Company  •  US  Healthcare  •  UST,  Inc  •  Vitginia  Dept  of  Aviation  •  VF  Cotpotation  •  Virginia  Power  •     --"•""^  Volkswagen  of  America, 

Inc  •  W  D  '  A  Corporation  •  W  R  Grace  &  Co  •  Wal-Mart  Stores,  Inc  •  Walter  Industries  Inc  •  Warner-Lambert  Company  •  The  Washington  Watet  Power  Co  •  Waterloo  Industries,  Inc 
•  Wausau  lnsL;r:mce  Companies  •  Wayfarer  Ketch  Corporation  •  Weldon  F  Stump  &  Co,  Inc  •  Westpoint  Pepperell,  Inc  •  Wetterau  Incorporated  •  Weyerhaeuser  Company  •  Whirlpool 
Corporation  •  The  Whitewind  Company  •  Wichita  Air  Services.  Inc  •  The  Williams  Companies  •  Windstar  Aviation  Corp  •  Wyoming  Aeronautics  Commission  •  Xetox  •  Y'ates 
Pettoleum  Corporation  •  York  Intetnational  Corporation  •  Labor  Union  Contributing  Aitcraft  Seats  to  CAN:  International  Association  of  Machinists  and  AetospaceWgjkers 

FOR  TEN  YEARS,  A  VERY  SPECIAL  AIR  FORCE 
HAS  BEEN  BAHLING  CANCER. 


I 


For  the  past  decade,  the  Corporate  Angel  Network  has 
provided  over  4,000  cancer  patients  with  a  much-needed 
lift.  Nearly  500  major  U.S.  corporations  have  made  the 
occasionally  empty  seats  on  their  business  trips  available 
to  cancer  patients.  These  patients  must  often  travel 
many  miles  from  home  for  specialized  treatment. 


If  you  can't  spot  your  company  name  in  the  lineup 
above,  act  now  to  help  cancer  patients  fly  in  comfort 
and  dignity.  To  join  this  elite  squadron,  cajl^Corporate 
Angel  Network  at  (914)  328-1313.  You'l 
be  giving  a  cancer  patient  the  lift  of 
a  lifetime. 
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nvestment  Figures  of  the  Wee 


)MMENTARY 

t  stoke  the  foundering  economic 
covery,  the  Federal  Reserve 
ashed  short-term  interest  rates- 
join.  Wall  Streeters  hod  a  long 
>liday  weekend  to  ponder  the 
ove  ond  returned  to  work  unim- 
essed  by  the  Fed's  action.  Stocks 
mbled  as  investors  instead  chose 
worry  about  the  health  of  sec- 
id-quorter  earnings  to  be  report- 
)  in  coming  weeks.  In  the  sell-off, 
>ncyclical  consumer  and  utilities 
5cks  fared  best;  cyclicals;  the 
:>rst.  Smell-company  stocks  took 
e  biggest  hit  of  all. 


STOCKS 

July       Jan.       July      July  2-8 


52-weelc  change 


BONDS 

July       Jan.       July      July  2-8 


1-week  chonge 
-0.6% 


1  -week  change 
•H.4 


THE  DOLLAR 

July       Jan.        July      July  1-8 


~  !•  ^  |>  UU  78 
I 


1 


J. P.  Morgan 
Index 


52-week  change 
-8.8% 


1  -week  change 
-0.7% 


MARKET  ANALYSIS  1 

%  <hange 

S.  STOCKS 

latest 

Week 

52-week 

)W  JONES  INDUSTRIALS 

3293  3 

-1.8 

1  1.8 

G  COIWPANIES  (Russell  1000) 

216.8 

-0.6 

10  3 

AALL  COMPANIES  (Russell  2000) 

185  8 

-2  0 

9  9 

L  COMPANIES  (Russell  3000) 

230  2 

-0  7 

10  3 

%  change  (lo<al  currency) 

>REIGN  STOCKS 

latest 

Week 

52-week 

INDON  (FINANCIAL  TIMES  100)  2472  6  0  9  -1.4 

IKYO  (NIKKEI  INDEX)  16,600  3  17  -28  2 

IRONTO  (TSE  COMPOSITE)  3418  4  0  9  2  4 


FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

3.30% 

3.63% 

5.7% 

30-YEAR  TREASURY  BOND  YIELD 

7.61% 

7.75% 

8.5% 

S&P  500  DIVIDEND  YIELD 

3.07% 

3.02% 

3.3% 

S&P  SOO  PRICE/EARNINGS  RATIO 

23.2 

25.5 

18.4 

TECHNICAL  INDICATORS 

latest 

Week  ago 

Reading 

S&P  500  26-week  moving  overage 

410.9 

411.1 

Negative 

Stocks  obove  26-v^eek  moving  overage 

40.7% 

39.3% 

Neutral 

Speculative  sentiment:  Put/coll  ratio 

0.47 

0.43 

Positive 

InsicJer  sentiment:  Vickers  sell/buy  ratio 

2  10 

2  13 

Neutral 

BRIDGE  INFORMATION  SYSTEMS  INC 

% 

chonge 

Strongest  stock  in  group 

4-week 

S2-week 

Price 

INDUSTRY  GROUPS 


>Uit-WEEK  LEADERS 


%  change 
4-week  52-week 


GOLD  MINING 

6.9  -12.2 

NEWMONT  MINING 

13  2 

22  5 

50  Ve 

PROPERTY-CASUALTY  INSURERS 

6.2                  6  1 

CONTINENTAL 

9  3 

15.4 

30  % 

FOODS 

6.1  9.3 

KELLOGG 

12.4 

32.1 

65% 

HEALTH  CARE  SERVICES 

6,1  52,6 

MANOR  CARE 

13.0 

46  2 

18  '/2 

LIFE  INSURANCE 

5  4  34.6 

CAPITAL  HOLDING 

12,3 

26,3 

61 

»UR-WEEK  LAGGARDS 

%  change 
4-week  52-week 

Weakest  stock  in  group 

% 

4-week 

change 

S2-week 

Price 

DIVERSIFIED  MACHINERY 

-12.8 

-10.6 

INGERSOIL-RAND 

-17  7 

00 

25  1/2 

TRUCKING 

-12.5 

6,1 

ROADWAY  SERVICES 

-12.9 

22  3 

65  % 

ENGINEERING  AND  CONSTRUCTION 

-12  5 

-20.4 

FLUOR 

-14  9 

-22,8 

37  'A 

HEAVY-DUTY  TRUCKS 

-12  2 

13.7 

CUMMINS  ENGINE 

-18.6 

52,5 

60  Va 

INSTRUMENTATION 

-12,1 

21.3 

HEWLEn-PACKARD 

-12  6 

25  9 

63  % 

NlUTUAl  FUNDS 

EADERS 

ur-week  total  return 

% 

LAGGARDS 
Four-week  total  return 

% 

RUSHMORE  PRECIOUS  METALS  INDEX  PLUS 
BENHAM  GOLD  EQUITIES  INDEX 
MAINSTAY  GOLD  &  PRECIOUS  METALS 

8  7 

7,7 
6.6 

G.  T.  LATIN  AMERICA  GROVITTH 
ROBERTSON  STEPHENS  EMERGING  GROWTH 
FIDELITY  SELECT  COMPUTERS 

-13.3 
-1  1,7 
-10,9 

!-week  total  return 

% 

52-week  total  return 

% 

FIDELITY  SELECT  SAVINGS  &  LOAN 
FIDELITY  SELECT  REGIONAL  BANKS 
FIDELITY  SELECT  FINANCIAL  SERVICES 

64  3 
63  2 
55  2 

LEXINGTON  STRATEGIC  INVESTMENTS 
UNITED  SERVICES  GOLD  SHARES 
G.  T.  JAPAN  GROWTH 

-53,1 
-39.1 
-27  4 

4-week  total  returr 


MORNINGSTAR  INC, 

f^^v'^l    Average  fund 
52-week  total  return 


EtATIVE  PORTFOLIOS 


ollar  amounts 
rpresent  the  present 
ilue  of  $10,000 
vested  one  year  ago 
each  portfolio 

jrcentages  indicate 
'e-day  total  returns 


DATA  RESOURCES  INC 


Ti-easury  bond.s 
$11,937 

+  1.90% 


1 1.  S.  .st.ock.s 
$11,163 

+0.05% 


Foreign  .stocks 
$10,631 

+  1.87% 


nil 


Money  market  fund 
$10,389 

+0.06% 


(lold 
$9,336 

+0.64% 


I  dota  on  this  poge  are  os  of  market  close  Wednesday,  July  8,  1992,  unless  otherwise  indicated 
luslry  groups  include  S&P  500  companies  only,  performance  and  share  prices  are  as  of  morl<et  close 


July  7.  Mutual  fund  returns  ore  as  of  July  3  Relative  portfolios  are  valued  as  of  July  7  A  more  detailed 
explanation  of  this  page  is  available  on  request 
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REMEDIES  FOR  A 
UNIQUELY  FRAIL  RECOVERY 


It  is  now  clear  that  this  recovery  is  not  only  weaker  than 
i:)revious  recoveries,  it  is  hindamentally  different.  Wliile 
cyclical  forces  such  as  an  improved  housinj?  market  are 
pushini?  the  economy  forwar'd,  deep-seated  structural  prob- 
lems are  thi-owin^  up  banier  after-  l)aiTier  to  "growth.  The  de- 
cline of  the  defense  industry,  the  gkjbalization  of  the  economy, 
the  bank  cnsis,  firings  instead  of  temporaiy  layoffs,  and  the  debt 
binge  of  the  1980s  all  work  against  a  normal  economic  re- 
bound. The  result  is  a  stuttering  recovery  that  may  be  unalile 
to  generate  tMiough  jol)s  to  keep  the  unemiiloyment  rate  from 
rising  to  8%  by  the  fall  (page  60).  Unfortunately,  policymakers 
in  Washington  are  underestimating  the  impact  of  these  new 
sti\ictiu"il  elements  and  are  still  taking  a  conventional  approach 
to  {iromoting  gi'owth.  R-edictably,  the  Federal  Reserve  is  push- 
ing short-term  rates  down  in  hopes  of  stimulating  demand. 
Congress  and  the  Administration  are  in  gr-idlock,  paralyzed  by 
the  $3.50  billion  federal  deficit  that  prevents  fiscal  stimulation. 

This  won't  do.  Wliat  is  needed  from  our  leaders  is  a  recogni- 
tion that  the  1990s'  economic  landscape  is  different,  requiring 
flexibility  and  originality  in  policymaking.  It  doesn't  take  a 
rocket  scientist  to  come  up  with  a  gi'owth  plan,  either.  We  all 
know  what  has  to  be  done.  The  Fed  has  to  get  long-term,  not 
just  short-teiTn,  interest  rates  down.  Tliat  would  relicjuify  con- 
sumer balance  sheets  and  spur  the  flagging  housing  mai'ket.  The 
Fed  could  explore  several  options,  including  the  i)m"chase  of  30- 
year  Ti'easiuy  bonds  in  the  open  market.  It  could  also  jawbone 
the  banks  that  have  rebuilt  their  balance  sheets  by  not  pas.sing 
on  the  benefits  of  low  rates  to  bon'owers.  If  the  prime  had  fal- 
len as  much  as  CD  rates,  it  would  be  4%  instead  of  6%  today. 

Consumer  demand  can  only  be  rekindled  if  the  job  inarket 
im[)roves.  A  significant  federal  capital-spending  program  that 
would  pumj)  money  into  low-tech  roads  and  bridges,  high-tech 
fiber-optic  highways,  and  worker-training  programs  would  be  a 
wise  investment.  The  money  would  generate  jobs  and,  more 
important,  iinprove  the  pi'oductivity  of  the  work  force.  To  pay 
for  more  fiscal  stimulus,  Congi'ess  must  bite  the  bullet  and 
cap  the  growth  of  the  the  nation's  ranaway  middle-class  entitle 
inent  {iro.gi-ams  that  soak  up  60%  of  federal  spending.  This  is 
the  only  way  to  gain  any  control  over  oiu*  economic  fritiu'e.  Tlie 
polls  show  that  people  are  willing  to  take  more  risk  in  .solving 
the  nation's  economic  problems.  (li\ing  up  some  consumption  foi' 
investment  in  human  capital  and  infrastructure  is  the  only 
route  b  '  healthy  sustainable  ,gi"o\\1.h.  And  that's  tnie  whether  or 
not  any  i^'-esidential  candidate  has  the  courage  to  sav  .so. 


THE  SOUTER  SURPRISE: 
HE'S  JUDICIAL 


w 


H. 


'hen  Presiflent  Bush  nominated  an  obscure  New 
Hampshire  judge  for  the  Supreme  Court  two 
years  ago,  then- White  House  Chief  of  Staff  .John 
Sununu  comforted  worried  conservatives  that  David 


H.  Souter  would  be  a  "home  run"  for  the  New  Right.  Ii 
the  high  court's  tei-m  that  ended  on  .June  30,  Souter  has  in 
deed  proved  to  be  conservative,  but  not  in  the  way  Sununi' 
intended. 

There  is  a  very  wide  gulf  between  political  and  judicia 
conservatism.  Judicial  conservatives  interpret  laws  rathei 
than  make  them.  They  believe  that  prior  decisions  have 
value,  that  the  nation  relies  on  and  needs  establishec 
rules,  and  that  if  the  law  is  to  he  tinkered  with,  it  must  bf 
done  incrementally.  Judicial  conservatives  practice  judi 
cial  restraint  rather  than  judicial  activism.  Political  conser 
vatives  have  roundly  criticized  the  activism  of  the  previou; 
liberal  majority  on  the  Supreme  Court.  Yet  right-win< 
hard-liners  and  some  justices  who  profess  to  be  judicial  con 
servatives,  such  as  Antonin  Scalia  and  Clarence  Thomas 
would  like  to  be  every  bit  as  activist  as  the  liberals  in  fur 
thering  their  own  agenda.  Sharp  changes  in  dii-ection  at  th( 
court  from  either  political  side  can  be  destabilizing.  Fortu 
nately,  in  cases  ranging  from  abortion  to  state  taxes  oi 
companies,  Souter— often  joined  by  two  other  Republicai 
nominees,  Sandra  Day  O'Connor  and  Anthony  M.  Kenne 
dy— has  upheld  the  finest  traditions  of  judicial  conservatism 
Souter,  who  was  the  swing  vote  in  13  of  the  14  decision; 
decided  by  5-4  votes  last  term,  isn't  being  swayed  by  th( 
passions  of  the  day.  Relying  on  precedents  rather  that 
ideology  provides  the  stability  that  is  crucial  for  individu 
al  and  company  planning  for  the  future.  For  the  nation,  th( 
appointment  of  Souter  so  far  has  proved  to  be  a  gran( 
slam. 


WHY  BUSINESS  SHOULD 
INVEST  IN  LITERACY 


Illiteracy  is  a  personal  tragedy  of  immense  dimensions.  I 
drives  people  into  a  world  of  denial,  deceit,  and  feaiiul  cop 
ing.  Nowhere  is  this  tnier  than  in  the  workplace.  Wliil 
nearly  all  Americans  are  technically  literate,  al)le  to  writ 
their  names  and  read  a  comic  book,  a  growing  number'  at 
frinctionally  illiterate  in  terms  of  being  al)le  to  operate  in  com 
puterized  factories  and  offices.  Tlie  fifth-  or  sixth-grade  reading 
skills  that  were  perfectly  sufficient  for  the  })revious  generatioi 
of  factory  employees  no  longer  ar-e  enough  (page  68). 

Paradoxically,  while  people  are  reading  less  today,  liter 
acy  reciuirements  on  the  job  are  rising  faster.  In  a  recen 
National  Association  of  Manufacturer.s'  survey,  40%  of  th 
cotnpanies  polled  had  trouble  upgrading  their  produotio 
techniques  because  of  inadecjuately  skilled  workers. 

Yet,  aside  frotn  some  notable  innovators,  Corporat 
America  has  preferred  to  let  the  schools  handle  literacy 
But  that  won't  solve  a  problem  that  afflicts  20%  of  th 
adult  work  force  today.  At  the  federal  level,  the  Natione 
Literacy  Act  of  1991  provides  an  opening  by  allowing  cot 
porate  programs  to  qualify  for  a  portion  of  $1  billion  aval 
able  in  new  adult  education  funds,  (ieorgia  provides 
$150  cori)orate  tax  credit  for  every  employee  who  finishe 
a  company-sponsored  literacy  i)rogram.  More  of  this  kind  c 
investment  in  human  capital  is  just  what  the  countr 
needs. 


102  BUSINESS  WEEK/JULY  20,  1992 


(cjThe  Naiional  Survey.  Chester,  Vt 


Getting  from  point  A  to  point  B 

Anyone  whi)  travt-ls  on  business  knows  how 
hard  i!  can  be  Which  is  why  we've  made 
getting  A'IXT  so  easy  Even  at  pubHc  phones 

isnt  always  easy 

that  aren't  automatically  connected  to  AT&T. 
If  you're  calling  long  distance  and  you  don't 
hear  'AT&T "  after  the  bong,  simplv  hang  up. 

Getting  mr  is. 

Dial  10+ATT+O  (its  right  on  the  back  of  your 
AT&T  Card).  You'll  be  assured  of  the  service 
vou  depend  on,  at  the  prices  vou  expect. 

Dial  10-ATT-O 

plus  the  area  code  and  number. 


.3  AT&T 


(  Drponilc 


-or  more  information  call 
800  661  0661,  Ext.  5313. 


ill 


ATsT 
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Matrix  Printer 
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Panasonic  OA  understands  what  makes  an 
office  run. 

That's  why  Panasonic*  makes  so  many 
different  machines  for  the  office.  Everything 
from  printers  to  laptops,  copiers  to  type- 
writers, monitors  to  facsimiles,  optical  disk 
drives  to  white  boards. 

All  Panasonic  products  are  made  for  the 
way  the  office  works.  With  features  that  typify 
our  approach  to  office  automation.  That 
every  product  should  do  a  little  more,  and  cost 
a  little  less. 

Besides  our  name,  you  will  have  to 
remember  one  other  thing . . .  the  number  to 
call  for  more  information.  For  printers, 
computers,  monitors  and  peripherals,  call 
toll-free  1-800-742-8086;  for  facsimiles, 
copiers  and  electronic  typewriters,  call 
1-800-843-0080,  ext.  4015. 


Panasonic 


Office  Automation|^^vO 


And  now  for  something  completely 
l\  different  the  all-new  mazda  626. 

JL  JIL  We've  created  a  distinctive  car  for  those  whose  love  of  driving  is 
exceeded  only  by  their  need  for  four  doors.  A  car  blessed  with  personality 
and  panache  all  but  lost  in  the  everyday  sedan.  CSe)  Outside,  we've  given 
the  626  sleek,  liquid  styling  that  you  won't  see  at  every  stoplight  in  town. 
While  inside,  you  can  stretch  out  with  more  headroom  and  total  legroom 
than  Camry  or  Accord.  (3©  And  its  164-horsepower,  aluminum  alloy  V6 
is  coupled  to  an  advanced  independent  suspension,  delivering  a  smooth, 
quick  agility  simply  not  found  in  the  garden-variety  people  mover.  (5e)  So 
at  the  risk  of  standing  out  in  a  crowd,  test-drive  the  all-new  Mazda  626. 
It  may  still  have  four  doors  and  a  big  trunk,  but  any  resemblance  to  an 
ordinary  sedan  ends  right  there. 


THE  MAZDA  626  ES 

Built  at  a  state-of-the'art  plant  in 
FlatRock,  Michigan.  2.5L  DOHC 
24' valve  V6,  4- wheel  disc  brakes 
and  drivefs-side  air  bag  are  standard, 
ABS  is  available,  as  well  as  leather- 
trimmed  upholstery.'  Best  in  class 
}6-mondi/50P00-mile,  rw-dedxicMe, 
"bumper -to -bumper"  limited 
warranty.  See  dealer  for  details. 
To  get  out  of  the  ordinary,  call 
1-800-639-1000. 


*  Seats  uphoLstered  in  leather  except  for  rear 
sides  of  seatbacks  and  other  minor  areas. 
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telecommunications  wars.  No  longer. 
Under  hard-driving  Paul  Stern,  the 
Canadian-American  hybrid  is 
challenging  even  AT&T.  Its  secrets? 
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PRODUCTION 

Change  from  last  week:  0.2% 
Change  from  last  year:  1 .7% 


1967-100  (four-week  moving  overage) 


LEADING 

Change  from  last  week:  0.1% 
Change  from  last  year:  -0.2% 


185. 


July  4 
179.1 


July  4 
214.3 


170 


165 


June  27 
178,8 


210 


205 


June  27 
214.1r 


iriiiii 


Nov 
1991 


1992 


Joly 
1992 


iu\y 
1991 


1991 


July 
1992 


The  production  index  rebounded  in  the  week  ended  July  4,  as  coal  output  and 
rail-freight  traffic  recovered  strongly  from  the  previous  week's  roil  strike.  In  addition, 
the  seasonally  odjusted  output  of  electric  power,  paper,  and  paperboord  increased 
Production  of  lumber,  autos,  steel,  trucks,  ond  crude-oil  refining  fell  in  the  latest 
week  Before  calculation  of  the  four-week  moving  average,  the  index  increased  to 
181,4,  from  170,9, 

BW  produclion  index  copyright  1  992  by  McGraw-Hill  Inc 


The  leading  index  increased  during  the  week  ended  July  4,  when  the  Federal 
Reserve  moved  to  a  more  accommodative  monetary  policy.  Higher  stock  prices,  low- 
er bond  yields,  improvement  in  the  growth  rotes  of  materials  prices  and  real  estate 
loons,  and  fewer  business  failures  offset  the  only  damper  on  the  outlook:  continued 
deterioration  in  M2  growth  Before  calculation  of  the  four-week  moving  overage,  the 
index  wos  up  strongly,  to  215  1,  from  213  6. 

Leading  inde>  copyright  1 992  by  Center  for  International  Business  Cycle  Research 
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Latest 
week 

V^eek 
ago 

"/o  change 
year  ago 

STEEL  (7/1  IJlhous.  of  net  Ions 

1,796 

1,717# 

12.6 

AUTOS  (7/1  1)  units 

86,153 

59,640r# 

2  4 

TRUCKS  (7/1  1|  units 

48,400 

40,25  lr# 

24  8 

ELECTRIC  POWER  (7/l  l]  millions  of  kilowott-h 

ours 

65,431 

60,747# 

1.0 

CRUDE-OIL  REFINING  (7/ii)thous  ofbbl./day 

14,109 

14,174r# 

5  1 

COAL  (7/4)thous  ofnettons 

16,647# 

13,461 

22.6 

PAPERBOARD  (7/4)  thous.  of  tons 

818. 0# 

825, 6r 

10,3 

PAPER  (7/4)tlious.  of  tons 

760.0# 

761. Or 

4.4 

LUMBER  (7/4)  millions  of  ft. 

376. 8# 

484.9 

10  5 

RAIL  FREIGHT  (7/4)  billions  of  ton-miles 

19. 0# 

15  8 

24,2 

Sources:  American  Iron  &  Steel  Institute,  Word's  Automotive  Reports,  Edison  Electric  institute, 
Americon  Petroleum  Institute,  Energy  Dept.,  American  Paper  Institute,  WWPA',  SFPA',  Association 
of  American  Roilroads 

l^l'HM'liV^IM'MHH^^^^^H 

Latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (7/i5) 

125 

125 

137 

GERMAN  MARK  (7/i5) 

1.48 

1,49 

1,76 

BRITISH  POUND  (7/15) 

1.93 

1  93 

1  68 

FRENCH  FRANC  (7/15) 

4  99 

5-02 

5,96 

CANADIAN  DOLLAR  (7/15) 

1  20 

1,19 

1,16 

SWISS  FRANC  (7/15) 

1.34 

1  34 

1  52 

MEXICAN  PESO  (7/i5) 

3,101 

3,098 

3,025 

Sources:  Major  New  York  bonks  Currencies  expressed  in  units  per  U 
pound  expressed  in  dollars 

5  dollar,  exce 

Dt  for  British 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (7/15)$/troyoz 

350  900 

347.500 

-4,9 

STEEL  SCRAP  (7/14)#l  fieovy,  S/ton 

88  50 

88.50 

-0,6 

FOODSTUFFS  (7/13)  index,  1967=100 

200.9 

202.8 

2,0 

COPPER  (7/1 1)  c/lb. 

1 14.7 

1  16.0 

9,7 

ALUMINUM  (7/11)  c/lb 

60  0 

57.5 

-0,5 

WHEAT  (7/1  1)  #2  hard,  $/bu. 

3,55 

3.67 

26,8 

COTTON  (7/11)  strict  low  middling  1-1/16  in., 

C/lb, 

61.58 

61.40 

-15.1 

LEADING  INDICATORS 


Latest 
week 


Week 
ago 


%  Change 
year  ago 


STOCK  PRICES  (7/io)S&P500 


412.43 


41  1,58 


9,3 


CORPORATE  BOND  YIELD,  Aoa  (7/io) 


8.08% 


.  1 6% 


-106 


INDUSTRIAL  MATERIALS  PRICES  (7/i0| 


98.6 


98.9 


0.2 


BUSINESS  FAILURES  (7/3) 


313 


391 


-17.6 


REAL  ESTATE  LOANS  (7/i)  billions 


$399.7 


$399.5r 


-3.4 


MONEY  SUPPLY,  M2  (6/29)  billions 


$3,432.2      $3,433. Ir 


1.4 


INITIAL  CLAIMS,  UNEMPLOYMENT  (6/27)tf>ous 


416 


420 


7.2 


Sources:  Standard  &  Poor's,  Moodys,  Journal  of  Commerce  (index:  1980=100),  Dun  &  Brad- 
street  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seasonally  adjusts 
data  on  business  failures  and  real  estate  loons 


MONTHLY  ECONOMIC  INDICATORS 


Sources:  London  Wednesday  final  setting,  Chicago  market.  Commodity  Research  Bureau,  Metah 
Week.  Kansos  City  morket,  Memphis  market 


Latest 
month 

Month 
ago 

7o  Change- 
year  ago 

INDUSTRIAL  PRODUCTION  (June)  total  index 

108.2 

108. 6r 

0.8 

CAPACITY  UTILIZATION  (June) 

78.5% 

78.9%r 

-1.4 

CONSUMER  PRICE  INDEX  (June) 

140  2 

139.7 

3.1 

PRODUCER  PRICE  INDEX  (June)  finished  goods 

123.3 

123.0 

1.6 

Sources:  Federal  Reserve  Boord,  BLS 

MONETARY  INDICATORS 

latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (6/29) 

$949  6 

3949.  Ir 

10.2 

BANKS'  BUSINESS  LOANS  (7/1) 

282,1 

280.2 

-9  8 

FREE  RESERVES  (7/8) 

703 

992r 

144.9 

NONFINANCIAL  COMMERCIAL  PAPER  (7/1) 

141.6 

145.4 

-4.9 

Sources:  Federol  Reserve  Board  (in  billions,  except  for  free  reserves,  n 
two  week  period  in  millions) 

vhich  ore  expressed  for  a 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (7/14) 

3.25% 

3.35% 

5.85% 

PRIME  (7/15) 

6  00 

6.00 

8.50 

COMMERCIAL  PAPER  3-MONTH  (7/U) 

3  42 

3  47 

6.04 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (7/15) 

3.35 

3.35 

6,02 

EURODOLLAR  3-MONTH  (7/ii) 

3.54 

3.74r 

6,06 

Sources:  Federal  Reserve  Board,  First  Boston 


URow  doto  in  the  production  indicators  ore  seasonally  adjusted  in  computing  the  BW  index  (chart),  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment, 
1  =  Western  Wood  Products  Assn.     2 -Southern  Forest  Products  Assn      3  -  Free  market  volue     NA  =  Not  ovoilable     r=  revised     NM  =  Not  meaningful 
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Tic 


Lck,Tick,Tick.B( 

^rfreDead. 


Boom! 


A  time  bomb  may  be  lurking  inside  youi'  modem.  A  fatal 
flaw  that  can  paralyze  the  data  you're  transmitting,  causing 
untold  chaos  to  the  flow  of  accurate  data  you  need. 

You  see,  some  modem  manufacturers  decided  to  turn 
their  backs  on  proven  modem  technology,  and  on  you.  They 
haven't  told  you  about  the  dangers  because  the  only  solu- 
tion for  this  crisis  is  to  replace  their  modems.  Fortunately, 
Hayes*"  can  give  you  the  knowledge  to  locate  the  bomb  and 
prevent  the  purchase  of  another  one. 

HOWTO  UNCOVER  THE  BOMB.  We've  developed 
a  FREE  test  kit  that's  extremely  easy  to  run  on  your  PC  or 
Mac.  The  kit  spells  out  the  dangers  completely  and  accu- 
rately tracks  down  their  fatally  flawed  component.  To  order 
your  FREE  kit,  just  call  800-846-8388,  FAX  your  request  to 
404-729^650,  or  download  the  test  files  from  the  Hayes  BBS. 

THE  ONLY  WAY  TO  BE  COMPLETELY 
PROTECTED.  You  can  protect  your  data,  your  company. 


and  even  your  job  by  purchasing 
modems  that  incorporate  licensed 
technology  from  Hayes.  Modems 
using  complete  solution  Rockwell 
chip  sets  are  licensed  as  well  as 
most  modems  of  direct  licensees  of  Hayes  U.S.  Patent 
4,549,302.  So  look  for  the  symbol.  It  means  your 
modem  uses  the  industry-standard  escape  sequence 
technology  that  has  established  its  reliability  for  over 
a  decade.  Of  course,  all  modems  and  ISDN  products 
manufactured  by  Hayes  use  this  technology  as  well. 

The  bomb  is  armed.  The  clock  is  ticking.  Where  will 
you  be  after  the  bomb  goes 
off?  Contact  Hayes  today  for 
your  FREE  test  kit  and 

stnn  data  transmisqinn  ^^^^      anything  less? 

Slop  aaia  transmission    ^^^^^  products  have  the  computer 

disaster  before  it  strikes,    world  talking.  More  than  ever. 


(2  Hayes 


Go  On  Line  with  Hayes  BBS;  caU  800-874-2937  or  40444&-6336 

©1892  Hayes  Microcomputer  Products,  Inc.,  P.O.  Box  105203,  Atlanta,  GA  30348 


Being  conservative  midwesterners 
witti  a  ratlier  meat-and-potatoes  attitude  toward 
business,  we  are  somewiiat  awestruck  by  our 
status  as  the  rebels  of  the  insurance  industry. 

Perhaps  we  have  bent  a  few  pin- 
stripes out  of  shape.  While  our  peers  resisted 
change,  we  embraced  it.  As  practical  people, 
we've  employed  every  efficiency  technology  has 
to  offer  And  we've  taken  a  few  common-sense 
management  techniques  that  were  proven  suc- 
cesses in  other  industries  and  applied  them  for 
the  first  time  to  the  insurance  business. 

The  results  have  been  both  predictable 
and  astonishing.  In  one  decade  we  have  become 
a  company  with  $12  billion  in  assets  and  $116 
million  of  profits.  And,  to  the  delight  of  our  policy- 
holders, our  exposure  to  non-performing  bonds 
and  real  estate  is  insignificant. 

So  much  for  the  notion  that  being  con- 
servative and  risk-averse  is  not  profitable. 

Are  we  rebels'^  To  some,  maybe.  Do 
we  have  a  cause'^  You  bet  To  continue  employing 
the  best  resources  we  can  find  to  make  our  busi- 
ness the  best  It  can  be. 


■'19.'Coii<('io,  III 


etter  From  Polan 


TEACHING  POLAND  TO  GRIP 
THE  INVISIBLE  HAND 


ClDiiipin^r  around  the  Tomasoviu 
plant  in  southeastern  FV)land  in  his 
cowboy  boots,  David  Scott,  an  un- 
pretentious Texan  known  as  Scotty, 
frowns  at  the  food  coopci-ative's  wine 
equipment.  "Shucks,"  lie  tells  the  Polish 
managers  with  a  distinctive  panhandle 
twang,  "your  strawberries  are  the  best 
in  the  world.  Why  ruin  your  reputation 
making  rotgut  wine?  In  a  market  econo- 
my, you'd  be  l;>etter  off  making  good 
vinegar." 

After  spending  29  years,  at  Nabisco 
Brands  Inc.,  Scott  knows  what  he's  talk- 
ing about.  In  July,  1991,  the  then-49- 
year-old  manager  got  bored  with  his  job, 
cashed  in  his  pension, 
and  was  ready  to  sail  to 
Tahiti.  But  Scott's  boss 
talked  him  out  of  it.  Na- 
bisco, part  of  a  nonprof- 
it group  called  the  Citi- 
zens Democracy  Corps 
(CDC),  wanted  to  assist 
newly  freed  Poland.  So, 
Scott  is  heljiing  Toma- 
sovia  navigate  the 
shoals  of  capitalism. 

In  his  eight  months  in 
the  tiny  town  of  Tomas- 
z6w  Lubelski,  Scott  has 
been  teacher,  confidant, 
and  prognosticator. 
Working  from  a  corner 
table  in  the  president's 
office,  he  taught  conii)a- 
ny  officials  how  to  iden- 
tify which  products 
turned  a  profit  and 
which  ones  didn't.  That 
was  all  brand-new  to  of- 
ficials accustomed  to 
merely  obeying  central-government 
planners.  As  a  result,  they  decided  to 
c|uadi'uple  production  of  frozen  straw- 
berries, drop  some  jams  and  pickles,  and 
give  the  wine  a  separate  brand  name. 
PARATROOPERS.  Scott  is  one  of  a  new 
lireed:  a  capitalist  "missionary."  Nearly 
1.000  Americans  are  roaming  the  former 
East  bloc,  from  Bulgaria  to  Siberia, 
preaching  the  gospel  of  the  "invisible 
liand."  Some,  such  as  the  54  Peace  Corps 
business  volunteers  in  Poland,  gave  up 
well-paying  jobs  and  work  for  pennies. 
Others,  like  Scott,  still  draw  salaries 
from  their  companies. 

The  trend  is  clearly  growing.  The 
Peace  Corps  plans  to  send  250  more  vol- 


unteers to  the  former  Soviet  republics 
by  yearend.  The  International  Executive 
Service  Corps,  which  has  hundreds  of 
retired  businesspeople  abroad  as  unpaid 
consultants,  sent  150  executives  to  East- 
ern Europe  last  year  and  plans  to  dis- 
patch an  additional  400  this  year. 

Typically,  most  ci>c  and  Peace  Corps 
business  volunteers  are  at  least  40  and 
have  extensive  business  experience.  Ted 
Michon,  54,  was  director  of  special  proj- 
ects at  Union  Pacific  Corp.  before  going 
to  Warsaw  to  advise  Polish  State  Rail- 
ways. He's  now  in  Moscow  advising 
Russians  on  railroads  and  privatization. 
Humana  Inc.  and  Baylor  Health  Care 


ROBERTS:  ZAMOSC  OFFICIALS  HAVEN'T  LEAPT  TO  IMPLEMENT  HER  RECOMMENDATIONS 


System  of  Dallas,  working  through  CDC, 
are  helping  Romania  rebuild  its  health 
cai'e  system,  and  Waste  Management 
Inc.  is  advising"  Czechoslovakia  on  envi- 
ronmental problems. 

Can  these  missionaries  really  make  a 
difference?  They  think  so,  and  many  Pol- 
ish businesspeople  agree.  But  don't  ex- 
Iject  dramatic  results  overnight.  When 
Scott  persuaded  Tomasovia  managers  to 
create  a  marketing-and-sales  division, 
the  former  vice-president  for  production 
quickly  offered  to  head  it.  "Then  she 
asked  me  in  private  to  explain  the  differ- 
ence between  marketing  and  sales," 
says  Scott.  Such  innocence  involves  mat- 
ters as  simple  as  product  logos.  Back 


when  Moscow  was  the  biggest  buyer  of 
Tomasovia's  products,  its  logo  was  a 
smokestack  belching  fumes  into  a  pris- 
tine pine  forest.  Nabisco  designers  are 
helloing  them  devise  something  better. 
GRIDLOCK.  Other  problems  are  more 
complex.  Take  Michon's  18  months  work- 
ing with  the  Polish  State  Railways, 
known  as  pkp.  The  railroad  was  encoun- 
tering competition  for  the  first  time,  si- 
multaneously struggling  with  declining 
traffic  as  trade  within  the  East  bloc  fell 
off.  Michon  helped  PKP  discover  that  80?' 
of  its  traffic  ran  over  just  507f  of  its 
lines.  So  PKP  management  decided  to 
abandon  thousands  of  miles  of  lov/-traf- 
fic  lines.  That  mea.nt  massive  layoffs, 
since  PKP  had  more  than  20  employees 
per  track  mile,  compared  with  1.3  at 
Union  Pacific.  When  the  unions  balked, 
Michon  called  Omaha  and  got  Union  Pa- 
cific's labor  specialists  to  provide  guide- 
lines for  force-reduction  programs.  The 
unions  signed  on.  "Michon  made  them 
understand  that  the  railroad  could  lose 
its  total  market  unless 
it  converted  to  market 
behavior,"  explains  Bo- 
guslaw  Lilieratzki,  Po- 
land's Under  Secretary 
of  State  for  Transport. 

Most  volunteers, 
however,  work  on  a 
scale  much  smaller  than 
Michon's.  Mary  Rob- 
erts, 49,  who  used  to  ad- 
minister a  consortium 
of  school  districts  in 
Minneapolis-St.  Paul, 
advises  the  city  council 
of  Zamo.sc.  Officials  of 
the  medieval  walled  city 
(population,  59,000)  near 
Poland's  eastern  border 
with  Ukraine  haven't 
shown  much  interest 
yet  in  her  report  on 
ways  to  improve  city 
services.  But  when  the 
manager  of  a  state- 
owned  gas  station 
asked  for  assistance  in  setting  up  a  sta- 
tion of  his  own,  she  helped  devise  a  busi- 
ness plan.  The  station  opened  last  fall. 

One  gas  station  at  a  time  is  about  the 
pace  of  change  in  Poland  these  days. 
One  of  the  biggest  reasons  is  that  the 
shock  of  the  new  world  has  triggered  a 
political  gridlock.  Land  deals  and 
buyouts  of  state  companies  can't  get  ap- 
proval, and  sizable  Western  aid  or  in- 
vestment is  stalled.  For  now,  the  efforts 
of  David  Scott,  Ted  Michon,  Mary  Rob- 
erts, and  others  like  them  may  be  the 
best  hope  of  keeping  the  embers  of  capi- 
talism alive  in  Poland. 

PATRICIA  KRANZ 
Kmiiz  prcriouslij  rc/imivd  from  Croatia. 
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DON'T  START  A  CHIP  WAR  IN  JAPAN 
WHEN  EVERYONE'S  COOPERATING 

Yf)ur  coniMientary's  claim  of  "unful- 
filled promises"  by  Japan  on  semi- 
conductors ("A  chip  war  with  Japan? 
No.  But  maybe  a  skirmish,"  Top  of  the 
News,  June  22)  misstates  the  promise 
made  to  U.  S.  chipmakers. 

The  1991  semiconductor  pact  was  a 
pledge  of  market  access,  not  a  guaran- 
tee of  market  share.  Its  target  for  for- 
eign penetration  of  the  Japanese  market 
remains  an  achievable  goal. 

Since  the  initial  chip  agreement  in 
1986,  the  North  American  share  of  the 
Japanese  market  has  doubled.  Sales 
have  more  than  tripled.  Far  from  being 
closed,  Japan  has  become  a  lucrative 
market  for  some  leading  U.  S.  chip- 
makers. 

U.  S.  companies  do  not  produce  the 
chips  used  in  a  wide  range  of  Japanese 
products  and  thus  forgo  a  significant 
portion  of  the  Japanese  market.  Eco- 
nomic hard  times  have  also  taken  a  toll. 
Recessionary  pressures  have  stagnated 
Japanese  demand  and  slowed  American 
investment  in  Japan. 

Sanctions  have  not  made  American 
business  more  competitive  in  the  past. 
There  is  no  reason  to  think  they  will  do 
so  in  the  future.  Japan  is  the  biggest 
semiconductor  market  in  the  world.  With 
U.  S. -Japanese  cooperation  at  an  all-time 
high,  this  is  not  the  time  for  a  trade  war 
over  chips. 

Taro  Okabe,  Chairman 
Electronic  Devices  Trade 
Policy  Committee 
Electronic  Industries 
Association  of  Japan 
Tokyo 

THE  LOW-INCOME  HOUSING 
TAX  CREDIT  DESERVES  CREDIT 

Critics  of  the  low-income  housing  tax 
credit  ("Low-income  housing:  Is 
there  a  better  way?"  Social  Issues,  June 
22)  apparently  have  not  visited  Dudley 
Street  in  Roxbury  (Boston)  recently,  or 
the  South  Bronx,  or  Miami,  or  any  num- 
ber of  cities  across  the  country  where 
private  investment  has  returned,  along 
with  hope  and  opportunity. 


In  areas  like  Dudley  Street,  areas  that 
have  epitomized  urban  neglect  and  de- 
cay and  conjured  up  images  of  vacant 
and  abandoned  housing,  rubble-strewn 
streets,  and  row  upon  row  of  crack 
houses,  there  is  a  new  reality.  Communi- 
ty-based developers  are  creating  new 
and  bustling  neighborhoods  that  are 
turning  vacant  lots  and  abandoned  build- 
ings into  affordable  housing,  attracting 
private  investment,  and  creating  jobs 
and  opportunity. 

Through  the  efforts  of  nonprofit  and 
for-profit  developers,  together  with  local 
governments,  thousands  of  units  of  af- 
fordable housing  have  been  developed, 
businesses  flourish,  and  hope  has  re- 
turned. Critically  important  to  the  suc- 
cess of  these  efforts  has  been  the  attrac- 
tion of  private  investment  dollars.  Long 
perceived  as  too  risky,  affordable-hous- 
ing development  has  been  transformed 
into  a  prudent  investment  by  the  tax 
credit.  The  rehabilitation  and  new  con- 
struction has  given  moribund  communi- 
ties a  vibrancy  that  attracts  additional 
private  investment.  Vouchers  are  unable 
to  perform  this  function. 

Dozens  of  this  nation's  most  dis- 
tressed communities  are  in  the  midst  of 
remarkable  transformations.  But  those 
transformations  are  in  danger  of  being 
halted  in  their  tracks  because  of  the  un- 
certainty surrounding  the  tax  credit. 
Permanent  extension  is  crucial. 

Raymond  L.  Flynn,  Mayor 
Boston 

MICROWAVE  COMMUNICATIONS: 
THERE'S  ROOM  FOR  EVERYBODY 

One  must  listen  to  cries  of  pain  from 
entrenched  microwave  users  object- 
ing to  the  Federal  Communications  Com- 
mission's attempts  to  clear  spectrum  for 
the  emerging  personal-communications 
networks  with  a  large  economy-size 
grain  of  salt  ("The  FCC's  high-voltage 
agenda  could  make  lots  of  sparks," 
Washington  Outlook,  June  15).  The  2- 
gigahertz  band  in  question  is  lightly 
used,  particularly  in  the  urban  areas 
that  have  huge  blocks  of  empty  spec- 
trum. All  the  parties  understand  that  an 
orderly  and  nondisruptive  migration  out 
of  this  band  over  a  period  of  years  is 
technically  and  economically  feasible  and 
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Epson  Reliability.  As  you'd 
expect  from  the  longest-running 
prinier  comp/my,  the  ActionPrinter 
is  built  to  last.  And  backed  solidly 
by  our  two-year  warranty. 


A  Simple  Lesson  I 


Unique  Paper  Tray.  The  only 
dot  matrix  printer  with  a  paper 
cassette  tray.  So  you  won't  get  fed 
up  handling  tractor  feed  paper. 


Quick  &  Quiet.  In  case  you 
haven't  heard,  the  ActionPrinter 
is  considerably  quieter  than  the 
average  dot  matrix  printer — 
even  when  zipping  along  at 
250  characters  per  second. 


Easy  To  Use.  Setup  and  operation  couldn't  be  simpler.  And  Epson's  convenient 
Qii/ck  Reference  Card  keeps  you  from  struggling 
through  hefty  user  manuals. 


Quick  Reference 

det9Uedinfoni.aUononanyou 
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Very,  Very  Affordable.  a  list  price 

oj  just  $299,  this  is  rlcariy  a  printer  anyone 
ran  feel  at  home  with. 


sCA 


LABLE  FONTS 


Quality  Output.  You  can  print  a 
variety  of  letter- quality  type  in  a  variety 
of  sizes,  and  give  all  your  work  a  more 
professional  look. 


■lome  Economics. 


Compact  &  Lightweight.  The  design  is 
revolutionary:  the  ActionPrinter  sits  flat  or 
stands  upright,  fitting  easily  in  any  work- 
space. The  perfect  printer  to  have  around 
the  house  or  apartment. 


The  new  Epson® ActionPrinter™  3250  is  the  first 
dot  matrix  printer  built  specifically  for  the  home 
user.  Its  design  is  sleek  and  space-saving.  Its  features 
practical  and  easy  to  use.  Its  construcfion,  Epson  solid. 
All  for  a  price  that's  nothing  short  of  amazing. 

For  a  free  introductory  course  in  printers,  turn  to 
oiu"  booklet,  "WTiat  You  Should  Know  Before  Buying  A 
Dot  Matrix  Printer."  Just  call  ■= 
800-289-3776  for  your  copy, 
and  the  name  of  the  Epson 
dealer  nearest  you. 

Then  stop  in  soon, 
home  a  printer  that  could 
teach  the  others  a  lesson  or  two. 


EPSON 

WH/tfYou 
Shoulp 
Know  Before 


DotMaimPrinter 


For  dealer  referral,  lali  8(KI-BirY-EPSON(S00-289-3776).  In  Canada,  call  800 -CO -EPSON 
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that  numerous  technologies  exist  for 
sharing  in  the  interim. 

It  is  unfortunate  that  it  takes  an  FCC 
chairman  of  unusual  courage  such  as 
Alfred  C.  Sikes  to  accomplish  what 
should  be  a  simple,  logical  step  in  allo- 
cating a  limited  national  resource  to 
maximize  the  benefits  to  consumers  of 
emerging  technologies. 

Richard  G.  Tomlinson,  President 
PCN  Communications  Inc. 
Glastonbury,  Conn. 

WAS  KEHNAMETAI'S  REPUTATION 
DRAGGED  THROUGH  THE  MUP? 

It  would  be  futile  to  refute  all  unsub- 
stantiated parts  of  "Was  Iraqgate 
business  as  usual?"  (Top  of  the  News, 
July  13),  but  there  are  several  issues 
that  require  elaboration. 

First,  despite  whatever  allegations  the 
article' makes  against  Assistant  U.  S.  At- 
torney Gale  McKenzie,  the  fundamental 
fact  is  that  a  federal  grand  jury,  made 
up  of  about  20  individuals  with  various 
backgrounds  and  political  persuasions, 
reviewed  all  documents  and  heard  exten- 
sive testimony  relating  to  Kennametal's 
operations  and  found  no  violation  of 
U.  S.  law. 

In  addition,  the  federal  grand  jury 
found  absolutely  no  connection  between 
Kennametal  and  Banca  Nazionale  del 
Lavoro  (BNL).  That  is  completely  under- 
standable since  Kennametal  did  not  have 
any  type  of  banking  relationship  with 
the  Atlanta  BNL  branch. 

Finally,  BUSINESS  WEEK  says  it  "con- 
sulted a  myriad  of  independent  sources, 
court  records,  congressional  testimony, 
and  documents  subpoenaed  by  Con- 
gress." This  suggests  a  process  that 
would  have  taken  at  least  weeks  to  re- 
view and  follow  up.  However,  the  report- 
er contacted  Kennametal  less  than  48 
hours  from  filing  the  story.  The  compa- 
ny cooperated  with  every  request  the 
reporter  sought  and  offered  to  meet 
with  the  reporter  to  review  any  and  all 
questions  and  documents.  The  offer  was 
turned  down  by  BUSINESS  WEEK. 

Reading  your  story  recalls  a  state- 
ment made  several  years  ago  by  a  gov- 
ernment official  after  his  complete  ac- 
quittal on  various,  serious  charges  of 
wrongdoing.-  "What  office  do  I  go  to  to 
get  my  reputation  back?"  This  BUSINESS 
WEEK  story  places  Kennametal  and  its 
5,000  employees  in  the  same  predica- 
ment. 

Robert  L.  McGeehan 
President  &  CEO 
Kennametal  Inc. 
Latrobe,  Pa. 

Editor's  note:  Ke»namefal  Inc.'s  offer 
to  meet  with  our  reporter  came  after 


CORRECTIONS  &  CLARIFICATIONS 

In  "High  tech's  huddled  masses:  Mak- 
ing a  mark  in  Silicon  Valley"  (Cover 
Story,  July  13),  we  misstated  results 
for  Solectron  Corp.  The  company's 
sales  were  $265  million  for  the  year 
ended  Aug.  31,  1991,  and  $294  millon 
for  the  first  nine  months  of  fiscal  1992. 


our  press  deadline.  Over  a  period  of 
three  days,  BUSINESS  week  provided 
Kennametal  with  an  opporunity  to  re- 
spond to  all  the  issues  raised  about  the 
company. 

WHAT  IT  TAKES 

FOR  ENERGY  SAVINGS  TO  COUNT 

There  is  no  way  to  "slash  energy  use" 
("Growth  vs.  environment,"  Cover 
Story,  May  11).  Every  initiative  requires 
massive  investments  of  capital,  all  up- 
front. The  savings  become  noticeable 
only  after  a  large  fraction  of  all  the 
existing  light  bulbs,  refrigerators,  air 
conditioners,  and  furnaces  have  been  re- 
placed. Industrial  and  residential  savings 
in  fuel-burning  are  all  accomplished  by 
converting  to  electricity.  And  that  will 
require  more  new  power  plants.  The 
maximum  theoretical  contribution  of  so- 
lar energy  can't  exceed  8/^.  In  fact,  \7< 
to  2%  would  be  marvelous,  if  we  can 
ever  reach  it.  The  remaining  power 
plants  that  don't  emit  carbon  dioxide  will 
have  to  be  nuclear. 

A.  David  Rossin 
Los  Altos  Hills,  Calif. 

Editor's  note:  Rossin  was  Assistant 
Secretary  of  Energy  for  Nuclear  Ener- 
gy in  1986-87. 

MAYBE  BECKER  COULD  TRY 

A  LITTLE  OCCUPATIONAL  THERAPY 

For  Gary  Becker  ("A  ticket  out  of  the 
inner  city,"  Economic  Viewpoint, 
June  22)  to  equate  computer  program- 
ming with  carpentry  and  to  dismiss  both 
as  occupations  fit  only  for  high  school 
dropouts  to  be  taught  in  rip-off  trade 
schools  displays  a  sad  ignorance  of  mod- 
ern economic  and  technological  realities 
as  well  as  an  elitist  contempt  for  honest 
labor. 

With  regard  to  the  first  issue,  comput- 
er programming  is  now  essential  to  the 
operation  of  all  major  enterprises  indus- 
trial operations,  financial  markets,  the 
production  of  newspapers  and  maga- 
zines, as  well  as  any  mechanical  or  elec- 
tronic device  that  uses  an  embedded 
microprocessor.  With  regard  to  the  sec- 
ond, it  should  be  remembered  that  ac- 
cording to  the  Talmud,  scholars  were 


required  to  work  at  a  craft  as  well  as| 
their  studies.  Perhaps  the  same  should 
be  true  today  for  economists. 

Jason  Olasky 
Rockville,  Md. 

LATIN  AMERICA'S  UNDERCLASS 
ISN'T  FEELING  THE  REFORMS 


Although  I  found  your  article  "Latin 
America"  (Cover  Story,  June  15) 
thorough  and,  for  the  most  part,  bal 
anced,  I  wonder  if  there  isn't  something 
missing.  While  you  do  make  mention  of 
the  various  potholes  that  exist  along  the 
road  to  free  markets  and  neoliberal  capi 
talism,  you  don't  convey  an  accurate 
sense  of  either  the  desperate  pligiit  oi 
Latin  America's  vast  underclass,  which 
remains  largely  untouched  by  the  boun 
ty  of  this  economic  "renaissance"  or  the 
adamant  opposition  these  supposedly 
"enlightened"  reforms  continue  to  face. 

Richard  Salisbury 
Research  Associate 
Council  on  Hemispheric  Affairs 
Washington 

YOU  COULD  CALL  IT 
RIGATONI  MORTIS  

Your  piece  "Sending  leftover  pizza 
down  to  the  farm"  (Development 
to  Watch,  June  22)  brought  back  memo 
ries  of  a  similar  experiment  on  an  Israel 
kibbutz  where  my  husband  and  I  lived  i 
the  1970s. 

The  dairy-herd  manager  had  contract- 
ed to  purchase  the  unusable  products  of 
a  nearby  pasta  factory,  figuring  that  the 
low-cost  nutrition  in  the  broken  macaro 
ni  and  spaghetti  would  be  a  viable  re- 
placement for  some  of  the  cattle  feed 
Day  one  on  the  new  diet,  the  animals 
demolished  their  substantial  portions  of 
dry  pasta  with  the  avidity  of  tourists  in 
Alfredo's.  However,  the  following  morn 
ing,  every  cow  lay  on  her  back,  legs  in 
the  air,  belly  distended,  moaning  and 
mooing  in  pain.  Apparently,  the  noodles 
had  "cooked"  in  the  moist  heat  of  the 
ruminant  digestive  systems  and  quadru 
pled  in  bulk.  Our  veterinarian  had  no 
Alka-Seltzer  equivalent  to  ease  the  bo- 
vine suffering,  and  many  of  the  herd 
died.  Hopefully,  the  researchers  at  Penn- 
sylvania State  University  will  fully  in- 
vestigate the  effects  of  junk  food  on 
livestock  before  precipitating  another 
"cattle-astrophe." 

Melinda  Mandelbaum  Stein 
Savannah,  Ga., 


Letters  to  the  Editor  should  be  sent  to  Readers 
Report,  Business  Week,  1221  Avenue  of  the  Ameri- 
cas, New  York,  N.  Y.  10020.  Fax:  (212)  512-4464, 
Telex:  12-7960,  Intl.  4998204.  All  letters  must  in- 
clude an  address  and  daytime  and  evening  tele- 
phone numbers.  We  reserve  the  right  to  edit  letters 
for  clarity  and  space. 
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^  The  thing  about  personal  computers  is,  they're  personal.  Given  a  choice,  some  people  will  choose  DOS, 
while  others  will  choose  Windows.  The  good  news  is,  personal  preferences  don't  have  to  interfere  with  office 
productivity.  WordPerfect"  users  are  free  to  work  the  way  they  work  best  and  still  share  documents  with 
colleagues  (or  clients  and  spouses)  who  work  differently.  Because  different  though  WordPerfect  for  DOS  and 
Windows  are,  they  share  an  identical  file  format.  So  the  documents  are  interchangeable  without  conversion, 
without  reformatting,  and  without  exception.  i&  It's  word  processing  that  just  about  everyone  can  agree  on. 

WordlWect 

FOR  INFORMATION  CALL  800-526-5147 
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IN  THE  IMAGE  OF  THE  BRAIN 

Jim  Jubak 

Little,  Brown  •  348pp  •  $21.95 


ARTIFICIAL  LIFE 

Steven  Levy 

Pantheon  •  390pp  •  $25 


IT  'THINKS/ 
THEREFORE  IT  IS? 


Afoot-long  robotic  cockroach 
clambers  over  a  telephone  book 
as  it  crawls  across  a  room. 
Named  Genghis,  it  was  born  at  the  Mas- 
sachusetts Institute  of  Technology.  The 
metallic  bug  has  six  motorized  legs,  six 
sensors  for  a  head,  and  a  torso  loaded 
with  computer  chips.  Plus  a  new  pal, 
Attila.  Packed  with  150  sensors,  Attila  is 
much  smarter:  When  dropped  on  its 
back,  Attila  can  rotate  its  head  and  legs 
180  degrees  so  it  can  continue  walking 
or — eek! — climbing. 

Two  new  books  profile  Genghis,  Atti- 
la, and  other  projects  that  move  beyond 
artificial  intelligence  as  we  have  come  to 
know  it.  .'M's  disciples  have  long  been 
obsessed  with  replicating  the  mind's  ab- 
stract thought  patterns.  The  traditional 
approach  has  been  to  use  computers  to 
crunch  through  long  lists  of  the  mind's 


rules  about  the  world — for  example,  that 
rooms  have  four  walls.  By  contrast, 
these  books  explore  efforts  to  mimic 
thought  and  behavior  more  precisely 
through  neurobiology  and  genetics.  Gen- 
ghis and  Attila,  for  instance,  have  no 
concept  of  the  room  they  are  in.  Instead, 
they  rely  on  base  neurological  instincts 
to  avoid  objects,  wander  around,  and 
learn  about  their  environment. 

Journalist  Jim  Jubak  and  author  Ste- 
ven Levy  both  profile  the  scientists  and 
entrepreneurs  on  this  frontier.  Jubak's 
approach  is  scientific,  while  Levy's  is 
philosophical.  Jubak's  In  the  Image  of 
the  Brain  grapples  with  the  technology 
of  duplicating  the  human  brain  and  ner- 
vous system.  It  asks:  How  close  can  we 
get?  Levy's  Artificial  Life  ponders  the 
implications  of  creating  organisms  out 
of  software  and  silicon.  It  asks:  How 


will  the  existence  of  artificial  life  change 
our  view  of  natural  life  and  ourselves? 

Jubak  shows  how  Genghis  and  Attila 
shape  up  against  lab  rats  in  navigating 
an  environment.  The  robo-bugs  seem  to 
learn  simple  actions  one  step  at  a  time — 
is  there  something  in  the  way,  or  not? 
Eventually,  they  find  their  way  around 
and  perform  complex  routines.  Rats 
store  a  mental  map  of  landmarks.  But 
change  the  layout,  and  they  resort  to  the 
same  devices  as  Genghis  and  Attila. 

Such  comparisons  between  computers 
and  animals  are  central  to  the  field  of 
so-called  neural  networks,  which  Jubak 
explores  in  depth.  A  neural  network  sim- 
ulates a  nervous  system  using  chips  or 
software  instead  of  neurons.  The  theory 
is  that  the  brain,  or  any  neural  network, 
is  really  just  the  sum  of  its  physical 
parts  rather  than  some  mysterious  rea- 
soning machine.  "The  biology  of  the 
brain  is  the  cause  of  the  mind,"  Jubak 
writes.  Taking  that  as  a  premise,  one 
group  of  researchers  at  Carnegie  Mellon 
University  has  succeeded  in  building  a 
neural  net  that  drives  a  Chevy  van  by 
learning  the  patterns  of  the  road.  Other 
neural  nets  can  select  a  familiar  face 
from  a  photo  or  weigh  mortgage  risks. 

Levy  takes  a  much  more  Asimovian 
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The  Road  Warrior. 


POWERED  byI  ^i^^*  ^^e  full  power  of  an  Apple  Macintosh  computer  packed  into  its  sleek 
MOTOROLA  j  frame,  the  PowerBook  is  a  mighty  machine  for  doing  battle  on  the  road. 


Motorola  and  the  ®  are  rei^isff  rcJ  trademarks  and  Ihc  Powered  By  Motorola  logo  is  a  trademark  of  Motorola,  tnc  Apple,  the  Apple  logo.  Macintosh  and  PowerBook  are  registered  trademarks 
of  Apple  Computer  Inc  ^  1992  Motorola  Inc  All  rights  reserved 


view,  challenging  the  accepted  definition 
of  life  itself.  Levy  argues  that  Genghis 
and  Attila  may  evolve  into  something 
that  could  be  considered — EEK! — alive. 
What  if  you  built  an  insect  that  behaved 
so  much  like  an  insect  that  for  all  practi- 
cal purposes  it  was  an  insect?  Such  an 
image  is  especially  jarring  in  light  of  the 
MIT  scientists'  vision  of  using  a  colony  of 
Attilas  to  explore  distant  planets. 

For  the  most  part,  though,  Levy  fo- 
cuses not  on  robots  but  on  computer 
simulations  of  life.  He  sees  enormous 


implications  in  alternative  life  forms  that 
move,  eat,  reproduce,  and  kill  silently  on 
computer  screens  and  disk  drives.  He 
interview's  some  very  quirky  people  at 
some  very  respectable  research  labs  who 
are  hard  at  work  creating  Darwinian 
universes  inhabited  by  software  critters 
that  can  pass  along  complex  genetic 
code  to  their  offspring  and  evolve 
through  thousands  of  generations  in  a 
few  hours.  This  work  may  someday  lead 
to  a  better  understanding  of  computer 
viruses  or  maybe  even  human  evolution. 


Levy  takes  various  passes  at  the  basic 
question:  What  is  life,  anyway?  In  what 
may  be  the  ultimate  in  political  correct- 
ness, he  quotes  researchers  who  argue 
that  the  human  definition  of  what  consti- 
tutes life  is  bia.sed  because  it  is  unques- 
lioningly  human-centered.  Who  says  liv- 
ing organisms  have  to  be  carbon-based? 
Why  can't  they  exist  within  a  computer 
and  subsist  on  data?  "These  other  forms 
nf  life,  artificial  ones,  want  to  come  into 
i  xistence,"  says  Chris  Langton,  an  im- 
passioned pioneer  of  the  field.  "And  they 
are  using  rne  as  their  vehicle." 

Man  gives  birth  to  mutant  ninja  soft- 
ware? Well,  it's  fun  to  contemplate 
whether  humans  can  bestow  their  traits 
on  the  sterile  Is  and  Os  of  computer 
programs.  Such  thoughts  force  us  to  ap- 
preciate our  own  complexities.  In  this 
respect,  it's  not  hard  to  see  how  a  writer 
can  get  carried  away.  Jubak  doesn't.  As 
a  result.  In  the  Image  of  the  Brain 
provides  a  sober  snapshot  of  what's  go- 
ing on  now  in  the  fascinating  field  of 
neural  networks.  In  Artificial  Life. 
Levy  clearly  overreaches,  but  he  pro- 
vides an  eloquent  discussion  of  the  con- 
sequences if  the  people  he  profiles  hap- 
pen to  be  right.  Both  books  portend 
intriguing  things  to  come. 

BY  EVAN  I  SCHWARTZ 
Sclurartz  covers  software  for  BW. 
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conomic  ViewDoint 


WE  SHOULD  FOCUS  ON 
HUMAN  CAPITAL  NOT  CAPITAL 


BY  ALAN  S.  BLINDER 


President  Bush  has 
nothing  better  to 
offer  than  the  tired, 
trickle-down  policies 
that  got  us  in  the 
current  mess. 
Clinton's  emphasis 
on  human-capital 
gains  is  more  likely 
to  raise  America's 
productivity 


ALAN  S  BUNDER  IS  THE  GORDON  S 
RENTSCHLER  MEMORIAL  PROFESSOR 
OF  ECONOMICS  AT  PRINCETON 
AND  THE  AUTHOR  OF  GROW/NG 
TOGETHER 


Lest  anyone  has  forgotten,  Presidential 
elections  are  supposed  to  be  national  ref- 
erendums  on  policy.  This  time  the  central 
economic  issue  should  be  how  to  raise  the 
nation's  anemic  long-term  growth  rate.  Re- 
ducing the  much  bally hooed  budget  deficit  is 
but  a  means  toward  that  end. 

There  are  three  ways  to  boost  output  per 
hour— what  economists  call  productivity.  The 
sweetest  way  is  to  improve  our  technology.  As 
the  songwriter  said:  Nice  work  if  you  can  get 
it— and  we  should  certainly  try.  But  econo- 
mists probably  know  more  about  pursuing  the 
other  two  routes:  accumulating  more  private 
capital  and  improving  the  quality  of  our  work 
force.  Public-infrastructure  capital  can  and 
should  be  a  useful  adjunct  to  either,  but  it 
cannot  play  the  leading  role. 

Let's  be  clear.  This  is  not  an  either-or 
choice.  We  must  work  on  both  our  capital  and 
labor  resources.  But  since  no  nation  can  do 
everything  at  once,  the  emphasis  matters. 
Shall  we  concentrate  on  augmenting  our  pri- 
vate capital  or  on  enhancing  our  human  re- 
sources? Which  will  be  the  engine  of  growth 
and  which  the  caboose? 

TIRED  CLICHE?  President  Bush  has  a  straightfor- 
ward answer:  Emphasize  capital  formation  by 
cutting  the  taxes  that  investors  pay  on  their 
capital  gains.  This,  he  argues,  will  lead  to 
more  capital  formation  and  thence  to  faster 
productivity  gi'owth.  This  "trickle  down"  argu- 
ment should  by  now  be  familiar  enough  to 
give  Americans  the  willies.  It  is,  after  all,  the 
tried-and-untrue  policy  of  the  1980s.  That  it 
failed  so  miserably  either  to  accelerate  capital 
formation  or  improve  productivity  growth 
should  give  us  pause. 

Governor  Clinton's  economic  plan  offers  a 
clear  alternative.  While  neither  denigrating 
nor  forgetting  the  role  of  capital,  this  chal- 
lengei'  is  placing  most  of  his  bets  on  human  in- 
vestments—with a  little  badly  needed  pul^lic  in- 
frastructure thrown  in.  He  wants  more  and 
better  education,  more  on-the-job  training, 
greater  access  to  college,  and  so  on. 

The  advantages  of  the  Clinton  aj^proach  are 
many.  Let's  start  with  arithmetic.  Since  labor 
inputs  account  for  roughly  70%  of  gross  do- 
mestic product  and  capital  inputs  for  just  30%, 
a  10%  increase  in  the  amount  of  capital  per 
worker  would  boost  productivity  3%.  But  a 
10%  increase  in  labor  quality  would  gain  us 
7%.  Each  of  these  is  a  tall  order,  to  be  sure. 
But  look  at  the  difference  in  what  we  gain  if 
we  succeed. 

The  mere  fact  that  70%  is  more  than  30% 
would  be  a  debater's  point  if  we  knew  how  to 
make  the  capital  medicine  work  l)ut  were  in 
the  dark  about  how  to  ap])ly  the  human-re- 


source medicine.  The  truth,  however,  is  closeij 
to  the  reverse.  Tax  incentives  for  saving  anc 
investment  proliferated  in  the  1980s,  and  al 
most  all  failed.  While  the  details  are  in  dis 
pute,  two  salient  facts  are  not:  There  was  nc 
substantial  i"ise  in  the  share  of  gross  domestic 
product  saved  or  invested,  and  there  was  nc 
burst  of  productivity  gi'owth. 

In  stark  contrast,  there  is  mounting  evi 
dence  that  rates  of  return  on  human  invest 
ments  are  high.  One  obvious  example  is  thai 
wage  gaps  between  more-  and  less-educatec 
workers  are  now  near  historic  highs.  But  we 
continue  to  underinvest  shamiefully  in  earlj 
education  programs,  such  as  Head  Start,  de 
spite  stunningly  high  rates  of  return. 
SPECTATOR  SPORT.  As  against  this,  where  is 
the  evidence  that  we  can  spur  productivitj 
growth  by  reopening  the  same  old  tax  loop 
holes  that  gave  us,  among  other  things,  al 
those  empty  office  buildings  and  shopping 
malls?  To  my  knowledge,  none  has  been  of 
fered.  Instead,  we  are  to  take  it  on  faith  thai 
reducing  the  capital-gains  tax  will  gel 
America's  entrepreneurial  juices  flowing  again 

The  case  for  a  human-resource-based  str'ate 
gy  doesn't  end  there.  Americans  may  recal 
that  the  policies  of  the  1980s  were  not  ver} 
kind  to  the  lower  80%— or  was  it  the  lowei 
95%— of  the  population.  Some  additional  income 
inequality  is  more  or  less  inherent  in  the  ap 
proach.  Tax  breaks  for  saving  and  investment 
directly  benefit  only  those  who  hold  substantia 
capital— a  small  minority  even  in  our  great  cap 
italist  democracy.  Others  gain  only  from  wha 
trickles  down.  Thus  the  Reagan-Bush  growtl 
strategy  was  bound  to  exacerbate  income  in 
equalities,  as  it  did,  and  make  economic  gi'owtl 
a  spectator  sport  for  most  Americans. 

A  growth  strategy  built  around  human  re 
sources  has  precisely  the  opposite  effects.  Al 
most  all  of  us  sell  our  labor,  and  the  middk 
class  gets  most  of  its  income  that  way.  Wher 
human  investments  are  the  engine  of  growth 
almost  everyone  gets  to  play  in  the  economii 
game.  These  policies  are  also  more  likely  t( 
narrow  income  gaps  than  to  widen  them. 

Finally,  much  has  been  made  of  the  increas 
ingly  global  economy  around  which  informa 
tion,  goods,  and  capital  freely  fly.  But  labor  i 
far  less  mobile  than  capital.  American  laboi',  ii 
particular,  rarely  leaves  the  country.  So. 
the  U.  S.  government  showers  tax  breaks  o: 
capital,  some  of  the  benefits  will  inevitably 
flow  abroad.  But  if  we  spend  public  funds  oi 
improving  our  human  resources,  virtually  al 
the  l)enefits  will  stay  at  home. 

There  is  a  choice  in  this  Presidential  elec 
tion  between  two  very  different  gi'owth  strat 
egies.  Let  the  voters  decide. 
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What  you'll  discover  in  Barcelona. 
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assistance  anytime.  Q  American  Express  will  help  customers  with  everything  from  advice  to 
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Be  There. 


=conQmic  Trends 


BY  CHRISTOPHER  FARRELL 


A  STUBBORNLY  HIGH 
JOBLESS  RATE 
COULD  STYMIE  BUSH 

The  Bush  Administration  K'(>t  rude 
jolt  when  the  unemployment  rate 
surged  to  7.8%  in  June  from  7.5%  the 
IJi'evious  month  and  7.2%  in  April.  And  a 
key  cjuestion  for  the  President's  reelec- 
tion campaign  is  whether  the  rate  is 
headed  higher. 

Accordinj^  to  most  economists,  the 
answer  is  no.  Unemployment,  says  the 
consensus,  will  .stay  around  current  lev- 
els at  least  until  the  end  of  the  year. 
DKl/McGraw-Hill  Inc.  economi.st  David 
Wyss  believes  the  economy  will  grow 
at  a  modest  2M%  to  21/.%  annual  rate- 
enough  to  keep  the  unemployment  rate 
from  moving  any  highei-.  Wyss  also 
notes  that  the  surprising  jump  in  un- 


ONE  FORECAST  SEES 
UNEMPLOYMENT  CLIMBING 
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emi)loyment  over  the  last  few  months 
was-  largely  driven  by  an  unexpected 
sui'ge  in  people  looking  for  work,  which 
he  l)elieves  will  not  be  repeated  any- 
time soon. 

But  Mark  Zandi,  an  economist  at 
Regi(jnal  Financial  Associates  Inc.,  an 
economic-forecasting  firm,  says  the  un- 
employment I'ate  could  hit  a  disturbing- 
ly high  8.4%  in  November  (chait).  Zandi 
doesn't  dispute  Wy.ss's  economic-gi'owth 
foi'ecast,  but  he  parts  company  on  the 
dynamics  of  the  labor  markets.  Simply 
put,  Zandi  says  the  unemployment  surge 
of  the  past  few  months  was  no  fluke.  In- 
deed, the  unemployment  rate  has  been 
on  the  i-ise  since  April.  With  the  econo- 
my on  a  recovery  path,  he  believes  a  lot 
of  jieople  who  had  stopped  seeking  woi-k 
dui'ing  the  recession  began  looking  ff)r 
jobs  this  year.  But  the  economy  isn't 
growing  fast  enough  to  absorb  all  of 


those  new  job  seekers,  declares  Zandi. 

His  higher  unemployment-rate  foi-e- 
cast  is  built  on  a  3.1%  annual  growth 
rate  in  the  labor  force,  which  is  how 
fast  the  labor  force  was  growing  in  the 
first  six  months  of  the  year.  That's  fast- 
er than  the  long-term  rate  of  1.6%.  But 
given  the  falloff  in  job  seekers  during 
the  prolonged  recession,  that  higher 
number  is  not  out  of  line,  he  maintains. 
"The  unemployment  rate  in  the  months 
ahead  will  not  be  good  news  for  the  Ad- 
ministration," says  Zandi. 


TOKYO'S  MARKET  DIVE 
MAY  BE  KEEPING  U.S. 
INTEREST  RATES  ALOFT 

One  of  the  gi'eat  finance  puzzles  of 
the  past  decade  is  why  long-term 
interest  rates  are  staying  so  stub- 
bornly high.  Even  as  short-term  rates 
have  plunged  to  a  29-year  low,  long- 
term  Ti'easury  bond  yields  have  l)are- 
ly  budged.  Indeed,  they  ai'e  still  above 
their  1986  lows,  and  bond  rates  have 
been  heading  up  in  recent  days.  Many 
economists  blame  the  federal  govern- 
ment's $350  billion  budget  deficit  for 
keeping  long-tei-m  rates  in  the  strato- 
sphere. Others  point  to  investors, 
badly  l)urned  by  underestimating  in- 
flation in  the  late  196()s  and  197()s,  who 
ai'e  unwilling  to  gamble  that  the  in- 
flation dragon  is  slain  despite  little  ev- 
idence of  upward  price  pressure. 

Another  important,  but  often  ne- 
glected, rea.son  is  the  Japanese  sell-off 
of  U.  S.  debt  securities,  says  William 
P.  Sterling,  an  economist  at  Merrill 
Lynch  &  Co.  Japanese  investors  have 
been  unloading  their  holdings  in  an 
effort  to  prop  up  their  ailing  finan- 
cial system  as  the  Tokyo  stock  market 
has  tumbled.  According  to  Treasury 
Dei)t.  data,  Japanese  holdings  of  U.  S. 
Treasury  securities  fell  from  $102  bil- 
lion at  the  beginning  of  1989  to  $72 
billion  by  the  first  cjuarter  of  this  year. 

Just  as  huge  inflows  of  Japanese 
capital  during  most  of  the  198()s  de- 
pressed interest  rates  on  U.  S.  Treas- 
uries and  supported  America's  econom- 
ic l)oom,  says  Sterling,  the  recent 
outflow  of  Japanese  investment  is 
keeping  U.  S.  bond  yields  high  and 
hampering  the  U.  S.  economy's  re- 
bound. He  estimates  that  long-term 
interest  rates  would  be  about  half  a 
percentage  point  lower  were  it  not  for 
the  Japanese  selling.  If  Sterling  is 
right,  the  continued  weak  performance 
of  the  Japanese  stock  market  and  the 
enormous  U.  S.  budget  deficit  add  u]) 
to  high  long-term  interest  rates  for  a 
long  time  to  come. 


PROOF  THAT  PATIENCE 
IS  A  VIRTUE  WHEN  IT 
COMES  TO  SMALL  CAPS 


BIGGER  THAN  EVER: 
THE  LOCAL  TAX  BITE 
ON  BUSINESS  

Businessmen  may  dislike  Washington 
policymakers,  often  with  gcxxl  reason. 
But  a  recent  survey  by  accountant 
Coopei's  &  Lybrand  suggests  they  have 
e(iual  reason  to  fear  officials  closer  to 
home.  Hard-pressed  state  and  local  gov- 
ernments need  money,  and  they  ai'e  going 
after-  business  to  get  it.  According  to  the 
survey,  state  and  local  taxes  accoimted 
for  4()%  of  the  total  corjioi-ate  tax  bur-den 
of  the  348  r-esponding  companies,  most 
with  annual  sales  alx)ve  $100  million.  St;ite 
and  local  taxes  went  up  over-  the  past 
three  year-s  for  8^3%  of  the  comj^anies,  and 
92%  of  them  anticipate  fut-ther  hikes  over- 
the  next  thr-ee  year-s. 


It's  an  old  saw  on  Wall  Str-eet:  Over 
the  long  haul,  small-company  stocks 
far-  outperform  big-cap  stocks.  But  how 
much  better?  A  r-ecent  study  by  pen- 
sion consultant  Wilshir-e  Associates  foiind 
that  the  smallest  500  stocks  by  market 
capitalization  (out  of  a  total  of  2,5(.)0)  r-e- 
tui-ned  a  nifty  18.6%  annually  from  1975 
to  1991.  By  contrast,  the  500  lar-gest-cap 
stocks  returned  12.5%  a  year.  So  $10,000 
invested  in  small  caps  was  worth 
$220,000  17  years  later,  after  com- 
pounding, vs.  $83,000  for  large  caps. 

Ther-e's  a  catch,  though.  Using  the 
Wilshir-e  data,  money  manager  A^ronson 
+  Fogler  found  that  those  small-cap  r-e- 
turns  are  ear-ned  only  by  bvrying  and 
holding  r-ather-  than  by  tr*ading  in  and 
out.  If  an  investor  bought  and  sold  the 
small-cap  portfolio  once  a  year-,  the 
$220,000  tur-ns  into  $79,400.  But  a  large- 
cap  portfolio  holds  up  much  l)etter-. 
shr-inking  to  only  $75,700  from  $83,000. 

Why?  Tr-ading  costs  are  a  lot  higher 
for  small  caps,  says  Theodore  R.  Aron- 
son.  First,  they'r-e  rrruch  less  liciuid,  and 
the  spread  between  what  investors  pay 
to  l)uy  them  and  what  they  get  for-  sell- 
ing is  wide.  But  for  big  caps,  the  spr-ead 
is  very  narrow,  so  it  costs  less  to  trade 
them.  Second,  small  caps  generally  sell 
for  a  lot  less  than  big  caps.  So  commis- 
sions, which  ar-e  usually  calculated  on  a 
per-share  basis  regardless  of  stock  price, 
are  a  larger  percentage  of  the  total  out- 
lay in  small-cap  trades.  Says  Ai-onson: 
"Ignciring  transaction  costs  can  be  haz- 
ar-dous  to  your-  financial  health." 
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 1914  

In  one  oj  the  cariial  known  safety 
tests,  John  Dodge  takes  two  oj  the  jnst 
automobiles  bearing  his  name  and 
drives  them  straight 
into  a  hnck  wall  at 
nearly  20  miles  per 
hour  When  a  star- 
tled employee  ash 
why.  Dodge  says, 
"I  might  as  well, 
heiuuse  someone  else  is  going  to  do  it 
when  these  cars  get  on  the  road." 

Dodge's  first  safety  test  jor  tires  is 
rather  unsi  n'ntifii.  He  throws  them  ojj 
the  top  oj  a  jour-story  building. 


 1931  

Chrysler  introduces  floating  Power,  a 
refinement  of  its  earlier  enclosecl  rub- 
ber engine  mount  idea  (fniidcntally, 
Floating  Power  was  so  popular  that  it 
was  licensed  to  other  carmakers.) 


  1936   

In  a  dramalii 
demonstratiiij, 
oj  the  structuuil 
integrity  oj  the 
1936  Dodge. 
WE.  Blandenburg  siui 
self  in  the  cai  and  tolls  it  down 
a  steep  embankment.  Incredi- 
bly, the  car  lands  right  side  up. 
Even  more  inercdiblv,  Blanden- 
burg gets  out.  smiles  for  the 
cameras,  gets  back  in.  and  drives  away 

 1931  


 J94J-45  

Chrysler  spends  the  war  ; 
years  building  tanhs  and 
bombers.  Vehicles  that  w. 
decidedly  unsajejor  the 
I  I'ir.pctition 


r 


Good  news  for  backseat  drivers  Chrysler 
introduces  the  first  safety  padding  on  the  bai 
oj jront  seats. 


POSSIBLY  THE  ONLY  TIME 
ANYBODY  GOT  AHEAD 


BY  PLAYING  IT  SAFE. 


 m3  

Dodge  introduces  the  first  all-steel 
closed  car  body  in  the  U  S  (Quite  a 
bit  safer  than  the  wood-lramed  car 
bodies  that  preceded  it  } 

  1924   


The  jirst  jour-wheel  hydraulic  brakes 
on  a  U.S  production  car  appear  on 
the  jirst  Chrysler  Fifteen  years  later, 
all  U  S  cars  have  hydraulic  brafces 

  1926   


Chrysler  introduces  the  jirst  enclosed 
rubber  engine  mounts.  Before  that. 
vibration  would  shake  up  even  the 
sturdiest  of  drivers. 


  1934   

In  an  era  when  all  cars  carry  their 
engines  well  behind  their  front  axles 
Chrysler's  Air/low  is  the  first  to 
place  a  third  oj  its  engine  mass 
ahead  of  the  front  axle  The 
result  IS  better  weight  di 
tribution,  safer  handling  A,^ 
and  shameless  imitation 
by  other  carmakers 

With  Its  all-steel  body  attache^ 
to  a  steel  sfeeleton.  the  Air/low  fur- 
ther re/ines  the  art  oj jrame  design  As 
the  jirst  car  body  to  provide  a  major- 
ity oj  the  car's  strength,  it  paves  the 
way  jor  modern  unit-body 
construction 

In  another  industry  jirst,  the  spring 
rates  of  the  Airjlow  are  synchroniced 
to  reduce  pitching  and  improve  con- 
trol during  aiceleration  and  sudden 
stops 


-  1940  - 
Chrysler  introduces 
the  jirst  twin  leading  shoe  brakes, 
improving  stopping  power  and  the 
chances  oj  avoiding  an  accident. 

 mi  


jeep  introduces  the  jirst  station  wag 
to  use  an  all-steel  body.  Which  mak 
traveling  sajerjor  kids,  dogs,  and 
bags  of  groceries. 

 1949  


Be/ore  Chrysler  devises  the  Sajety  Rim 
wheel,  a  blowout  would  often  cause 
the  tire  to  separate  jrom  the  wheel, 
jorcmg  the  hapless  driver  to  stop  his 
car  on  steel  rims. 


Bejore  Splash-Prooj  ignition  was 
introduced  by  Chrysler,  a  little  wale 
could  stop  a  4,000-pound  car.  Cleari 
not  the  sajest  way  to  travel  on  a  bus} 
highway. 


■   1949   

ealizing  that  the  dashboard  Isn't 
cactly  the  best  place  for  exposed 
etal  that  won't  give  in  an  accident, 
hrysler  creates  the  first  padded 
ishboard. 


 J969   

The  jirst  quartz-halogen  driving  l:ght 
greatly  increases  r\ightlme  driving 
safety.  Years  later,  other  car  com- 
pariies  see  the  light  and  introduce 
tlieirown  quartz-halogen  lights. 


  1950   

hrysler  introduces  the  first  four- 
keel,  self-energizing  disc  brakes. 

  1951   

ir)'s!er  designs  the  first  forced  air- 
oled  brakes,  because  overheated 
akes  aren't  reliable. 


  1959   

le  first  automatic  dimming  elec- 
jnic  rear-view  mirror  reduces 
ad  light  glare. 

  1960   


irysler  becomes  the  first  to  offer 
gh-beam  dimmers  that  automat- 
illy  switch  headlamps  to  low  beam 
len  an  oncoming  vehicle  is  detected. 

  1963   


le  first  airfoil  wiper  arms  keep  the 
jdes  pressed  firmly  against  the 
ndshield  at  high  speeds. 

  1966   


rm  in  the  belie/  that  seat  belts  can 
made  even  safer,  Chrysler  offers 
first  shoulder  harness. 

iryslei  introduces  the  first  separate, 
f-containcd  rear  heater-dcjroster 
stem.  (Even  when  Chrysler  engi- 
ers  are  looking  backward,  they're 
II  loohing/orward.) 


1968- 


irysler  creates  the  first  rear-window 
isher  system.  It  gives  Chrysler 
■ners  greater  visibility  of  what's 
hind  them.  And  it  gives  Chrysler 
gineers  greater  visibility  as  creators 
safe  vehicles. 


 1971  

Whv  did  Chrysler  engineer  the  first 
automatic  tailgate  locking  system? 
Because  a  station  wagon  full  of 
screaming  kids  can  cause  you  to  lose 
your  mind.  And  your  memory. 


  1973   

jeep  introduces  the  first  U.S.  vehicle  to 
offer  full-time  four-wheel  drive.  After 
all,  why  should  improved  traction  and 
handling  be  a  part-time  affair'!' 

  1979   

Realicing  the  inherent  problems  of 
bias-ply  tires  (hydroplaning  and 
punctures),  Chrysler  becomes 
the  first  to  make  radial  tires 
standard  on  all  its  cars. 

  1987   

Condensation  in  the  exhaust  system 
leads  to  corrosion  And  corroded 
exhaust  pipes  can  leak  toxic  fumes. 
Chrysler  responds  by  being  the  first 
carmaker  to  install  corrosion- 
resistant  stainless  steel  exhaust  sys- 
tems on  every  car  it  builds. 


Chrysler  becomes  the  first  U.S 
manufacturer  to  install  a  driver's  air 
bag  as  standard  eijuipment 
Other  carmahers  are 
forced  to  play 
catch-up. 


-1971  - 
Continuing  a 
40-vear  tradition  o 
brake  refinements,  Chrysler 
introduces  the  first  four-wheel, 
wheel-slip  control  brake  system  This 
technology  was  the  forerunner  oj  moc 
em  anti-loch  brahing  systems. 

The  just  headlamp  washer  with  powe 
brush  does  for  headlamps  what  wind- 
shield wipers  do  for  windshields. 

  1972   


  1988   

Chrysler  convertibles 
become  the  first  convertibles  to 
offer  driver's  air  bags  as  standard 
eijuipment,  A  little  extra  air  couldn't 
hurl,  could  It' 


  1989   

Chrysler  o//ers  the  first  four-wheel 
antilock  brakes  on  a  four-wheel  drive 
vehicle.  Ranchers,  surfers  and  urban 
cowboys,  rejoice.' 

 1991  


Not  content  to  simply  create  the  entire 
minivan  lategory, 
Chrysler  is  the 
first  to  offer  a 
minivan  driver's 
air  bag 


(Which  prove 
that,  on  occasion. 
reinventing  the  wheel 
isn't  such  a  bad  idea. ) 

  1992   

Chrysler  creates  the  first  built-in, 
/old-down  child  seat.  It  keeps  children 
firmly  in  ihcir  scats,  and  our  competi- 
tion sijuirming  in  theirs. 

Tough  off-road  conditions  could 
inadvertently  deploy  an  air 
hag  Chrysler  responds  by 
deploying  its  engineers. 
The  result?  The  jeep 
Grand  Cherokee,  which 
IS  the  only  sporl-utilit)' 
lehicle  with  a  driver's  air 
bag  .  and  it's  standard. 

  1993   


One  ofthe  most-ignored  rules 
of  safe  car  repair  is: 
Always  disconnect  the 
battery  first.  Chrysler 
makes  it  easier  than 
ever  for  mechanics  with 
the  first  battery  quick- 
disconnect  feature. 


Chrysler  draws  on  79  years  of  safety 
innovation  to  create  the  first  car  to 
combine  standard  dual  air  hags  and 
anti-lock  brakes  with  options  like 
traction  control  and  a  buiU-m  fold- 
down  child  seat 


At  a  time  when  it  has  become  fashionable  for  car  companies  to  hop  on  the  safety  band- 
wagon, we  thou^tyoud  like  to  know  who  built  the  bandmgon.  And  when  it  was  built.  In  the  car 
usiness,  you  lead,  \ollow  or  get  out  of  the  way  ADVANTAGE:  CHRYSLER4V 

CHRYSLERPLYMOUTH-DODGE-DODGETRUCKS-JEEP.EAGLE 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


INVENTORIES  ARE  CASTING 
A  VOTE  OF  NO  CONFIDENCE 


At  this  stage  of  the  business  cycle,  the  recovery 
process  should  be  moving  along  without  a  hitch. 
Consumers  should  be  gathering  goods  off  store 
shelves  and  thus  prompting  retailers  to  rebuild  inven- 
tories. Manufacturers  should  be  busy  making  the  goods 
to  restock  warehouses,  providing  needed  increases  to 
production  and  payrolls. 

But  in  these  dog  days  of  summer,  the  recovery  mecha- 
nism has  hit  a  snag:  the  reluctance  of  businesses  to 
rebuild  inventories.  Consumers  are  buying,  but  only  at  a 
modest  pace.  And  businesses  seem  so  unsure  of  the 
recovery's  strength  that  they  are  hesitant  to  restock 
their  shelves  (chart).  Consequently,  factory  orders  are 
sluggish  and  industrial  production  has  stalled. 

The  absence  of  strong  inven- 
tory rebuilding,  along  with 
hardly  any  growth  in  consumer 
spending,  is  a  big  reason  why 
the  second  quarter's  gross  do- 
mestic product  grew  below  the 
2.7%  annual  rate  of  increase 
posted  in  the  first  period.  It  is 
also  why  the  recovery  in  indus- 
trial output  hasn't  been  as  ro- 
bust as  in  past  upturns. 
The  lack  of  another  type  of 
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RETAILERS, 
WHOLESALERS, 
AND  MANU»a)iRERS 


stockpiling  partly  explains  the  stagnation  in  the  labor 
markets:  Service  industries  aren't  building  up  their  pay- 
rolls. The  inventory  of  service  producers  is  not  services. 
It  is  the  workers  who  provide  those  services.  And  as 
long  as  this  sector,  which  employs  more  than  three- 
fourths  of  all  workers,  continues  to  slim  down  and  cut 
costs,  job  growth  will  not  provide  a  strong  push  to 
consumers'  income  and  spending. 

AUTOS  AND    The  recovery  process  is  still  in  gear — it's 
HOUSING       just  stuck  in  low  gear.  Further  modest 
WILL  LEND     growth  in  GDP  seems  assured  in  the  third 
A  HAND        quarter.  Consumer  buying  begins  the  cur- 
rent quarter  at  a  high  level  compared  to  the  second 
quarter.  Also,  auto  production  will  keep  factory  output 
moving  ahead,  and  lower  interest  rates  will  help  housing. 

But  the  kick  from  inventory  rebuilding  that  typically 
gives  recoveries  a  big  boost  is  missing.  First-quarter 
liquidation  of  inventories  turned  out  to  be  far  less  than 
first  measured.  That,  plus  slow  restocking  in  the  second 
quarter,  implies  that  the  swing  in  inventory  growth  sup- 
plied only  a  moderately  positive  lift  to  last  quarter's  GDP 
growth.  Meanwhile,  sluggish  consumer  spending  sug- 
gests that  overall  demand  barely  grew. 


Inventories  rose  a  scant  0.1%  in  May,  and  adjusted  for 
prices,  real  inventories  have  fallen  in  four  of  the  last  five 
months.  Retailers  actually  cut  their  stockpiles  in  May  by 
0.3%'.  That  caution  undoubtedly  reflects  the  recent  slug- 
gishness in  retail  buying. 

All  this  fell  back  on  goods  producers  in  June.  Industri- 
al production  in  manufacturing,  mining,  and  utilities 
dropped  0.3%  in  the  month,  reflecting  sizable  cutbacks  in 
auto  assemblies  and  output  of  construction  supplies 
(chart).  And  the  industrial  operating  rate  dipped  from 
78.9%  to  78.5%'.  Both  drops  were  the  first  since  January. 

Despite  the  June  weakness,  however,  industrial  pro- 
duction should  continue  along  a  rising  trend.  Output  rose 
at  an  annual  rate  of  4.5%'  last  quarter  after  falling  2.9% 
in  the  first.  In  the  third  quarter,  Detroit  is  beefing  up  its 
production  schedules,  and  construction  should  perk  up  in 
a  lagged  response  to  lower  mortgage  rates. 

THE  FED        The  disappointingly  slow  pace  of  recovery 
CAN  IGNORE   must  be  weighing  heavily  on  the  mind  of 
INFLATION     Federal  Reserve  Board  Chairman  Alan 
FOR  NOW       Greenspan  as  he  prepares  for  his  semi- 
annual testimony  on  monetary  policy  on  July  21  and  22. 
Greenspan  will  have  to  forecast  the  outlook  for  the 
economy  and  give  the  central  bank's  preliminary  target 
ranges  for  money  growth  for  1993. 

His  biggest  task:  explain  why 
money  growth  has  fallen 
through  the  lower  end  of  its 
current  targets.  Greenspan 
must  also  address  the  risks  to 
the  recovery  of  below-target 
money  growth.  And  he  will 
have  to  reconcile  the  apparent 
inconsistency  between  the  cur- 
rent pace  of  M2  and  the  Fed's 
forecast  for  economic  growth. 
It  will  not  be  easy.  A  large 
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cut  in  the  federal  funds  rate  in  December,  1991,  has  done 
little  to  accelerate  the  growth  of  the  Fed's  favorite  mea- 
sure of  money,  M2.  In  fact,  M2  has  fallen  some  $35 
billion  since  it  peaked  in  early  March.  That  slide  included 
a  large  $7.3  billion  drop  in  the  last  week  of  June,  which 
placed  M2  some  $34  billion  beneath  the  low  end  of  its 
target  range  of  2.5%  to  6.5%  annual  growth  for  1992. 

Given  the  combination  of  weak  money  growth  and  a 
sluggish  economy,  further  Fed  action  cannot  be  ruled 
out — particularly  since  inflation  is  becoming  less  and 
less  of  an  issue.  Price  pressures  just  are  not  a  problem 
for  this  moribund  economy.  In  June,  consumer  prices 
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CONSUMER  PRICES 
ARE  WELL-SEHAVED 


rose  just  0.3%,  while  producer  prices  of  finished  goods 
advanced  by  only  0.2%. 

Excluding  food  and  energy,  the  core  rates  of  inflation 
are  even  less  of  a  threat  to  the  economy.  Core  producer 
prices  fell  0.1%>  in  June  and  are  up  only  2.5%  from  a  year 
ago.  And  consumer  prices,  excluding  food  and  energy, 
rose  by  just  0.2'/''  last  month,  for  a  yearly  gain  of  3.8%'. 

The  airfare  wars  in  early 
June  brightened  the  inflation 
performance  for  the  month.  The 
average  cost  of  air  travel 
plunged  6.-5%,  while  the  prices 
of  apparel,  tobacco  products, 
and  toiletries  declined  as  well. 

But  it  isn't  just  inflation  in 
goods  that  is  trending  lower. 
The  pressures  on  service  prices 
are  also  receding.  Led  by  a 
slowdown  in  housing  costs,  the 
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annual  core  rate  of  inflation  in  services  stands  at  only 
4.1%'.  That's  down  considerably  from  5A7"  during  the 
previous  year  (chart). 

For  now,  there  is  little  reason  to  believe  that  price 
pressures  will  reignite  anytime  soon.  Wage  gains  will 
remain  extremely  modest  in  the  face  of  lackluster  labor 
markets.  And  weak  demand  means  businesses  are  un- 
likely to  risk  losing  customers  by  raising  prices. 

A  FAINT  The  lethargic  pace  of  spending,  however, 
RINGING  OF  is  why  businesses  are  so  wary  about 
CASH  making  commitments  in  the  areas  of  in- 

REGISTERS  ventories  and  jobs.  That's  especially  true 
for  companies  catering  to  consumers— whose  spending 
accounts  for  two-thirds  of  the  economy.  After  sharply 
cutting  their  spending  in  March,  consumers  have  headed 
back  to  stores.  But  the  pace  of  spending  is  very  modest. 

In  June,  retail  sales  moved  up  by  0.59^'.  Coming  on  top 
of  gains  in  April  and  May,  retail  sales  have  recouped  all 


of  the  steep  1.2%  decline  in  March  (chart).  Because  of 
that  loss,  store  receipts  started  off  the  second  quarter  at 
■  a  big  disadvantage.  And  after  adjusting  for  inflation, 
retail  volume  was  down  slightly  last  quarter. 

The  high  level  of  buying  in  June,  though,  means  that 
retail  sales  should .  post  a  gain  in  the  third  quarter, 
compared  with  the  second.  New  U.  S.-made  cars  sold  at  a 
6.5  million  annual  rate  in  early  July.  That's  down  from 
June's  pace  of  6.8  million,  but  still  respectable. 

Another  good  sign  for  future 
shopping  is  the  sharp  drop  in 
mortgage  rates,  which  should 
rouse  the  soft  housing  recovery. 
Increased  home  sales  will  help 
spur  buying  of  furniture,  appli- 
ances, and  building  materials — 
retail  categories  that  stumbled 
in  the  second  quarter. 

In  addition,  consumers  who 
missed  out  on  refinancing  their 
mortgages  in  January  may  now 
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take  advantage  of  the  latest  drop  in  rates.  With  the 
average  rate  of  a  30-year  fixed  mortgage  now  at  8.21%, 
homeowners  who  refinance  will  see  their  monthly  pay- 
ments drop  significantly. 

In  addition,  retail  sales  in  June  may  have  taken  an 
indirect  hit  from  the  airlines'  price  war.  Consumers 
shelled  out  about  $2  billion  for  cheap  tickets  in  early 
June,  leaving  less  money  for  retailers.  And  since  airfares 
are  included  in  outlays  for  services,  the  airline  skirmish 
suggests  that  the  June  report  on  overall  consumer 
spending,  due  out  on  July  31,  could  look  very  healthy 

Some  better  economic  news  would  provide  cool  relief 
to  the  central  bank,  which  watched  as  the  recovery  hit  a 
snag  in  the  spring.  The  recent  disappointing  signs  don't 
add  up  to  a  triple  dip.  But  until  the  recovery  gets  somej 
pickup  in  jobs  or  the  money  supply,  this  economy  facesj 
anything  but  clear  sailing  in  the  second  half. 


THE  WEEK  AHEAD 


FEDERAL  BUDGET 


Wednesday,  July  22 
The  U.  S.  government  will  likely  report  a 
small  $1  billion  surplus  for  June,  say 
economists  surveyed  by  MMS  Internation- 
al, a  unit  of  McGraw-Hill  Inc.  The  feder- 
al budget  is  usually  in  surplus  in  June 
because  quarterly  tax  payments  by  cor- 
porations and  some  individuals  boost 
revenues.  However,  problems  in  pay- 
ments made  ■  by  tlie  Resolution  Trust 
Corp.  last  year  caused  a  $2.6  billion  defi- 
cit in  June,  1991. 

INITIAL  UNEMPLOYMENT  CLAIMS 

Thursday,  July  23,  8:30  a.m. 

New  filings  for  state  unemployment 

benefits  may  very  well  bounce  up  to  an 


annual  rate  of  430,000  for  the  week  end- 
ed July  11.  But  that  is  because  many 
economists  expect  jobless  claims  to  fall 
close  to  400,000  for  the  week  ended  July 
4,  when  state  offices  were  closed  to  ob- 
serve Independence  Day.  On  a  four- 
week  moving  average,  which  smooths 
out  the  trend  in  claims,  people  continue 
to  file  for  benefits  at  a  410,000  rate — a 
level  consistent  with  an  extremely  mild 
recovery.  In  addition,  the  plateau  in  job- 
less claims  suggests  little  improvement 
in  the  nation's  7.8'/^  unemployment  rate. 

CAR  SALES  

nursday,  July  23 

New  domestically  made  cars  likely  sold 
at  an  annual  rate  of  6.8  million  during 
mid-July.  Sales  surged  to  a  7.-5  million 


pace  in  late  June,  and  then  came  in  at  a; 
6.5  million  clip  in  early  July.  Despite  the 
lackluster  performance  in  other  retail 
buying,  consumers  still  seem  willing  tc 
head  to  car  dealers,  kick  a  few  tires,  and 
buy  or  lease  a  new  car. 

DURABLE  GOODS  ORDERS 


Fnday,  July  21  8:30  a.?n. 
New  orders  taken  by  durable-good? 
manufacturers  likely  increased  by  1%  ir 
June,  after  a  2.l7o  drop  in  May,  say  thf 
MMS  forecasters.  The  gain  will  be  led  by 
a  pickup  in  auto  demand  and  defenst 
orders.  The  expected  rise  in  new  demanc 
probably  wasn't  strong  enough  to  re 
verse  the  downturn  in  unfilled  orders 
The  backlog  of  orders  has  dropped  foi 
nine  consecutive  months. 
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How  $11  billion  will  improve  the  flow 
of  information  around  the  Great  Lakes. 


We're  making  an  $11  billion  investment  in  our 
telecommunications  network  over  the  next  five  years.  A 
network  that's  designed  to  connect  Ameritech  customers 
throughout  the  Great  Lakes  region  with  tomorrow. 

It's  an  aggressive  plan  that  will  bring  the  advanced 
services  of  a  digitally  switched  network  to  more  than  80 
percent  of  our  12  million  business  and  residential  customers 
by  1996.  With  double  the  fiber  optic  cable  we  have  employed 
today,  we'll  be  delivering  even  more  exciting  new  services 
tomorrow.  Everything  from  innovative  custom  calling  features 
and  video  conferencing  to  advanced  healthcare  information 
systems.  By  enhancing  our  network's  quality,  capacity  and 
reliability,  we're  providing  customers  with  more  choices  for  the 


way  they  live  and  more  productivity  in  the  way  they  work.  This 
commitment  to  improving  life  for  our  customers  is  part  of  our 
pursuit  of  an  even  more  profitable  future  for  our  shareowners. 

For  a  copy  of  our  Annual  Report  or  related  financial  pub- 
lications, call  Ameritech  Investor  Relations  at  312/750-5353. 


The  Communications  Companies  of  Ameritech  are: 
Illinois  Bell  •  Indiana  Bell  •  Michigan  Bell  •  Ohio  Bell  •  Wisconsin  Bell 
Ameritech  Audiotex  Services  •  Ameritech  Credit  •  Ameritech  Development 
Ameritech  Information  Systems  *  Ameritech  International 
Ameritech  Mobile  Communications  •  Ameritech  Publishing 
Ameritech  Services  •  The  Tigon  Corporation. 
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WHAT  COULD 
STOP  CLINTON 

irSTHi  DEMS'  BEST  CHANCE  IN  YEARS.  BUT. . . 


tmi  /  ' 


Garden  had  bare 
ly  stopped  whei 
Democratic  Pres 
idential  noniinei 
Bill  Clinton  ant 
his  runnini 
mate,  Al  Gore,  boarded  the  bus  for  td 
morrow.  On  July  17,  the  duo  was  set  ti,: 
lead  a  motley  caravan  headed  for  iht, 
heartland:  Mount  Holly,  N.J.;  Utica' 
Ohio;  Evansville,  Ind.;  and  Vandalia,  111., 
each  a  small-town  pocket  of  Americ;i 
that  lies  off  the  interstate — and  of 
the  political  road  map  of  traditiona 
Democrats. 

Clinton's  ultimate  stop,  Democrat^ 
hope,  is  1600  Pennsylvania  Ave.  And  af 
ter  the  July  13-17  lovefest  in  New  Yorl 
City — one  of  the  most  unified  conveii 
tions  in  memory — they  have  reason  i'oi 
optimism.  Clinton  has  vaulted  past  inde 
pendent  Ross  Perot  and  edged  ahead  n  ] 
President  Bush  in  some  polls.  More  iiiij 
portant,  his  centrist  message  seems  ti 
be  registering  with  middle-class  voterj 
weary  of  Bush's  ineffectual  economii 
leadership  (page  30).  "This  election  i.^ 
about  putting  power  back  in  youi 
hands,"  Clinton  said  in  remarks  pre 
pared  for  delivery  on  July  16.  "It's  abou' 
putting  people  first." 

It  would  be  easy  to  get  carried  awaj 
by  the  Democrats'  well-choreographe( 
political  pageant.  Featuring  a  shimmer 
ing  white  podium  framed  by  a  bank  oi 
high-tech  video  screens,  the  show  was  s( 
seamless  that  at  times  it  seemed  morJ 
like  a  scene  from  the  Country  Music 
Assn.  awards  than  a  typically  anarchic 
Democratic  convention.  But  in  reality 
Clinton  and  Gore  will  have  to  fight  har 
to  prevent  their  glittering  New  Yorl 
production  from  bombing  on  the  road 
Here's  why: 

■  Even  though  President  Bush  is  on  th 
ropes  (page  28),  he  remains  a  formidabi 
opponent  with  all  the  powers  of  incum 
bency.  When  they  gather  next  month  ir 
Houston,  Republicans  will  try  to  shre 
Democrats'  claim  that  they  have  broker 
with  their  "tax  and  spend"  past.  Exhibi 
A:  Clinton's  economic  plan,  which  raise; 
taxes  on  the  wealthy  and  foreign  corpo 
rations  by  $150  billion  and  targets  $20( 
billion  for  spending  on  infrastructun 
and  investment  incentives. 

■  Denied  the  economy  as  an  issue.  Re 
publicans  will  subject  Clinton  to  a  bruta 
negative  assault.  Thanks  to  the  furoi 
over  his  alleged  extramarital  affairs,  ex' 
periments  with  marijuana,  and  draft  eva 
sion,  Clinton  has  given  GOP  commando; 
plenty  of  openings.  Republicans  will  rol 
out  a  variation  of  their  1988  Boston  Har 
bor  number:  Clinton  will  be  cast  as  th( 
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"failed  governor"  of  a  backwa- 
ter state,  an  attack  that  could 
undermine  his  claims  to  be  a 
credible  agent  of  economic 
change.  Vows  a  senior  Bush 
strategist:  "This  campaign  is  go- 
ing to  get  rough  and  tough." 
a  Despite  the  show  of  unity  in 
New  York,  Clinton  could  face 
problems  energizing  his  Demo- 
cratic base.  Some  core  constitu- 
encies, notably  blacks  and  liber- 
als, are  furious  over  Clinton's 
rough  handling  of  Jesse  Jackson 
and  his  lurch  toward  the  politi- 
cal center.  Says  Howard  Univer- 
sity political  science  professor 
Ronald  Walters,  a  key  Jackson 
adviser:  "Clinton's  strategy  risks  turn- 
ing off  the  black  vote,  and  it  isn't  win- 
ning the  white  vote."  A  hint  of  future 
trouble:  Black  turnout  was  off  sharply 
in  the  primaries.  Without  an  enthusiastic 
black  vote,  Clinton  and  Gore  have  no 
chance  of  breaking  through  in  the  South 
and  capturing  key  Northern  industrial 
states. 

■  To  a  huge  extent,  the  two  essential 
elements  of  a  Democratic  victory  remain 
outside  of  Clinton's  control.  He  needs 
the  economy  to  stay  spongy  right  up  to 
November.  That  would  ensure  a  debate 
centered  on  Bush's  record  rather  than 
Clinton's  character.  The  other  concern  is 
Perot's  v/aning  strength,  underscored  on 
July  15  by  the  abrupt  departure  of  cam- 
paign Co-Chairman  Edward  J.  Rollins. 


□  Clinton  faces 
a  brutal  assault 
from  Bush — 
and  he  may  still 
have  trouble 
energizing 
his  core 
constituencies 


Because  of  the  GOP's  strong  base  in  the 
South  and  West,  few  analysts  think  Clin- 
ton could  best  Bush  in  a  two-way  race. 
The  Democrats  want  Perot  to  hang  in, 
peeling  off  at  least  15^  of  Bush's  sup- 
port. "Clinton  needs  Perot  to  split  the 
white  vote  with  Bush,"  says  Earl  Black, 
a  University  of  South  Carolina  political 
scientist. 

Perot's  presence  in  the  race  is  a  mixed 
blessing,  though,  because  a  three-way 
struggle  makes  Clinton's  strategy  vastly 
more  complicated.  Clinton  now  has  to 
puzzle  out  a  shifting  electoral  map  in 
which  some  states  that  are  leaning  Dem- 
ocratic could  drift  out  of  Clinton's  reach, 
while  formerly  hostile  states  offer  in- 
triguing opportunities  (map).  "No  one's 
been  any  good  at  figuring  out  how  to 


run  a  campaign  under -these  con- 
ditions," says  James  Carville, 
Clinton's  senior  political  strate- 
gist. "We're  all  flying  by  the 
seat  of  the  pants." 

If  Clinton  is  to  win  in  Novem- 
ber, he'll  have  to  do  well  outside 
of  traditional  Democratic  bas- 
tions in  the  Northeast.  Here's 
the  outlook,  region  by  region. 
■  The  Northeast.  The  Southern- 
fried  combination  of  Clinton  and 
Gore  has  run  into  a  cultural 
wall  in  New  York  and  New  En- 
gland.  But  the  region's  econom- 
ic  woes  should  drive  many  vot- 
^"^^    ers  back  to  the  Democrats. 

"Believe  it  or  not,  but  we're  ac- 
tually close  right  now  in  New  Hamp- 
shire," says  Clinton  pollster  Stanley 
Greenberg.  "That's  because  the  whole 
region  feels  like  a  Third  World  basket 
case." 

■  The  Heartland.  "The  industrial  Midwest 
is  the  real  battleground,"  says  Republi- 
can pollster  Ed  Goeas.  The  Rust  Belt 
took  its  economic  hit  in  the  1980s  and 
has  escaped  the  worst  of  the  current 
recession.  Partly  because  the  region  has 
fared  relatively  well,  Clinton's  economic 
plan  has  yet  to  dazzle  Midwesterners. 
Perot's  get-tough  trade  policy,  by  con- 
trast, plays  well  with  Michigan  auto 
workers.  And  Ohio  has  become  solid  GOP 
territory.  But  the  Democrats  have  a 
good  shot  in  Illinois.  Clinton's  pledge  to 
restore  "high-wage,  high-skill"  manufac- 


CAN  CLINTON  MAP  A  VICTORY? 
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turinji;  jobs  will  help  with  voters  there. 

■  Song  of  the  South.  You  might  think 
that  the  Democrats'  "double  Bubba" 
ticket  would  play  well  in  Dixie.  But  the 
Deep  South,  anchored  by  Florida  and 
South  Carolina,  remains  Bush's  stron- 
gest region.  A  recent  Mason-Dixon  Poll 
found  that  Clinton  had  the  backing  of 
only  one  in  five  Southern  whites.  Clinton 
and  Gore  have  better  prospects  on  their 
home  ground  in  the  mid-South.  "If  Perot 
stays  at  15'/'',  most  of  the  South  will  be 
competitive,"  says  pollster  Greenberg. 
"The  Democrats  are  dreaming,"  snaps 
cop  Southern  operative  Haley  Barbour. 

■  The  West.  Westerners  have  always  had 
a  visceral  dislike  of  the  preppy  Bush. 
"They  smell  the  East  in  him,"  says  Paul 
Tully,  political  director  for  the  Demo- 


cratic National  Committee.  Up  to  now, 
Perot  has  been  the  biggest  beneficiary 
of  the  region's  rawhide  populism,  but 
Clinton  is  coming  on.  The  Arkansan  still 
has  no  chance  in  most  Rocky  Mountain 
states.  But  California,  with  54  electoral 
votes,  is  the  real  prize.  "If  we  don't  win 
California,  we  don't  win,"  says  Clinton 
campaign  Chairman  Mickey  Kantor. 
Gore  (page  29)  should  improve  Clinton's 
chances  there  and  in  the  Northwest. 

Although  Clinton's  electoral  path  is 
treacherous,  he  starts  the  last  leg  with 
the  best  prospects  of  any  recent  Demo- 
cratic challenger.  Four  years  of  econom- 
ic stagnation  have  eroded  Bush's  sup- 
port. A  virulent  mood  of  anti-incumbent 
anger  cuts  against  the  President.  And 
growing  concern  about  abortion  rights 


could  cost  Bush  the  support  of  indepen 
dent  and  Republican  women.  "The  Presi 
dent  hasn't  crossed  the  threshold  to  de' 
feat  yet,"  says  a  top  Administratioi 
official.  "But  he's  getting  close." 

Close  is  not  good  enough  for  Demo! 
crats,  who  have  seen  many  a  pos 
■convention  jump  in  the  polls  fade  unde 
a  withering  GOP  assault  on  their  con^ 
values.  Elated  with  their  New  York  tri, 
umph,  Clinton  and  Gore  are  campaign, 
ing  with  abandon.  But  they  have  miles) 
to  go  and  many  crises  to  weather  befon' 
they  can  swap  their  tour  bus  for  first 
class  seats  on  Air  Force  One. 

By  Lee  Walczak,  Richard  S.  Dunham] 
Douglas     Harbrechf,      and  Hoira 
Gleckman,   with  Susan  B.   Garland  hik 
Christina  Del  Valle,  in  Neiv  York  \ 


HOW  WILL  YOU  KNOW  IF  BUSH  IS  LOSING  IT? 


De  mo- 
rn a  y 
they 
George 
on  the 
run.  Afid  in  a 
sense,  they  do. 
But  the  Presi- 
dent's summer  retreat  does  not  a  fall 
rout  ensure,  especially  ivheri  you  con- 
side)'  that  the  Democrats  have  found 
a  way  to  blow  five  of  the  past  sit: 
Presidential  contests.  Most  political 
analysts  continue  to  believe 
that  the  November  election 
remains  Bush's  to  lose,  and 
right  now  he  seems  to  be  do- 
ing everything  possible  to 
lose  it.  How  will  voters  know 
if  Bush  is  slipping  irretriev- 
ably into  deep  doo-doo?  It 
won't  be  hard,  if  you  consid- 
er these  only  mildly  improb- 
able jiortents  of  disaster .  . . 
PEROT  SURGES  BACK.  As  Ameri 
cans  return  from  their  Labor 
Day  vacations,  they  are  greet- 
ed by  a  revived,  rip-snorting 
Ross  Perot.  Finally  reconciled 
to  the  counsel  of  his  latest  batch  of 
political  advisers,  the  Texas  billionaire 
hammers  Bush  with  a  huge  national 
advertising  blitz.  The  spots  attack  the 
President's  economic  record  and  lack 
of  domestic  vision,  while  stressing  Per- 
ot's can-do  approach.  Drawing  a  sharp 
contrast  with  the  bombast  of  the  Dem- 
ocratic and  Republican  conventions, 
Perot-nistas  stage  a  futuristic  marvel, 
beaming  their  hero's  image  to  a  dozen 
satellite  locations.  Perot's  "un-conven- 
tion"  attracts  a  huge  national  televi- 
sion audience.  Resigned  to  a  three-way 


election,  the  Bush  team  readies  a  bru- 
tal negative  barrage  for  use  against 
Perot — despite  misgivings  that  the  as- 
sault could  backfire. 
THE  ECONO-SWOON  DEEPENS.  Reacting  to 
the  news  that  the  July  unemployment 
rate  rose  0.2  percentage  points,  to  S7", 
White  House  spokesman  Marlin  Fitz- 
water  cracks  that  "nobody's  perfect." 
Bush,  appearing  with  Treasury  Secre- 
tary Nicholas  F.  Brady  and  Council  of 
Economic  Advisers  Chairman  Michael 
J.  Boskin,  calls  the  news  "troubling," 


□  The  omens 
Bush  slings 
more  mud  at 
Perot,  the 
Street  gets 
scared,  Jim 
Baker  goes 
to  Bosnia 


but  adds  testily:  "Seven  economic  indi- 
cators are  trending  up,  only  three  are 
heading  down.  Look — if  the  American 
people  had  studied  Econ  101,  they'd  un- 
derstand that  we're  in  recovery  mode, 
not  a  recession."  Within  days,  polls 
show  that  public  confidence  in  Bush's 
handling  of  the  economy  is  heading  for 
single  digits. 

THE  MARKETS  SHORT  BUSH.  Reacting  to 
the  Federal  Reserve's  September  deci- 
sion to  cut  the  discount  rate  by  an 
additional  quarter-point,  markets  sense 
panic  in  Bushdom.  Long-term  interest 


rates  spike,  driving  another  nail  in  the 
recovery's  coffin.  Perot  running-male 
L.  William  Seidman  scoffs  at  the  eco- 
nomic necessity  of  the  Fed's  move,  la- 
beling it  "the  September  surprise." 
Portfolio  managers,  hedging  against  a 
Bill  Clinton  victory,  put  a  "buy"  on 
telecommunications  and  construction 
stocks,  presumed  beneficiaries  of  a  ma- 
jor new  push  to  rebuild  America's  in- 
frastructure. A  few  maverick  money- 
runners,  figuring  the  ever  inquisitive 
Perot  has  the  edge,  begin  snapping  up 
shares  in  Pinkerton  Inc.  Trea- 
sury chief  Nick  Brady  reas- 
sures investors:  "Markets  go 
up.  Markets  go  down." 
PANIC  CITY.  Longtime  friends 
of  President  Bush  begin  a 
hunger  strike  outside  the  of- 
fice of  Secretary  of  State 
James  A.  Baker  III.  "We're 
not  leaving  until  Jim  agrees 
to  stop  all  this  business  with 
Bosnia  and  goes  over  to  get  a 
grip  on  things  at  the  cam- 
paign," says  Bush  intimate 
Robert  A.  Mosbacher,  reach- " 
ing  into  his  pocket  for  the  last 
of  his  hoard  of  pork  rinds.  Baker, 
whose  political  instincts  rarely  permit 
association  with  a  losing  cause,  politely 
declines,  saying:  "The  orphans  of  Sara- 
jevo need  me  more  than  the  campaign 
does.  The  President's  reelection  effort 
is  in  good  hands."  Former  President 
Ronald  Reagan  admiits  that  he  has 
sharply  reduced  his  scheduled  appear- 
ances for  the  Bush-Quayle  ticket,  cit- 
ing a  conflict  with  a  speaking  tour  of 
Japan. 

By  Lee  Walczak,  Douglas  Harbrecht, 
and  Howard  Gleckman  in  New  York 
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THE  DEMOCRATS! 


ENVIRONMENTAL  ACTIVIST:  GORE  ADDRESSES  THE  SIERRA  CLUB  IN  NEW  TORK'S  CENTRAL  PARK 


WHAT  CLINTON  EXPECTS 
FROM  'SENATOR  SCIENCE' 


Al  Gore's  vision  of  a  higher-tech  America  is  a  key  part  of  the  campaign 


In  photographs, 
they  look  ahnost 
like  twins:  two 
Bible  Belt  baby 
boomers,  white, 
a  little  pudgy,  se- 
rious to  a  fault. 
But  there  is 
more  to  Bill  Clinton's  selection  of  Al 
Gore  as  his  running  mate  than  a  concert- 
ed appeal  to  the  South  or  a  desire  for  a 
"new  generation"  ticket.  Clinton  is  a  fan 
of  Gore's  high-tech  industrial  strategy 
and  hopes  to  use  the  Tennessee  sena- 
tor's Capitol  Hill  connections  to  help 
turn  his  ideas  into  law. 

What  Gore  and  Clinton  seek  is  nothing 
less  than  a  fundamental  overhaul  of 
government's  role  in  the  economy.  They 
believe  Washington  should  become  a  cat- 
alyst for  job  creation  and  private  invest- 
ment. That  kind  of  talk  has  new  Demo- 
crats cheering — and  Bush  operatives 
sharpening  their  knives. 

Gore  is  full  of  ambitious  ideas.  He  has 
long  favored  creation  of 
a  high-speed  "computer 
superhighway"  linking 
universities,  research 
labs,  hospitals,  schools, 
and  factories.  The  Bush 
Administration  liked  the 
concept  so  much  that 
the  White  House  hi- 
jacked it,  pushed  legis- 
lation through  Congress 
late  last  year — and  shut 
Gore  out  of  the  signing 
ceremony.  Undaunted, 


Gore  wants  to  go  on  to  digital  libraries, 
a  national  research-and-education  net- 
work, an  environmental  research-and- 
development  program,  and  a  larger  role 
for  government  in  creating  civilian 
technology. 

RUSTING  DINOSAURS.  The  new  thrust  is 
welcomed  by  young  Democrats  put  off 
by  their  party's  identification  with 
shrinking  industrial  unions  and  Rust 
Belt  manufacturing  dinosaurs.  "We  need 
an  economic  game  plan — a  technology 
policy  and  defense  conversion  plan," 
says  House  Majority  Leader  Richard  A. 
Gephardt  (D-Mo.).  "It's  going  to  take  the 
cooperation  of  business,  government, 
and  labor  to  pull  it  off." 

The  Clinton  camp  hopes  Gore's  eco- 
nomic activism  will  be  a  plus  in  any  de- 
bate with  Vice-President  Dan  Quayle. 
Until  he  was  tapped  by  Bush  in  1988, 
Quayle  was  an  obscure  Midwestern  sen- 
ator beloved  by  conservatives.  By  con- 
trast, Gore  has  worked  hard  to  establish 
an  image  as  a  Big  Think  futurist,  knowl- 


AL  GORE'S  HOT  ISSUES 


As  Clinton 's  running  mate,  the  Tennessee  senator  will  stress  his  plans  for: 


COMPUTER  SUPERHIGHWAY  linking  universities,  research  labs,  hospitals,  and 
factories  along  a  nationwide  fiber-optic  network 


ENVIROHMEHTAL  CLEANUP,  which  Gore  wants  to  capitalize  on  by  promoting  a 
new  industry:  environmental  technology  that  could  be  exported  worldwide 


HIGH-TECH  INDUSTRIAL  POLICY  using  government  funds  to  develop  new  man- 
ufacturing technologies  that  small  and  midsize  companies  could  share 


DEFENSE  CONVERSION,  a  managed  shift  to  civilian  production  from  weapons 
ories  and  factor! 


edgeable  about  everything  from  biotech 
to  fiber  optics. 

And  while  Quayle's  Council  on  Com- 
petitiveness has  fought  new  clean-air 
regulations.  Gore  led  the  Senate  delega- 
tion to  the  Rio  de  Janeiro  Earth  Summit 
and  is  the  author  of  Earth  in  the  Bal- 
ance: Ecology  and  the  Human  Spirit, 
which  calls  for  stronger  environmental 
controls.  The  impatient  Gore — he 
dropped  out  of  both  divinity  school  and 
law  school  and  ran  for  President  in  1988, 
before  he'd  finished  his  first  Senate 
term — clearly  has  his  own  agenda.  "The 
task  of  saving  the  earth's  environment 
must  and  will  become  the  central  orga- 
nizing principle  of  the  post-cold-war 
world,"  Gore  told  BUSINESS  WEEK. 

This  kind  of  talk  has  occasionally  led 
Gore's  supporters  to  call  him  Senator 
Science.  But  his  detractors  have  another 
name:  "International  environmental  ex- 
tremist," charges  Republican  Party 
Chairman  Richard  S.  Bond. 

Gore's  industrial-policy  ideas  also 
draw  GOP  fire.  Republicans  complain 
that  his  fondness  for  intervention  would 
lead  to  futile  attempts  to  pick  winners 
and  losers.  "I'd  rather  have  a  President 
who  knows  nothing  than  one  who  listens 
to  Al  Gore,"  grumbles  William  F.  Mar- 
tin, a  former  Reagan  White  House  na- 
tional security  aide  dispatched  to  New 
York  to  sow  doubts  about  Gore. 

Conservatives'  unhappiness  with  Gore 
will  only  intensify  when  he  hops  off  the 
campaign  bus  to  attend  to  Senate 
chores.  At  the  top  of  his  agenda:  playing 
a  major  role  as  the  Senate  Armed  Ser- 
vices Committee  takes  up  legislation  to 
shift  weapons  research  and  production 
to  civilian  technologies. 
'DRAMATIC  SHIFT.'  Clinton  is  a  big  fan  of 
schemes  to  convert  military  production 
capacity  to  civilian  use.  And  defense- 
conversion  schemes  won't  hurt  the  ticket 
a  bit  in  vote-rich  California,  where  de- 
fense cutbacks  have  battered  the  econo- 
my. Gore  disagrees  with  some  Demo- 
cratic colleagues  who  want  to  slow  the 
decline  in  military  spending  to  protect 
defense  jobs.  Instead,  he  favors  "a  dra- 
matic shift  in  federal  priorities  and 
thinking"  toward  an  economic,  not  mili- 
tary, battleground. 
The  high-tech  industrial  policy  favored 
by  Clinton  and  Gore 
presents  GOP  gunners 
with  an  inviting  target. 
But  with  the  economy 
stagnant  and  defense 
cuts  taking  a  heavy  toll 
on  manufacturing  jobs, 
the  "double  Bubbas" 
have  a  real  chance  to 
turn  a  potential  liability 
into  a  winning  edge. 

By  Paul  Magnusson  in 
New  York,  with  Peter 
Hong  in  Washington 
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VOTERS  I 


THE  DEMOCRATS  CAN  WIN- 
BUT  NOT  WITHOUT  THESE  PEOPLE 


Blacks,  pro-choicers,  'Reagan  Democrats' — Clinton  needs  them  all.  Here's  a  sampling 


Can  Clinton 
win'^  Yes,  if  he 
corrals  the  rat- 
ers who  deserted 
the  Democrats 
after  1976.  From 
Northern  cities 
to  Southern 
towns,  many  "Reagan  Democrats"  are 
giring  the  Arkansas  governor  another 
look.  Clinton  must  also  turn  out  black 
and  pro-choice  voters.  Here's  a  look  at 
several  voters  considering  Clinton: 

'PICKING  AL  GORE 

WAS  A  GOOD  MOVE'  

Steven  Leroy  Waldrop  is  the  kind  of  vot- 
er whom  Bill  Clinton  would  love  to  win 
over.  Fed  up  with  President  Bush  and 
leery  of  Ross  Perot's  lack  of  political 
experience,  Waldrop  is  giving  Clinton  a 
second  look.  But  the  39-year-old  builder 
from  Brooks,  Ga.,  a  tiny  town  about  40 
miles  south  of  Atlanta,  won't  be  an  easy 
sell. 

The  last  ballot  Waldrop  cast  was  for 
Ronald  Reagan  in  1984.  Since  then,  Wal- 
drop says,  he  has  had  no  interest  in  i)oli- 
tics.  "To  tell  you  the  truth,  things  seem 
so  corrupt  now,  I  don't  know  if  there's  a 
way  to  turn  it  back,"  he  says. 

The  Georgia  native  says  he  also  has 
been  too  busy  for  politics.  Waldrop  and 
his  brother  own  a  construction  company, 
and  thanks  to  a  big  subdivision  contract 
and  other  jobs  in  this  growing  area,  Wal- 
drop managed  to  gain  ground  despite 
the  slow  housing  market. 

Nevertheless,  he  isn't  happy  with 
Bush's  handling  of  the  economy.  "I'm 
kind  of  disillusioned  with  the  tax  pic- 
ture," he  says.  "I'm  sick  of  the  middle 
class  carrying  the  burden  for  this  whole 
country."  The  Democrats'  appeal  to  the 
middle  class  has  caught  his  attention. 
Waldrop  also  likes  the  idea  of  voting  for 
a  winner.  Now  that  Senator  Al  Gore  is 
filling  out  the  ticket,  Waldrop  figures 
the  Democrats  will  carry  the  South. 
"Picking  Al  Gore  was  a  good  move," 
says  Waldrop.  "He's  a  straight  shooter." 

Clinton's  liberal  social  views  are  an- 
other matter  "I'd  like  to  see  strict  laws 
against  aboition,"  he  says.  "This  is 
where  I  agree  with  Bush.  It's  going  to 


be  hard  to  vote  for  Clinton  knowing  how 
he  feels  about  that." 

For  now,  Waldrop  remains  undecided. 
But  if  folks  in  the  nearby  town  of  Sen- 
oia,  Ga.,  are  any  indication,  he  doesn't 
have  much  company.  There,  disillusioned 
voters  are  flocking  to  Perot.  "People 
want  change,"  says  local  hardware  store 
owner  J.  B.  Hutchinson  Jr.,  who  won't 
say  how  he'll  vote.  "That's  why  Perot  is 
a  phenomenon  around  here."  Comments 
like  that  suggest  Clinton  and  Gore  had 
better  not  assume  they've  sewn  up  the 
South. 

Bi/  Walecia  Konrad  in  Brooks,  Ga. 

A  RELUCTANT  VOTE  FOR 
'JIMMY  CARTER  WITH  MOUSSE' 

Ed  Crayton  voted  Democratic  in  1984 
and  1988,  and  come  November,  he'll  pull 
the  lever  for  Bill  Clinton.  But  only  be- 


cause the  33-year-old  Louisiana-born  San 
Franciscan  views  the  Democrat  as  the 
lesser  of  three  evils.  "I  have  to  vote  for 
Clinton,"  he  says.  "It's  like  taking  castor 
oil." 

Crayton,  a  lifelong  Democrat  who 
works  for  Goodby,  Berlin  &  Silverstein, 
a  San  Francisco  advertising  agency, 
calls  Clinton  "Jimmy  Carter  with 
mousse"  and  mocks  his  claim  that  he 
didn't  inhale  when  he  tried  marijuana  at 
Oxford.  "That  was  just  stupid,"  he  says. 
The  reefer  madness  reinforced  his  sense 
of  m.istrust.  "Just  when  you  think 
you've  got  him  rehabilitated,"  Crayton 
smiles,  "your  car's  missing." 

Another  thing  that  bugs  him  about 
Clinton — not  to  mention  Tipper  Gore,  his 
running  mate's  wife — is  their  low  opin- 
ion of  rap  music.  Crayton  thinks  rap 
highlights  the  poor  state  of  race  rela- 
tions, which  he  considers  a  top  issue, 


FACES  OF  A 
DISILLUSIONED 
ELECTORATE 


▲  STEVEH  WALDROP  hasn't  voted  since 
the  1984  election.  "To  tell  you  the  truth, 
things  seem  so  corrupt  now,  I  don't  know 
if  there's  a  way  to  turn  it  back" 

►  ED  CRAYTON  is  a  lifelong  Democrat  and 
says  he'll  pull  the  lever  for  Clinton  and 
Gore  in  November.  Still,  he  says,  "it's  like 
taking  castor  oil" 
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along  with  abortion,  tiie  economy,  and 
AIDS.  "If  you  listen  to  rap  music,"  he 
says,  "you  can  find  out  what  young 
black  Americans  are  thinking." 

The  other  candidates  look  even  worse 
to  Crayton.  He  wouldn't  for  a  moment 
consider  voting  for  George  Bush.  But 
his  first  impression  of  Ross  Perot  was 
positive.  "Texans  aren't  slick,"  he  says. 
"They  swagger."  And  despite  Perot's 
blundering  on  racial  issues,  he  believed 
the  billionaire  near-candidate  "empa- 
thized with  the  disenfranchised." 

But  Perot  lost  Crayton's  vote  when  he 
said  he'd  fire  homosexuals  in  high  gov- 
ernment posts.  Crayton  saw  that  as  "an 
excuse  to  weed  out  people  they  don't 
like."  Besides,  he  says,  Perot  is  scary. 
"I'd  be  so  afraid  we'd  all  wake  up  with  a 
dress  code  one  day,"  he  says. 

In  the  end,  Crayton  offers  a  tepid  en- 
dorsement of  Clinton.  Behind  his  "weird 
personality,"  Crayton  believes,  is  a  man 
with  some  vision  for  solving  the  nation's 
ills.  And  that's  a  lot  more  than  he  can 
say  for  Clinton's  two  opponents. 

By  Alice  Cuneo  in  San  Francisco 

'HELL  WILL  FREEZE  OVER  BEFORE  I 
VOTE  FOR  ONE  OF  THE  OTHER  TWO' 

Alice  Schuman  would  prefer  a  whole 
new  set  of  candidates.  A  visiting  nurse 
in  Ann  Arbor,  Mich.,  Schuman  gripes: 
"We've  got  three  choices:  Clinton,  who's 
too  stupid  to  inhale;  Bush,  who  whines 


constantly;  and  Perot,  who  is  so  irritat- 
ing that  GM  paid  him  three-quarters  of  a 
billion  dollars  not  to  come  to  their  board 
meetings."  Still,  as  one  who  usually 
votes  Democratic,  the  39-year-old  is  lean- 
ing toward  Bill  Clinton.  "I  always  vote," 
she  says.  "And  hell  will  freeze  over  be- 
fore I  vote  for  one  of  the  other  two." 

Abortion  rights  are  foremost  in  her 
mind  right  now.  George  Bush's  anti- 
abortion  stance  rules  him  right  out,  and 
she  doesn't  trust  Ross  Perot's  pro-choice 
pronouncements.  "He's  a  salesman,"  she 
says.  "He's  going  to  tell  you  whatever 
you  want  to  hear  so  he  can  close  the 
deal."  She's  glad  that  Clinton  is  pro- 
choice,  but  she  wishes  he  hadn't  ap- 
proved an  Arkansas  bill  requiring  mi- 
nors to  obtain  parental  consent  before 
having  an  abortion. 

Last  fall's  Clarence  Thomas-Anita  Hill 
hearings  still  reverberate  for  Schuman. 
"At  the  time,  I  was  so  angry,  I  swore  I'd 
never  vote  for  a  man  again" — a  vow  she 
has  since  modified.  "What  gives  me 
hope  about  Clinton  and  Gore,"  she  says, 
"is  that  they  have  wives  with  brains  and 
careers,  and  they  respect  that."  On 
women's  issues,  Schuman  dismisses 
Bush  out  of  hand,  and  she  remains  wary 
about  Perot. 

Schuman  worries,  too,  about  racial 
strife,  poverty,  the  economy,  and  educa- 
tion. To  tackle  these  diverse  issues,  she 
wants  a  leader  who  knows  how  to  make 
the  system  work.  Plus,  she  wishes  there 


NET  AND  GARY  CHIBICKI,  once  loyal 
locrats,  see  little  choice.  "It's  not 
g  to  get  better  in  the  next  four  years," 
Gary,  "no  matter  who  gets  in" 

,ICE  SCHUMAN  is  leaning  toward 
on  but  says  she  wishes  there  were  a 
idate  with  enough  guts  to  call  for 
fices  from  the  electorate 


were  a  candidate  gutsy  enough  to  call 
for  sacrifice  from  the  electorate.  "Perot 
is  the  only  one  who  could  say  something 
like  that,  but  he  doesn't  have  it  in 
him." 

At  least  Clinton  could  get  things  done 
on  Capitol  Hill,  she  figures.  And  with 
the  speeches  at  the  Democratic  National 
Convention  still  ringing  in  her  ears,  she 
has  some  hope  for  change.  In  this  elec- 
tion, that's  likely  to  put  Schuman  in  Clin- 
ton's column,  if  only  by  default. 
Bj)  Kathleen  Kenvin  in  Ann  Arbor,  Mich. 

'IF  REAGAN  WAS  STILL 
AROUND,  TP  VOTE  FOR  HIM' 

Bill  Clinton's  message  of  change  won't 
lead  all  blue-collar  ethnic  voters  back 
into  the  Democratic  fold.  Just  ask  Gary 
and  Jan  Chibicki. 

Lifelong  residents  of  Hegewisch,  a 
Polish  neighborhood  on  Chicago's  South 
Side,  the  Chibickis  see  Clinton  as  little 
more  than  an  old-style  machine  politi- 
cian. "There's  a  very,  very  good  chance 
I'm  not  going  to  vote  for  Clinton,"  says 
38-year-old  Gary  Chibicki,  a  union  man 
who  earns  about  $15  an  hour  as  a  main- 
tenance electrician  at  a  local  chemical- 
storage  company.  "You  just  have  to  look 
into  his  eyes  and  wonder  what  he  might 
be  hiding." 

Jan  Chibicki,  37,  doesn't  trust  Hillary 
Clinton,  either.  "I  don't  think  his  wife 
should  have  anything  to  do  with  running 
the  country,"  says  the  homemaker  and 
mother  of  two.  "Hillary  Clinton  already 
thinks  she's  President,  the  way  she 
talks." 

The  couple,  who  voted  for  George 
Bush  in  1988,  were  once  loyal  Demo- 
crats. Gary  abandoned  the  party  in  the 
early  1970s,  and  Jan  turned  to  the  GOP  in 
the  last  Presidential  race.  "If  Reagan 
was  still  around,  I'd  vote  for  him,"  says 
Gary.  "He  was  forceful." 

That's  a  quality  lacking  in  both  the 
Democratic  and  Republican  candidates, 
they  say.  Bush  "should  have  done  the 
job  right"  by  removing  Saddam  Hussein 
from  power  after  the  gulf  war,  Gary 
says.  "Sometimes  I  lean  toward  Bush, 
but  he's  let  the  economy  get  way  out  of 
hand,  and  he's  spending  too  much  time 
in  foreign  lands." 

Ross  Perot,  the  self-styled  outsider, 
may  get  Jan's  vote.  "We  need  someone 
fresh,"  she  says.  "Someone  who's  not 
into  politics."  Not  to  mention  someone 
whose  marriage  is  not  the  stuff  of  tab- 
loid headlines.  "If  [Clinton]  can  do  that," 
says  Jan,  referring  to  the  allegations  of 
adultery  bedeviling  him,  "he  can  do  a  lot 
of  things  against  the  country." 

The  Chibickis  don't  expect  much  from 
any  candidate.  "It's  not  going  to  get  bet- 
ter in  the  next  four  years,"  predicts 
Gary,  "no  matter  who  gets  in." 

By  Julia  Flynn  in  Chicago 
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REPORTERS'  NOTEBOOK 


EDITED  BY  STEPHEN  H  WILDSTROM 


CONVENTION  TIDBITS:  A  SQUABBLE,  PARTIES  GALORE, 
AN  ARM-TWISTING  AMBASSADOR ... 


CLINTONITES  CRITICIZE  BROWN'S 
HANDLING  OF  PARTY  FUNDS 


Convention  euphoria 
iiasn't  prevented  a  nasty 
squabble  over  money  between 
the  Democratic  EstabHshment 
and  the  triumphant  Clinton 
campaign.  By  law,  from  now 
on  Clinton  can  spend  only 
public  funds.  But  the  Demo- 
cratic National  Committee  can 
spend  $10.3  million  on  behalf 
of  Clinton  and  an  unlimited 
amount  in  get-out-the-vote 
and  "voter  education"  efforts. 
But  Clintonites  contend  that 
the  DNC  executive  commit- 
tee— packed  with  liberal  sup- 
porters of  Jesse  Jackson  and 
Michael  S.  Dukakis  in  1988— 


MAKING  A  CHOICE? 

The  National  Abortion  Rights 
Action  league  is  officially 
nonpartisan,  but  NARAL  Exec- 
utive Director  Kate  Michel- 
man  nonetheless  made  a 
prominent  appearance  at  the 
convention  podium  during  a 
floor  demonstration  in  sup- 
port of  the  abortion-rights 
platform  plank.  And  naral 
plans  to  campaign  extensive- 
ly on  behalf  of  pro-choice 
candidates  in  large  swing 
states  such  as  Pennsylvania 
and  Illinois,  which,  as  it  hap- 
pens, have  also  been  target- 
ed by  the  Clinton  campaign. 


just  wants  to 
throw  parties  for 
friends.  And  they 
gripe  that  DNC 
Chairman  Ronald 
H.  Brown  has  been 
slow  to  help  Clin- 
ton retire  $4  mil- 
lion in  debt  left  from  the  pri- 
mary campaign. 

The  unhappy  Clintonites 
are  considering  a  hostile  take- 
over of  the  party's  fund-rais- 
ing apparatus.  "I  was  hoping 
for  a  merger,"  says  Rahm 
Emanuel,  the  Chicago  fund- 
raiser detailed  by  the  Clinton 
campaign  to  the  DNC  last 
month.  "We  may  have  to 
make  this  an  acquisition." 
Meantime,  Emanuel  has  set  a 
rigorous  money-raising  sched- 
ule to  reach  out  to  new  con- 
tributors. The  assault  was 
scheduled  to  begin  the  night 
of  Clinton's  acceptance  speech 
with  a  $3  million  fund-raiser 
in  New  York— to  be  followed 
by  soirees  in  Houston,  San 
Francisco,  Chicago,  and  New 
Orleans.  Rahm  aims  to  raise 
$40  million  before  November. 

Could  super-pol  Robert 
S.  Strauss  sit  quietly  in 
Moscow  while  fellow  Demo- 
crats celebrated  in  New 
York?  Hardly.  George  Bush's 
favorite  Democrat,  the  am- 
bassador to  the  Russian  Fed- 
eration, dipped  one  toe  into 
the  partisan  proceedings.  On 
July  13,  just  before  the  parlay 
began,  Strauss  appeared  at  a 
coffee  given  by  friends  at 
New  York's  Waldorf-Astoria. 
But  instead  of  playing  his  for- 
mer role  as  fund-raiser  par 
excellence,  Strauss  says  he 
boosted  chances  for  passage 
of  the  Administration's  Rus- 
sian-aid package  by  twisting 
the  arms  of  the  Democratic 
lawmakers  in  attendance. 
"Hell,  I  think  I  got  four  or 
five  votes  out  of  it,"  he  says, 
adding  that  he  cleared  the  trip 
with  Secretarv  of  State  James 
A.  Baker  HI.' 


Republicans 
may  be  the 
party  of  big  busi- 
ness, but  the  Dem- 
ocrats still  wan- 
gled corporate 
sponsorship  for 
convention  events. 
Delta  Air  Lines,  Dillon  Read, 
Pfizer,  and  Merrill  Lynch 
were  among  those  hosting 
parties  for  state  delegations. 
Bear  Stearns  &  Co.  feted 
three  states — even  though 
chief  Alan  Greenberg  is  co- 
chairman  of  New  York  for 


party  last  fall  "when  no  one 
was  competing"  for  Clinton's  j? 
home  state.  "We  asked  for  aj 
small  state,"  he  deadpans. 

Labor  contingents  at 
Democratic  conventions 
used  to  be  dominated  by  burly 
auto  workers,  miners,  and 
machinists.  No  more.  The  la- 
bor caucuses  are  made  up 
mostly  of  teachers  and  social 
workers.  Of  the  1,028  labor  I- 
delegates,  nearly  700  came 
from  three  public-employee 
unions — the  National  Educa- 


BEAR  STEARNS  TOSSED  A  BASH  FOR  DELEGATES  AT  THE  PUBLIC  LIBRARY 


Perot.  Wachtell,  Lipton,  Ro- 
sen &  Katz  snagged  the 
prize — hosting  Arkansas  dele- 
gates, plus  Hillary  Clinton,  at 
a  barbecue  in  the  Brooklyn 
Botanic  Gardens.  Senior  liti- 
gation partner  Bernard  Nuss- 
baum  says  he  arranged  the 


STRAUSS  LOBBIED  FOR  RUSSIAN 
AID  DURING  CONVENTION  WEEK 


tion  Assn.,  the  American  Fed- 
eration of  State,  County  & 
Municipal  Employees,  and  the 
American  Federation  of 
Teachers.  All  three  declared 
for  Clinton  early.  Most  big  in- 
dustrial unions  put  their  chips 
on  the  liberal  Senator  Tom 
Harkin  of  Iowa. 

The  growing  political  clout 
of  the  public-employee  unions 
poses  a  problem:  Clinton  must 
convince  the  public  that  he 
can  make  government  work. 
But  public  workers  are  likely 
to  resist  any  real  reform. 

Ross  Perot  seems  to  be 
winning  the  ever-more- 
important  campaign  slogan 
race,  according  to  House  Ma- 
jority Leader  Richard  A.  Gep- 
hardt (D-Mo).  Perot's  "I'll  Fix 
It"  is  a  far  better  line  than 
the  Democratic  Convention's 
theme — "Putting  People- 
First" — he  says. 
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VIARKETINGI 


AIRBUS'  BRYAN,  LEAHY, 
AND  BOYD:  THE  TEAM 
MAOl  BIG  CHANGES  TO 
CREATE  A  MAJOR 
PIAYER  IN  THE  U.S. 


NOW,  AIRBUS  IS  CRUISING 
COMFORTABLY 


Its  $3  billion  deal  with  United  is  proof  that  it's  here  to  stay 


E! 


very  time  Airbus  Industrie  wins  a 
U.  S.  aircraft  order,  talk  focuses  on 
finance:  How  sweet  was  the  deal? 
And  did  European  government  subsidies 
help  the  consortium  make  an  unbeatable 
offer?  Airbus  denies  it,  but  the  chatter 
ignores  a  more  compelling  story:  In  less 
than  a  decade.  Airbus  Industrie  of  North 
America  Inc.  has  gone  from  an  inept 
marketer  with  20  salespeople,  one  plane 
to  sell,  and  poor  customer  service,  to  a 
powerhouse  combination  of  technologi- 
cally sophisticated  aircraft  and  top-notch 
service,  as  well  as  the  famous,  too-good- 
to-be-true  financing.  The  result?  Airbus 
is  now  a  deadly  serious  competitor  in 
North  America. 

Airbus'  hot  new  deal  with  United  Air- 
lines Inc.  is  proof.  United  in  early  July 
agreed  to  lease  50  nar- 
rowbody  A320s  from 
Airbus  and  took  options 
for  50  more.  UAL  cut  the 
$3  billion  deal  because  it 
liked  the  planes — their 
range,  speed,  comfort, 
technology,  and  fuel  ef- 
ficiency. But  it  got  a  lot 
more  than  new  jet  tech- 
nology. Airbus  will 
train  United  pilots  and 
mechanics.  The  clincher: 
Airbus  will  allow  Unit- 
ed to  walk  away  from 
its  lease  on  just  11 
months'  notice,  insiders 
say,  which  reduces  the 


airline's  financial  liabilities.  With  a  BBB- 
credit  rating  from  Standard  &  Poor's 
Corp.,  VAL  needs  the  help. 

For  Airbus,  the  deal  means  that  virtu- 
ally every  major  U.  S.  airline — usAir  Inc. 
is  the  exception — now  flies  Airbus  jets. 
Even  better,  it  makes  the  A320  a  real 
player  in  the  North  American  market. 
The  jet  has  had  three  accidents,  and  con- 
troversy still  swirls  over  its  computer- 
ized fly-by-wire  system,  which  keeps  the 
plane  on  course,  but  takes  much  of  the 
decision-making  out  of  pilots'  hands.  Un- 
ited's  purchase  "confers  credibility  on 
the  A320  in  a  fashion  that  Airbus 
couldn't  have  done  otherwise,"  says 
James  M.  King,  chief  executive  of  GPA 
Leasing  in  Ireland. 

It  has  been  a  long  trek.  Until  about 


MARKETING  MAGIC:  HOW  AIRBUS 
 INVADED  NORTH  AMERICA  

FIRED-UP  FLEET  Responding  to  customer  needs.  Airbus  in  1985  began  adding 
longer-range,  more  powerful,  and  fuel-efficient  planes  to  its  product  line 

INSIDE  TRACK  Chairman  Alan  Boyd  expanded  sales  staff  with  industry  insiders, 
including  James  Bryan,  an  aircraft  leasing  vet,  and  John  Leahy,  a  former  Piper 
Aircraft  salesman 

KING  CUSTOMER  In  1 988,  Airbus  opened  a  mechanics'  and  pilots'  training  cen- 
ter in  Miami  and,  in  1991,  a  new  parts  warehouse  at  Washington's  Dulles  Air- 
port. Both  are  crucial  to  a  new  emphasis  on  quick,  reliable  service 

EASY  TERMS  Airbus'  innovative  financing  drew  new  orders.  In  1990,  Northwest 
got  a  $500  million  low-interest  loan  in  exchange  for  an  order.  The  recent  United 
deal  lets  the  airline  walk  away  from  its  lease  with  just  1 1  months'  notice 


1985,  Airbus  tried  to  crack  the  U.  S.  mar- 
ket with  a  plain  technology  strategy.  To 
make  it  work,  Airbus  virtually  gave 
planes  away — to  ailing  Eastern  Air 
Lines  Inc.  in  1977.  Then  it  sat  back,  as- 
suming other  U.  S.  airlines  would  beat  a 
path  to  its  door.  Problem  was,  U.  S.  air- 
craft buyers  and  sellers  are  part  of  an 
old-boy  network.  Huge  bets  on  equip- 
ment are  counterbalanced  by  promises 
of  financing  help  and  service.  Airbus 
didn't  know  how  to  play,  and  its  air- 
planes came  with  few  service  guaran- 
tees. The  strategy  bombed,  leaving  Air- 
bus officials  "in  a  state  of  shock,"  says 
John  J.  Leahy,  Airbus'  senior  vice-presi- 
dent for  marketing. 

'WOEFUL  THIRD.'  But  North  America  ac- 
counts for  457'  of  the  world  market,  and 
no  manufacturer  can  be  a  major  player 
without  being  a  major  player  there.  So 
Airbus  regrouped.  It's  first  step:  Get  lo- 
cal. In  the  mid-1980s,  North  American 
Chairman  Alan  S.  Boyd  hired  James  A. 
Bryan  Jr.,  an  airline  leasing  vet  with 
solid  industry  contacts,  and  Leahy,  an 
experienced  salesman  (table).  They  hired 
salespeople  with  experience  in  the  fast- 
moving  U.  S.  market. 

Service  came  next.  In  the  past.  Airbus 
was  hard-pressed  to  compete  with 
Boeing  Co.,  which  could  fix  a  plane  with- 
in hours,  anywhere  in  the  world.  Airbus 
had  only  a  small  service  facility  in  the 
U.  S.  Airlines  that  needed  parts  often 
had  to  wait  24  hours  to  get  them  from 
France.  Pan  Am  even  threatened  to  re- 
turn planes  to  Airbus,  citing  the  parts 
problem.  Bryan  made  big  changes,  open- 
ing a  mechanics'  training  center  and  de- 
veloping a  parts  distribution  center  with 
$125  million  in  stockpiles. 

The  moves  paid  off.  American  Airlines 
Inc.,  which  became  a  customer  in  1987, 
used  to  rank  Airbus  a  "woeful  third"  out 
of  its  aircraft  suppliers,  says  Robert  W. 
Baker,  American's  executive  vice-presi- 
dent of  operations.  It  trailed  its  competi- 
tors' delivery  times  on  parts,  quality  of 
material,  and  pricing  of  material.  Now, 
Airbus  is  No.  1.  "At  our  behest,  urging, 
and  pounding,  they  set  out  to  fix  that 
problem,"  Baker  says. 

With  United  in  its 
fold.  Airbus  has  really 
come  of  age.  Or  so  fig- 
ures 51-year-old  CEO  Jim 
Bryan.  That's  why,  he 
says,  he's  leaving.  Days 
after  Airbus  announced 
its  United  deal,  Bryan 
announced  his  resigna- 
tion. His  successor's 
job:  to  keep  those  hard- 
won  customers  coming 
back  for  more. 
By  Don  Jones  Yang  hi 
Seattle,  with  Seth  Payne 
in  Washington  and  Stew- 
art Toy  in  Paris 
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Saying  bon  voyage  to 

your  old  spreadsheet  is 
easier  than  you  think. 


fl   be  V.  ^ 


\b  0  Q  0  D   (3  o  r}   a  D  Q  sj 


inlmdudng  Mu  nisiift  Exci'l  4.1) for  Witulnivs 
till'  sprcadilurt  worth  switchitifi  lor 


Someday 
soon,  you'll  prob- 
ably be  making 
a  decision  about  a 
new  spreadsheet. 
And  that  will 
*  HEMiD  probably  mean 

^~;-|  a  spreadsheet 
for  Windows." 

When 
that  day  comes, 
we  hope  you'll 
explore  a  little 
before  shoving 
off  in  the  same  old  boat  you're  in  now. 

You  won't  have  to  look 
very  far  to  discover  new 
Microsoft  Excel  4.0  for 
Windows.  It's  the  spread- 
sheet that  makes  your  every- 
day spreadsheet  tasks  -  not 
to  mention  more  complex 
things  -  amazingly  easy. 
Just  how  easy? 
Try  one-step  ^.-7  ^ 
just- about- every 
thing.  For  exam- 
ple, Autosum"  in- 
stantly totals  rows  or 


^  J 


Then  there  are  learning  tools  like 
Wizards,  which  are  step-by-step  guides  of 
various  features.  Everything's  designed 
to  help  you  get  your  day-to-day  number- 
crunching  done  with  the  greatest  of  ease. 
But  how  easy  is  it  to  switch? 
First  of  all,  naturally  you  can  bring 
all  of  your  existing  1-2-3  work  with  you, 
because  Microsoft  Excel  reads  and  writes 
all  your  1-2-3  files,  and  runs  your  1-2-3 
macros -unmodified.  So  your  investment 
with  Lotus  is  safe. 

What's  more,  Microsoft  Excel  lets 
you  learn  using  what  you  already  know. 
With  Help  for  Lotus  1-2-3  users,  when 

you  enter  your  familiar  1-2-3 
^  NEw\ )  commands,  Microsoft  Excel 
4.0  for  Windows  shows  you 
,  the  corresponding  command. 
1  { By  the  way,  we're  the 

!  only  spreadsheet  forWindows 
'  that  offers  this  easy  way  to 
learn.  Surprised?) 
]  Finally,  if  you're 

using  Lotus  1-2-3 


€m,^M-'>4i.  ^^y^-m^i^^'t.^  or  Borland 


Hiouircch  of  tliomatuis  of  Lotus  1-2-3  users  are  switching  to  tlw  critically- 
acclaimed  Microsoft  Excel  for  Windows  spreadsheet. 


columns  with  a  click-click  of  your  mouse. 

Autoformat  lets  you  apply  one  of  14 
professionally  designed,  sharp-looking 
formats  to  your  worksheet  with  another 
click  of  your  mouse. 

They're  both 

7-^'^^^^    \\  partofourcustomiz- 
\ ^^^^'^^^  \\ ^^1^ Toolbar,  which 
\\  also  has  a  number 
V-^^^v^^--^l\  of  other 


Using  your  1-2-3 files,  your  oum  macros  and  familiar 
commanck  in  Microsoft  Excel  4.0 for  Windows  is  no  problem. 


such  as  a 
\  Spelling 
Checker 
and  instant 
charting. 


you 

can  upgrade  to  new 
Microsoft  Excel  4.0  for 
Windows  for  $129.*  (There's  even  a  90-day 
money-back  guarantee!*) 

But  there's  much  more  to  Microsoft 
Excel  4.0  for  Windows  than  we  can  tell 
you  about  here.  We  recommend  asking  for 
a  demo  at  your  local  software  reseller's.  Or 
just  give  us  a  call  at  (800) 
323-3577,  Department 
Y29,  to  find  out  more  or  to 
order  your  copy. 

Before  you  know  it, 
you  could  find  yourself  giv- 
ing your  old  spreadsheet 
the  old  heave-ho. 


The  spreadsheet  for  Windows. 


Mkmsoft 

Making  it  easier 


•Offer  good  Ihmugh  9/30/92.  "See  your  reseller  for  details.  Offer  good  only  in  the  50  United  States.  For  information  only  In  Canada,  eall  (800)  563-9048:  otitside  the  50  United  Stales,  call  (206)  936-8661.  ©  1992  Microsoft  Corporation.  All  rights  reserved. 
Innlcd  in  the  USA  Microsoft  is  a  registered  trademark  and  Autosum  and  Windows  are  trademarks  of  Microsoft  Corporation.  Lotus  and  1-2-3  are  registered  trademarks  of  Lotus  Development  Corporation.  Borland  and  Qiiattro  are  registered  trademarks  of 
Borland  Intematinnal.  Inc  >  >  r,  j 


Commentary/by  Lisa  Driscoll 

A  BETTER  WAY  TO  HANDLE  WHISTLE-BLOWERS:  LET  THEM  SPEAK 


It's  becoming  a  staple  on 
the  front  pages.  An  em- 
ployee— or,  more  often, 
a  former  employee — of  a 
big  corporation  goes  public 
with  charges  that  the  com- 
pany has  been  playing 
dirty.  Ne.xt  step:  a  lawsuit 
that  sets  out  the  details  of 
the  misconduct  and  charges 
that  the  whistle-blower  was 
at  best  ignored  and  at 
worst  harassed,  demoted,  or 
fired. 

In  the  latest  such  story, 
General  I']lectric  Co.  on  July 
22  is  expected  to  plead 
guilty  and  agree  to  pay  a 
$70  million  fine  to  resolve  a 
Justice  Dept.  action  first 
brought  by  whistle-blower 
Chester  L.  "Walsh.  The  feds  allege  that 
GE  diverted  some  $40  million  in  U.  S. 
military  aid  to  an  Israeli  general  who 
bought  aircraft  engines. 

That's  just  one  case.  In  April,  the 
Justice  Dept.  joined  in  an  action 
against  Teledyne  Inc.,  originally 
brought  by  two  whistle-blowers.  They 
charged  that  Teledyne  falsified  tests 
on  relay  components  used  in  space- 
craft and  weapons.  Teledyne  won't 
comment.  Then  there's  GE's  other  big 
headache.  Former  GE  executive  Ed- 
ward J.  Russell  alleges  that  GE  tried  to 
fix  prices  for  industrial  diamonds.  Rus- 
sell claims  he  lost  his  job  because  he 
aired  the  charges  to  his  boss,  a  senior 
vice-president.  Russell's  wrongful  dis- 
charge suit  led  to  a  federal  grand  jury 
investigation.  GE  disputes  Russell's 
charges  and  says  he  was  fired  for  poor 
performance. 

NO  CONFIDENCE.  Doubtless,  some  whis- 
tle-blower suits  are  brought  by  em- 
ployees with  an  ax  to  grind.  Others 
may  be  in  search  of  a  big 
payoff:  Under  the  False 
Claims  Act,  whistle-blowers 
can  receive  up  to  25'/^  of 
any  money  recovered  by  the 
government.  Christopher  M. 
Urda,  for  instance,  was 
awarded  $7..5  million  on 
July  14  for  providing  evi- 
dence that  his  employer, 
then  a  unit  of  Singer  Corp., 
bilked  the  Pentagon  of  $77 
million  in  the  1980s. 
But  the  number  of  such 


suits  suggests  that  something  is 
wrong  with  Corporate  America's  inter- 
nal ethics  system.  Simply  put,  what 
looks  good  on  paper  doesn't  always 
work.  Says  Ronald  E.  Berenbeim,  a 
researcher  at  the  Conference  Board: 
"Internal  procedures  don't  seem  to 
generate  enough  confidence."  He's 
right:  Despite  in-house  systems,  em- 
ployees often  aren't  sure  where  to 
turn  and  fear  that  word  of  their 
charges  will  leak  out. 

Take  the  case  of  Walsh.  He  sued  GE 
in  November,  1990,  charging  that  the 
diversion  of  money  to  the  Israeli  gen- 
eral took  place  while  Walsh  was  gen- 
eral manager  of  GE's  aircraft-engine 
group  in  Israel.  Later,  the  Justice 
Dept.  joined  the  suit.  Why  didn't 
Walsh  go  to  (IE  brass?  "He  figured  if 
he  put  his  charges  in  writing  and  filed 
them  with  GE,  he'd  have  absolutely  no 
protection,"  says  James  B.  Helmer  Jr., 
Walsh's  attorney. 

It's   by   no  means  certain  that 


A  MODEL  WHISTLE-BIOWER  POLICY 

SHOUT  IT  FROM  THE  ROOFTOPS  Aggressively  publicize  a  report 
ing  policy  that  encourages  employees  to  bring  forward  valid  com- 
plaints of  wrongdoing 

FACE  THE  FEAR  FACTOR  Defuse  fear  by  directing  complaints  to 
someone  outside  the  whistle-blower's  chain  of  command 

GET  RIGHT  OH  IT  An  independent  group,  either  in  or  out  of  the 

company,  should  investigate  the  complaint  immediately 

GO  PUBLIC  Show  employees  that  complaints  are  taken  seriously 
by  publicizing  the  outcome  of  investigations  whenever  possible 

DATA;  THE  CONFERENCE  BOARD 


Walsh's  worst  fears  would 
have  come  true.  He  still 
works  for  GE,  which  has 
fired  or  disciplined  execu- 
tives purportedly  involved 
in  the  scheme.  But  Thomas 
F.  Dooley's  story  is  far 
from  encouraging.  Last  Oc- 
tober, Dooley,  a  former 
salesman  for  the  Sikorsky 
Aircraft  Div.  of  United 
Technologies  Corp.,  filed  a 
civil  racketeering  suit  alleg- 
ing that  in  1987,  in  an  at- 
tempt to  land  a  $130  million 
helicopter  sale,  Sikorsky  of- 
ficials bribed  two  Saudi 
Arabian  princes. 
HORROR  STORIES.  Dooley 
claims  he  was  demoted  for 
reporting  the  bribes  to  Si- 
korsky, and  that  company  officials 
moved  into  his  home  in  Saudi  Arabia, 
opened  his  mail,  and  misused  his  per- 
sonal bank  account.  UTC  hired  an  out- 
side law  firm  to  investigate  the 
charges,  concluded  that  they  were 
groundless,  and  passed  the  findings  on 
to  the  Justice  Dept.  On  June  17,  a 
federal  judge  disagreed,  ruling  that 
lawyers  could  proceed  with  10  of  Doo- 
ley's 14  charges. 

Such  horror  stories  discourage  em- 
ployees from  airing  accusations  in- 
house.  "Whistle-blowers  are  often 
blackballed  for  not  being  team  play- 
ers," says  Patricia  H.  Werhane,  ethics 
professor  at  Loyola  University  and 
editor  of  Business  Ethics  Quarterly. 
"Companies  should  be  proactive  and 
portray  these  people  as  heroes." 

Hard  to  argue  with.  And  it  can  work 
in  the  real  world  if  chief  executives 
emphasize  that  ethics  are  more  than  a 
fancy  policy.  They  should  ask  workers 
whether  they  have  confidence  in  the 
company's  ethics  system 
and  make  them  believe  that 
exposing  internal  wrongs  is 
part  of  their  job.  Whistle- 
blowers  who  raise  real  is- 
sues should  be  rewarded. 
And  companies  need  to 
come  clean  if  they  find 
wrongdoing. 

It's  painful  to  expose  im- 
proprieties, especially  at  top 
levels.  But  better  to  feel 
pain  at  the  office  than  to 
face  scandal  in  court. 
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THE  ENVIRONMENT 


ARCO'S  SMOG  PRO  SHOPS  WILL  NEED  A  LOT  OF  EXPENSIVE  NEW  EQUIPMENT 


HONK 

IF  YOU  HATE  THE  EPA 


Car  owners  moan,  but  some  businesses  love  new  emission-control  rules 


Already  bedeviled  by  traffic  jams, 
pothole-pitted  roads,  and  rising 
sticker  prices,  car  owners  may 
be  pushed  over  the  brink  by  the  Environ- 
mental Protection  Agency's  tough  new 
rules  on  auto  emissions.  The  epa's  July 
18  proposal  will  require  some  100  million 
cars  to  undergo  far  stricter — and  more 
expensive — testing  than  current  regula- 
tions mandate.  And  owners  of  cars  that 
can't  pass  may  find  themselves  stuck 
with  repair  bills  of  as  much  as  $450. 

But  there  are  plenty  of  Americans 
who  just  love  the  new  regs.  If  the  rules 
survive  a  gauntlet  of  likely  legal  chal- 
lenges, it  will  mean  a  windfall  for  com- 
panies that  make  testing  equipment  and 
perform  the  actual  tests.  "It's  a  bonan- 
za," says  Chester  Davenport, 
Chairman  of  Envirotest  Systems 
Corp.,  a  Bethesda  (Md.)  com- 
pany that  already  runs  inspec- 
tion programs  in  seven 
states.  Indeed,  Davenport 
thinks  the  new  rules  could 
triple  privately  held  Envir- 
otest's  1991  revenues  of 
$70  million  by  1994.  He 
says  he  may  take  the 
company  public  at  some 
point  to  finance  the  re- 
sulting expansion. 

Testers    aren't  the 
only  companies  bound  to 
benefit.  As  many  as  one- 
third  of  the  late-model  cars 
currently  on  the  road  initially 


will  fail  the  new  test,  the  agency  says. 
Today,  just  S'i  to  lO'/i  do  so.  That  means 
lots  more  cash  for  repair  shops,  parts 
makers,  and  repair-equipment  manufac- 
turers. "Anything  driving  more  business 
to  the  repair  shop  is  good  for  us,"  says 
Ronald  J.  Ortiz,  president  of  North 
American  operations  for  Sun  Electric 
Corp.  in  Crystal  Lake,  111.  His  company 
runs  inspections  and  makes  diagnostic 
equipment  used  to  repair  cars  that  can't 
pass  pollution  tests. 

NEW  PARTS.  Cleaning  up  smog-spewers 
will  require  plenty  of  new  replacement 
parts,  too.  Already,  sales  of  emissions 
equipment  are  growing  25%  annually  for 
Standard  Motor  Products  Inc.,  a  $550 
million-in-sales  auto-parts  maker  in  Long 


A  WINDfALL  FOR  THE  'SMOG  INDUSTRY 


TESTING  COMPANIES  With  mandatory  emissions-testing  expanding 
to  55  new  areas,  companies  that  run  inspection  programs  stand  to  in- 
crease revenues  by  $1  billion  annually 

TEST-EQUIPMENT  MAKERS  High-tech  dynamometers,  the  testing 
genr  required  under  the  new  law,  cost  $150,000  each.  Companies 
that  make  the  meters  should  rake  in  some  $1.2  billion  in  new  business 
REPAIR  FACILITIES  Service  stations  and  other  repair  shops  will  get 
some  $600  million  in  new  work  to  bring  cars  up  to  the  standard 
AUTO-PARTS  MAKERS  All  those  cars  will  also  need  new  parts, 
amounting  to  some  $240  million  in  business  for  parts  manufacturers 


DATA:  BOOZ,  ALLEN  8,  HAMILTON  INC 


ENVIRONMENTAL  PROTECTION  AGENCY,  COMPANY  REPORTS,  BW 


Island  Cily,  N.  Y.  The  tough  new  inspec- 
tion law  will  only  add  to  that.  "It's 
what's  known  as  the  untapped  repair 
market,"  says  Steven  J.  Brown,  Stan- 
dard's vice-president  for  marketing. 

The  new  rules,  however,  will  mean  big 
challenges  for  some  companies.  Though 
the  EPA  argues  that  the  new  inspection 
program  is  a  cheaper  way  to  cut  air 
pollution  than  upcoming  rules  requiring 
cleaner  cars  and  fuels,  the  change  is 
going  to  be  expensive.  The  new  regula- 
tions require  testing  under  conditions 
that  more  closely  mimic  actual  driving. 
That  means  placing  cars  on  expensive 
treadmills  and  running  them  at  different 
speeds.  The  equipment  costs  a  minimum 
of  $150,000— and  as  many  as  8,000  units 
may  have  to  be  set  up  to  handle  the 
flood  of  cars  around  the  country. 
BIG  BILL.  That's  too  expensive,  some 
comiianies  say,  and  that  may  force  them 
out  of  the  market.  Three  years  ago,  for 
example,  Atlantic  Richfield  Co.  launched 
Smog  Pro,  a  chain  of  emissions-testing 
shops  in  Southern  California.  Now,  there 
are  136  franchisees  whose  shops  use  a 
system  that  costs  about  $50,000.  Up- 
grading would  stick  the  franchisees  with 
a  bill  of  at  least  $40  million.  And  unless 
the  EPA  approves  Smog  Pro's  current 
system,  a  step  the  agency  is  now  evalu- 
ating, "we're  really  going  to  have  to 
look  at  whether  we  want  to  be  in  this 
business,"  says  Bob  Fidler,  manager  of 
new  marketing  programs  for  Atlantic 
Richfield's  products  division. 

That  won't  upset  the  EPA  and  environ- 
mental groups.  They  contend  that  half 
of  all  tests  conducted  at  repair  shops  are 
done  improperly,  so  they  would  prefer 
that  more  accurate  tests  be  done  at  in- 
spection-only facilities.  Only  strenuous 
lobbying  by  Atlantic  Richfield  and  ser- 
vice station  owners  stopped  the  EPA 
from  limiting  the  new  tests  to  inspec- 
tion-only shops — which  would  have  hurt 
them  and  helped  inspection  contractors 
such  as  Envirotest  and  Sun  Electric. 

The  epa's  new  rules,  which  could 
serve  as  an  international  model,  may 
even  have  given  U.  S.  exports  a  boost. 

Britain  adopted  mandatory 
testing  last  year,  Taiwan 
has  a  tough  program  in 
place,  and  Germany  is  ex- 
pected to  follow  suit.  U.  S. 
companies  such  as  Enviro- 
test and  Andros  Inc.,  a 
maker  of  test  equipment 
in  Berkeley,  Calif.,  are 
getting  a  nice  chunk  of 
that  work.  Cleaning  up 
the  air,  it  seems,  can  be 
good  business  for  some 
the  world  over. 
By    Peter    Hong  in 
Washington,     with  Thane 
Peterson   in  New   York  and 
Ronald  Grover  in  Los  Angeles 
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STRATEGIES  I 


CATERER  TO  THE  OLYMPICS: 

A  GOLD  MEDAL— BUT  NOT  MUCH  GOLD 


Diversified  food-service  giant  ARA  has  been  liit  hard  by  the  recession 


The  world's  athletes  may  be  far 
from  home  while  competing  at  the 
Barcelona  Olympics,  but  you  won't 
know  it  from  their  training  table.  Indian 
competitors  will  have  plenty  of  rog/ia/i 
josh,  a  lamb  dish,  to  fuel  them.  Russian 
athletes  can  nibble  on  the  baked  caviar 
and  salmon  delicacy,  thin  noodles  na- 
tiuska.  And  for  the  Americans,  what 
else  but  rib-eye  steaks  and  burgers? 

All  of  it  will  come  from  the  AR,.\  Group 
Inc.,  the  Philadelphia-based  services  out- 
fit responsible  for  feeding  all  15,000  ath- 
letes and  coaches  during  the  competi- 
tion. The  games  mark  the  eighth  time 
since  1968  that  ARA  will  face  the  hercule- 
an challenge  of  meeting  the  varied  di- 
etary demands  of  Olympians  from  183 
countries.  "For  us,  it's  the  gold  medal  of 
our  profession,"  says  Joseph  Neubauer, 
chief  executive  of  ARA.  "If  you  can  do 
the  Olympics,  you  can  do  anything." 
FAR  FLUNG.  It  may  be  a  gold 
medal  of  sorts,  but  it  doesn't 
add  much  to  the  privately 
held  company's  bottom  line. 
ARA  actually  loses  money  on 
its  Olympics  contract,  though 
it  won't  say  how  much.  Neu- 
bauer figures  the  visibility  is 
worth  it.  After  all,  the  Olym- 
pics is  merely  a  sideline  for 
ARA.  Most  of  its  energy  goes 
into  trying  to  produce  growth 
in  such  far-flung  services  as 
day-care  centers,  book  distri- 
bution, and  uniform  rentals. 

The  core  of  this  heavily  di- 
versified company  remains  in 
contract  food,  which  produces 
some  $2.8  billion  of  ARA's  $4.8 
billion  in  annual  revenues. 
ARA  recently  won  the  food 
concessions  at  Baltimore's 
new  Oriole  Park  at  Camden 
Yards.  For  more  than  30 
years  it  has  supplied  cafeteria 
fare  to  colleges  and  now 
serves  some  319  schools.  It 
sets  up  Pizza  Hut  and  Taco 
Bell  kiosks  in  the  dining  halls 
to  try  to  draw  more  students. 
"No  more  mystery  meat," 
Neubauer  vows. 

But  in  its  drive  for  growth, 
ARA  has  ranged  far  from 
food.  Hospitals  can  rent  emer- 
gency-room services,  doctors 


and  all,  from  the  company.  Its  Correc- 
tional Medical  Systems  unit  provides 
medical  services  to  some  80,000  inmates 
at  more  than  110  jails  and  prisons  na- 
tionwide. And  last  February,  ARA  ac- 
quired WearGuard  Corp.,  which,  with 
$120  million  in  annual  sales,  is  the  na- 
tion's largest  catalog  retailer  of  uni- 
forms. ARA  is  already  the  country's  top 
uniform  renter. 

The  company's  diversification  has 
some  common  threads  running  through 
it.  Neubauer  says  he  will  expand  only 
into  businesses  that  focus  on  providing 
service.  To  stay  within  the  ARA  fold, 
units  must  rank  No.  1  or  No.  2  in  their 
industry.  And  all  must  maintain  healthy 
growth  potential. 


CEO  NEUBAUER: 
MORE  MYSTERY 
MEAT"  IN  COLLEGE 
DINING  HALLS 


NO 


ARA:  NOT  JUST  CAFETIRIAS 


Company  segment 


1991  sales       1991  operating  income 


FOOD  AND  LEISURE  $2.8  billion  $127  million 

Catering  to  hospitals,  schools,  and  corporations;  stadium  and  na- 
tional park  concessions;  vending  machine  services 


HEALTH  AND  EDUCATION*  $504  million  $27  million 

Emergency-ropm  jtaff ing;  prison  heolth  care;  day-care  centers 


TEXTILE  RENTAL  $821  million 

AND  MAINTENANCE** 

Uniform  rentals,  industrial  janitorial  services 


DISTRIBUTIVE  SERVKES  $368  million 

Book  and  magozine  distribution 


Pro  forma  results,  reflecting  February  divestiture  of  Living  Centers  of  America 
Pro  forma  results,  reflecting  February  acquisition  of  WearGuard  Corp. 

DATA:  COMPANY  REPORTS 


The  strategy  has  mostly  paid  off  for 
the  company,  which  went  private  in  a 
1984  leveraged  buyout  led  by  manage- 
ment. Its  junk-rated  bonds,  which  carry 
interest  rates  of  between  109^  and  12.5%', 
are  trading  between  $107  and  $110,  up  a 
couple  of  points  during  the  past  six 
months.  Since  1985,  net  income  has  in- 
creased tenfold,  to  $64  million  in  fiscal 
1991,  ended  in  September.  Sales  over 
time  are  up,  too:  Last  year,  ARA  reve- 
nues were  $4.8  billion,  up  from  $3.5  bil- 
lion in  1985.  The  growth  has  made  for 
happy  ARA  managers:  Many  hold  stock 
now  worth  $35  or  so  a  share,  up  from  a 
meager  $3.50  eight  years  ago. 

Still,  the  company  has  been  hit  hard 
by  the  recession.  ARA's  1991  sales  were 
up  slightly  vs.  1990's  $4.6  billion.  But 
1991  operating  income,  at  $260  million, 
wasn't  inuch  better  than  1990's  $257  mil- 
lion. This  year  only  a  big  second-half 
pickup  will  keep  sales  from  running 
dead  even  with  last  year. 
DAY-CARE  WOES.  Part  of  the  problem 
comes  from  a  slowdown  in  ARA's  core 
food  business:  Corporate  clients,  busy 
downsizing  their  payrolls,  have  cut  down 
on  the  amount  of  food  they  need  from 
ARA.  And  Neubauer  has  had  to  trim 
some  units:  In  February,  he  sold  90%  of 
AUA's  capital-hungry  nursing  home  busi- 
ness. Living  Centers  of  Amer- 
ica, in  a  public  offering  that 
raised  some  $113  million. 

But  the  biggest  drag  on 
ARA's  earnings  may  come 
from  its  12-year-old  venture 
into  day  care.  The  company's 
Children's  World  Learning 
Centers  Inc.,  with  some  500 
outlets  after  a  series  of  acqui- 
sitions, is  modestly  profitable, 
executives  admit.  ARA  is  ex- 
panding into  on-site  day  care. 
It  has  won  business  from  the 
Pentagon,  the  National  Secu- 
rity Agency,  and  20  public 
schools,  which  provide  day 
care  before  and  after  classes. 
But  with  few  companies  and 
school  systems  adding  such 
costly  operations,  the  effort  is 
going  slowly. 

With  worries  like  that,  no 
wonder  Neubauer  eagerly 
awaits  Barcelona.  It's  a  po- 
tent morale-booster  for  ARA's 
120,000  employees.  Such  chal- 
lenges as  ensuring  that  the 
Chinese  get  rice  boiled  and 
the  Japanese  get  it  steamed 
amid  the  Olympic  hoopla  are 
more  fun  than  squeezing  a  lit- 
tle bit  of  growth  out  of  an  oh- 
so-sluggish  economy. 

By  Joseph  Weber  in 
Philadelphia 


$87  million 


$26  million 
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IN  WHICH  COUNTRY  WOULD 
YOU  PLACE  THIS  POINT? 


EDITED  BY  HARRIS  COLLINGWOOD 

GOING  OUT  Of 
BUSINESS 

President  Bush  doesn't  need  the 
kind  of  economic  news  that  Dun  & 
Bradstreet  released  recently.  The 
credit  reporting  company  says 
that  business  failures  in  the  first 
five  months  of  1 992  ore  up  1 5.9% 
over  the  same  period  last  year.  The 
biggest  losers,  by  industry: 

Industry  Increase  in  failures 

over  1991 


AGRICULTURE/ 

FORESTRY/FISHING 

36.2% 

SERVICES 

23.4% 

WHOLESALE 

21.3% 

FINANCE/INSURANCE/ 

REAL  ESTATE 

18.0% 

MANUFACTURING 

16.2% 

RETAIL 

15.7% 

D»IA  DUN  S  BRADSTREEI  CORP 


FOR  COKE,  NEW  FIZZ 
AND  SOME  FIZZLES 


►  Coca-Cola  Co.  i.s  discovering 
that  being  global  means  bal- 
ancing good  markets  with 
bad.  Profits  at  Coke  jumped 
to  $.581  million  in  the  second 
({uarter,  up  20'X,  on  a  16.87' 
sales  increase,  to  $3.5  billion. 
Despite  the  impressive  prof- 
its, overseas  unit  sales  in- 
creased only  47'  compared 
with  a  77  first-quarter  rise. 

Coke,  which  relies  on  inter- 
national sales  for  807  of  its 
operating  profits,  enjoyed  a 
147  increase  in  unit  case  sales 
in  Europe.  But  in  .Japan,  case 
sales  dropped  {)7. 

In  the  U.  S.,  case  sales 
dropped  17,  offsetting  a  gain 
of  17  in  the  comparable  peri- 
od last  year.  Coke  bottlers, 
who  are  weary  of  an  intense 
price  war  with  Pepsi,  finally 
decided  to  hike  prices  in  cer- 
tain areas,  risking  a  loss  of 
market  share. 


HAND  ON  DECK 
AT  HARTMARX 


►  In  a  move  that  Seventh  Av- 
enue has  been  e.xpecting  for 
some  time,  Hartmarx  Chair- 


man and  CEO  Harvey  Wein- 
berg resigned  from  the  belea- 
guered clothing  manufacturer 
and  retailer.  His  replacement 
will  be  current  President  El- 
bert Hand. 

Renowned  for  making 
men's  suits  under  the  Hart 
Schaffner  &  Marx  label,  Hart- 
marx also  operates  several 
store  chains  and  Sears's  Kup- 
penheimer  men's  shops.  But 
the  retail  operations  have 
been  floundering,  and  Hart- 
marx hadn't  turned  a  profit 
since  Weinberg  took  over  in 
1990.  Hand  will  continue  to 
close  stores  and  concentrate 
on  manufacturing. 


FLORIDA  CRACKS  DOWN 
ON  SOUTHERN  BELL 


►  The  Florida  attorney  gener- 
al is  taking  on  Southern  Bell. 
On  July  18,  Attorney  General 
Robert  Butterworth  alleged 
that  Southern  Bell  employees 
used  "boiler  room"  techniques 
to  sign  up  thousands  of  cus- 
tomers for  services  they  nev- 
er ordered.  Butterworth  said 
the  state  would  join  a  1989 
class  action  against  Southern 
Bell,  in  addition  to  filing  its 
own  suit.  The  attorney  gener- 
al acted  just  days  after  calling 
off  1.5  months'  worth  of  nego- 
tiations with  Southern  Bell.  In 
those  talks,  the  company  had 
tentatively  agreed  to  pay  a 
settlement  of  as  much  as 
$14.6  million. 

The  company  says  it's  "out- 
raged" by  the  state's  charges. 


'BOSS?  riM  AFRAID  I'VE  GOT  A  TOUCH  OF  ANGST' 


Uh-oh,  it's  going  to  be  one  of 
those  days.  While  you're  still  un- 
der the  covers,  you  realize 
you've  gotten  up  on  the  wrong 
side  of  the  bed.  And  now  you're 
going  to  the  office  to  share  your 
special  brand  of  gloom  and  irri- 
tation with  your  colleagues. 

Not  so  fast,  bud.  Gary  Haisei- 
would  like  you  to  take  the  da> 
off,  for  everyone's  sake.  Haiser. 
who  runs  Personal  Wealth  Sys- 
tems, a  small  direct-sales  company  in  .Jacksonville,  Fla.,  thinks 
bad  moods  are  at  least  as  contagious  as  the  flu.  He  lets  his 
staff  of  10  full-timers  and  one  part-timer  take  a  "blue  day" 
when  they  need  to  sort  out  their  troubles.  But  couldn't  an 
employee  abuse  the  privilege?  "If  you've  got  someone  like 
that,"  he  says,  "you've  got  a  bad  employee."  He  also  has 
another  unique  way  of  cutting  office  stress:  his  cocker  spaniel, 
Winnie,  a  goodwill-ambassador-cum-security-system  who 
roams  the  halls  freely.  No  word  if  she  can  take  blue  days,  too. 


It  blames  the  actions  on  just  a 
few  employees,  who  have 
since  been  dismissed  or  disci- 
plined. The  company  adds  it 
has  offered  refunds  to  30,000 
affected  customers. 


AMERICAN  AIRLINES' 
COSTLY  GLITCH 


►  With  fare  wars  already 
pushing  it  into  the  red,  the 
last  thing  American  Airlines 
needed  was  to  be  blindsided 
by  a  computer  foul-up.  But  on 
July  15,  parent  AMR  an- 
nounced a  $109  million  after- 
tax charge  against  second- 
quarter  earnings  to  cover  the 
suspension  of  an  ambitious 


airline,  hotel,  and  car-reserva- 
tion system  called  Confirm. 

The  system  was  supposed 
to  come  on-line  on  June  30, 
but  AMR  recently  announced 
that  software  glitches  would 
delay  it  for  18  more  months. 
That  led  partners  Hilton,  Mar- 
riott, and  Budget  Rent-A-Car 
to  quit  the  project.  The 
charge  for  Confirm  accounted 
for  the  bulk  of  amr's  $166 
million  quarterly  loss.  AMR 
Chairman  Robert  Crandall 
called  the  quarter  "an  enor- 
mous disappointment." 


A  B-SCHOOL  BOUND  TO 
SENSITIZE  MANAGERS 


►  Boston  College  is  putting 
social  issues  on  its  MBA  curric- 
ulum. In  August,  incoming 
graduate  students  at  BC's 
Carroll  School  of  Manage- 
ment will  spend  two  days 
focusing  on  such  issues  as 
poverty,  race,  and  the  envi- 
ronment. 

Second-year  .MBA  students 
also  will  be  required  to  spend 
two  hours  a  week  with  an  in- 
ner-city student  "tutoring,  ad- 
vising, and  relationship-build- 
ing." Says  Carroll  School 
Dean  Louis  Corsini:  "B- 
schools  have  to  produce  sensi- 
tized managers  capable  of 
helping  the  nation's  schools, 
neighborhoods,  and  cities." 
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IN  CATA1jONIA,OF  COURSE. 


This  is  where  Barcelona  is,  in  Catalonia,  a 
country  in  Spain  with  its  own  culture,  language 
and  identity. 

A  country  with  a  population  of  only  six 
million  people,  which  has  experienced  a  growth 
which  has  made  it  one  of  the  motors  of  Europe. 

A  country  in  which  many  foreign  enterprises 
-  European,  North  American,  Japanese  -  have 
invested  and  are  still  heavily  investing. 


A  country  which  has  understood  and  motivated 
the  genius  of  Picasso,  the  force  of  Miro,  the  imagin- 
ation of  Dali,  the  innovative  approach  of  Tapies,  the 
art  of  Montserrat  Caballe  and  Josep  Can-eras,  the 
mastery  of  Pau  Casals,  the  daring  of  Gaudi . . . 

A  country  which  is  visited  every  year  by  16 
million  people  from  all  over  the  world  for  its  climate 
and  its  unique  tourist,  sports  and  cultural  facilities. 

A  country  with  the  know-how  to  get  the 


Olympic  Games  for  its  capital,  Barcelona. 

Now  you  know  where  Barcelona  is.  In 
Catalonia,  of  course. 

GENERALITA^E  CATALUNYA 

AUTONOMOUS  GOVERNMENT 
OF  CATALONIA 


nternational  Business 


'DR.  SUBTLE'  IS  READY  FOR 
EMERGENCY  SURGERY 


Italy's  new  Prime  Minister  Amato  is  cutting  as  fast  as  he  can 


In  Italy,  they  call  him  "Dr. 
Subtle."  Giuliano  Amato  is 
noted  for  his  cool  and  clever 
demean<jr  and  attention  to  de- 
tails. Now  more  than  ever,  the 
Columbia  University-trained 
lawyer  needs  such  attributes.  In 
mid-June,  he  became  Italy's 
Prime  Minister,  inheriting  one  of 
the  country's  worst  financial  cri- 
ses in  recent  history.  Italy  is  a 
mess:  Its  central  bank  has  been 
spending  $100  million  a  day  to 
halt  a  speculative  run  on  the 
lira,  while  Milan's  stock  ex- 
change— once  Europe's  frothi- 
est— is  in  the  throes  of  a  Tokyo- 
style  collapse,  dropping  15'/' 
since  early  June. 

In  just  a  few  days  on  the  jol), 
Amato  has  already  performed 
some  tricky  surgery  on  Western 
Europe's  sickest  economy.  He 
pushed  through  a  $26  billion 
emergency  budget  package  on 
July  10,  designed  to  get  Italy's 
crippled  state  finances  through 
to  the  end  of  the  year.  Mean- 
while, his  Cabinet  is  proposing 
radical  overhauls  of  Italy's  gold- 
plated  civil  service,  pension,  and 
health  care  systems.  Says  the  54-year- 
old  Amato:  "We  were  on  a  cliff  edge, 
and  we  had  to  act." 

IMMEDIATE  RESULTS.  Now,  the  new 
Prime  Minister  is  poised  to  take  Italy 
through  the  most  profound  structural 
changes  since  Benito  Mussolini  put  the 
state  in  charge  of  much  of  Italian  bank- 
ing and  industry  during  the  Great  De- 
pression. In  fact,  on  July  11,  Amato 
signed  sweeping  decrees  restructuring 
huge  government  companies,  setting 
them  up  for  sell-offs  by  yearend.  Includ- 
ed are  such  industrial  behemoths  as  IRI, 
the  industrial  and  financial  holding  com- 
pany, and  the  giant  energy  group  ENI. 

Previous  Italian  governments  have 
promised  large  privatization  programs, 
with  nothing  to  show.  But  this  time, 
says  Stefano  Micossi,  chief  economist  of 
Confindustria,  the  Italian  employers' 
federation,  "they've  already  done  in  one 


AMATO  will: 
SET  UPTWa 
'SUPER 
HOLDING 
COMPANIES^ 
TO  SELL  OFF 
STATE  BANKS 


COMPANIES 


day  what  other  governments  never 
could  do." 

Amato  has  been  able  to  act  quickly 
because  the  traditional  political  parties 
that  have  governed  Italy  since  1946  have 
never  been  so  weak.  Trounced  by  voters 
in  general  elections  last  April,  they  are 
being  battered  by  corruption  probes  of 
unprecedented  scale. 
Scores  of  politicians 
have  been  arrested  or 
placed  under  investiga- 
tion, including  former 
Foreign  Minister  Gianni 
De  Michelis. 

Amato  plans  a  drastic 
reduction  in  political  in- 
fluence at  IRI,  ENI,  and 
other  state  companies. 
Hazy  lines  of  govern- 
ment control  have  long 
allowed  state  industry 
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ITALY'S  GROWING 
BURDEN 


▲  percent 


to  become  vast  spoils  machines  for  politi- 
cal parties,  who  systematically  placed 
cronies  in  top  management.  Amato  lias 
now  placed  the  companies  under  direct 
control  of  the  Treasury,  considered  tlie 
cleanest  and  most  technically  competent 
branch  of  the  government.  And,  for  the 
first  time  in  half  a  century,  ENI  and  IRI 
will  be  subject  to  corpo- 
rate legal  rules  making 
them  more  accountable 
to  shareholders  and  the 
public. 

There's  more  to, 
come.  By  the  end  ofi 
July,  Amato  promises! 
to  restructure  all  state,' 
groups  into  two  "super 
holding  companies" — a 
move  he  hopes  will  help 
simplify  the  govern 
ment  sell-off.  To  help 


DATA:  BW 


INTERNATIONAL  BUSINF 


f 


relirc  dclit,  and  niaiia;j,tiin'iils 
will  be  given  freedom  to  sell  Iheir  own 
subsidiaries,  such  as  oil  and  gas  produc- 
er Agip  or  engineering  giant  Finmeccan- 
ica.  By  yearend,  Amato  wants  to  raise 
$3.5  billion  through  the  sale  of  convert- 
il)le  bonds  in  government  companies. 

The  measures  come  none  too  soon. 
With  less  than  six  months  to  go  before 
the  single  market  comes  into  effect,  Ita- 
ly is  Europe's  biggest  headache.  Rome 
alone  carries  over  one-third  of  all  Euro- 
pean public  debt,  while  Italy's  numbing 
$160  billion  budget  deficit  this  year  has 
forced  the  Bundesbank  and  Bank  of 
France  into  costly  lira  rescue  operations. 
Such  a  situation  prompted  European  P"i- 
nance  Ministers  last  May  to  urge  Rome 
to  get  its  economy  in  order. 

Few  groups  want  economic  change 
more  than  business.  Italian  growth  was 
white-hot  throughout  the  1980s.  But  in 
January,  1990,  Italian  exporters  were 
made  much  less  competitive  when  Rome 
ignored  high  inflation  and  decided  to  an- 
chor the  lira  to  the  stronger  currencies 
of  Northern  Europe.  High  labor  costs 
and  an  overvalued  lira  caused  profits  to 
slump  at  such  blue-chip  companies  as 
Fiat,  Pirelli,  and  Olivetti.  At  the  same 
time,  lean  foreign  companies  raced  in  to 
grab  Italian  market  share.  "Our  margins 
last  year  were  one-third  of  what  they 
were  in  1988,"  explains  Olivetti  Chair- 
man Carlo  De  Benedetti. 
INDUSTRIAL  EXODUS.  To  survive,  many 
companies  eked  out  productivity  gains 
through  slimming  down  work  forces 
and,  in  an  increasing  number  of  cases, 
moving  production  out  of  Italy.  Benet- 
ton, the  clothing  giant  with  $2  billion  in 
sales  last  year,  has  shifted  some  key 
production  lines  to  low-labor-cost  coun- 
tries such  as  Turkey,  Egypt,  and  India. 

Rome's  gamble  is  that  swift  action  to 
reduce  government  spending  can  ease 
pressure  on  the  lira  and  bring  down  pun- 
ishing real  interest  rates  of  lO'X.  One 
easy  way  out  would  be  a  lira  devaluation 
of  perhaps  15%  to  20%'.  Many  top  bank- 
ers and  industrialists  now  see  that  as 
unavoidable  later  in  the  year,  although 
opposition  in  Europe  would  be  fierce. 
Amato  would  rather  avoid  a  devalution, 
aides  say. 

The  real  question,  then,  is  whether  It- 
aly can  endure  the  terrific  pain  associat- 
ed with  cleaning  up  its  act  and  joining 
Europe.  The  Bank  of  Italy,  for  example, 
estimates  that  meeting  the  economic  cri- 
teria laid  down  by  the  Maastricht  sum- 
mit last  December  would  require  an  aus- 
terity program  that  could  throw  an 
additional  600,000  people  on  the  dole. 
But,  says  Andea  Bollino,  chief  economist 
at  ENI,  "if  we  do  nothing,  then  we'll 
have  a  collapse  and  3  million  unem- 
ployed." That's  why  many  in  Italy  pray 
that  Dr.  Subtle's  surgery  works. 

By  John  Rossant  in  Roiiw 


CZECHOSLOVAKIA! 


GLAVUNION  GLASS  FACTORY:  A  JOINT  VENTURE,  ITS  SALES  MAY  LEAP  23%  THIS  YEAR 


A  COUNTRY  DIVIDED 
THAT  CAN  STAND 


The  Czech  Republic,  shorn  of  Slovakia,  could  privatize  that  much  faster 


While  the  politicians  are  prepar- 
ing to  split  Czechoslovakia  in 
two,  a  Digital  VAX  computer 
in  a  dilapidated  building  near  the  Vltava 
River  in  Prague  is  quietly  crunching  mil- 
lions of  bids  for  shares  in  1,478  state- 
owned  companies.  Ignoring  the  political 
rumblings,  the  country's  massive  privati- 
zation program  is  forging  ahead.  The 
first  wave  will  put  one-third  of  state  in- 
dustry in  private  hands  by  this  fall.  A 
second  wave  of  1,200  companies  is  being 
prepared  for  early 
1993. 

These  massive  sell- 
offs  are  the  heart  of 
Czech  Prime  Minister 
Vaclav  Klaus's  plans 
for  a  bold,  almost  in- 
stant remake  of  the 
economy.  The  loss  of 
Slovakia  could  actual- 
ly prove  a  plus  for  the 
ground-breaking  privatization  scheme. 
Slovakia  contains  most  of  the  country's 
basket-case  armaments  industry,  and  its 
leaders  are  loath  to  privatize  quickly. 

While  political  opposition  and  lack  of 
capital  have  slowed  privatization  in  East- 
ern Europe  and  the  former  Soviet  Union, 
Klaus  has  a  better  shot  at  succeeding 
because  he  has  won  wide  support  for  the 
plan.  The  key  to  his  program,  which 
could  become  a  model  for  other  coun- 
tries, is  a  coupon  scheme  that  will  give 
up  to  80%  of  the  adult  population  a  stake 
in  former  state  enterprises.  Vouchers 


A  voucher  system  is 
letting  citizens  buy 
stakes  in  former  state 
industries  at  discount 


that  can  be  exchanged  for  shares  in 
companies  were  sold  at  a  bargain  $37. 
Public  interest  mushroomed  when  newly 
created  mutual  funds  promised  to  buy 
back  these  stakes  for  as  much  as  10 
times  the  initial  price. 

To  speed  the  creation  of  a  private  sec- 
tor, the  newly  elected  Czech  government 
is  accelerating  the  bold  supply-side  strat- 
egy that  Klaus  embarked  on  18  months 
ago.  Plans  include  cutting  personal  in- 
come taxes  from  a  top  rate  of  97'''  to 
47%',  letting  capital 
gains  go  untaxed,  and 
stimulating  small  busi- 
ness. "The  Czech  re- 
public is  firmly  in  the 
hands  of  reformers," 
says  Industry  Minister 
Vladimir  Dlouhy. 

Despite  the  breakup 
threat  and  a  lingering- 
recession,  the  Czech 
economy  appears  to  be  poised  for 
growth  in  1993.  Already,  there  are  signs 
of  vigor  among  sectors  such  as  banking, 
machinery,  construction,  glass,  and  tex- 
tiles. Komercni  Banka,  the  country's 
largest  with  $9.3  billion  in  assets,  has 
nearly  doubled  its  work  force,  to  14,000, 
in  the  last  year.  "We  are  lending  now 
ten  times  as  much  to  small  entrepre- 
neurs as  we  were  a  year  ago,"  says  CEO 
Richard  Salzmann. 

A  handful  of  companies  sold  to  West- 
ern investors  are  leading  the  charge.  Af- 
ter a  dip  in  production  in  1991,  Volks- 


4TERNATIONAL  BUSINESS 


BUSINESS  WEEK/JULY  27,  1992  43 


wagen's  joint  venture  with  auto  maker 
Skoda  is  operating  at  full  capacity.  It 
has  muscled  into  new  markets  such  as 
Germany  with  its  $4,000  compacts.  Sko- 
da-vw  aims  to  double  production  to 
400,000  cars  a  year  by  1996  and  has  be- 
gun designing  a  more  sporty,  upscale 
model.  Glavunion,  a  joint  venture  be- 
tween Belgian  glassmaker  Glaverbel 
and  SKLO-Union,  expects  sales  to  jump 
237^'  this  year,  to  $1G0  million.  With  more 
aggressive  managers  in  control,  exports 
already  have  climbed  from  407"  to  657f  of 
sales,  with  Germany  the  No.  1  market. 
"We  always  had  high-quality  products. 
What  we  lacked  was  good  marketing," 
says  managing  director  Stepan  Popovic. 
Small  private  businesses  have  multi- 


BRAZILI 


A  BOOST  FOR 
BRAZIL— IF 
NOT  FOR  COLIOR 


Its  free-market  reforms  get  a  big 
vote  of  confidence 


razil's  roller-coaster  stock  mar- 
kets, driven  down  in  late  May  and 
June  by  corruption  charges  swirl- 
ing around  President  Fernando  Collor  de 
Mello,  are  on  the  upswing  again.  They 
turned  in  early  July,  when  investors  got 
welcome  news.  First,  in  an  impressive 
display,  1,.500  top  executives  attended  a 
dinner  to  honor  Marcilio  Marques  Mor- 
eira,  Collor's  Economy  Minister,  and  to 
show  support  for  his  reform  policies. 
One  day  later,  Brazil  got  an  even  bigger 
vote  of  confidence — its  creditors  agreed 
to  restructure  the  country's  $44  billion 
of  foreign  bank  debt.  That  combination 
sent  the  Sao  Paulo  market  soaring  25'' 
in  three  trading  days. 

Inside  and  outside  Brazil,  investors 
are  becoming  convinced  that  the  coun- 
try's free-market  economic  reforms  will 
continue,  regardless  of  the  outcome  of  a 
congressional  probe  of  transactions  by 
Collor's  former  campaign  financier. 
"The  markets  are  recovering  because 
Brazil  has  finally  managed  to  separate 
economics  from  politics,"  says  Julius  Bu- 
chenrode,  investment  director  for  Chase 
Manhattan  Bank's  two  Brazilian  funds 
for  institutional  investors. 
'SOME  RECOVERY.'  Politically,  Collor  isn't 
home  free  yet.  He  could  still  face  im- 
peachment if  congressional  probers  find 
hard  evidence  linking  him  to  alleged  ille- 
gal activities  by  businessman  Paulo  Ce- 
sar Farias,  his  1989  election  fund-raiser. 
But  with  or  without  Collor,  Brazil's  free- 
market  shift  may  now  have  acquired  a 
life  of  its  own.  "Collor  has  managed  to 


plied  rapidly,  boosting  the  private  sector 
from  zero  to  107f  of  gross  national  prod- 
uct in  18  months.  Entrepreneur  Ales 
Ordnung,  26,  launched  a  wholesale  cloth- 
ing business  last  year  that  currently  has 
sales  of  $2.2  million.  He  is  planning  a 
retail  clothing  chain'  modeled  after  The 
Gap  and  a  restaurant-cafe-disco  in 
Prague. 

MORE  COMING.  The  signs  of  a  turn- 
around don't  mean  the  transition  will  be 
painless.  Policymakers  expect  a  wave  of 
bankruptcies  and  unemployment  next 
year  as  private  shareholders  start  to  re- 
structure, sell,  or  liquidate  their  compa- 
nies. As  a  result,  the  Klaus  government 
expects  unemployment  to  double,  to  107 
or  higher.  And  interest  rates  will  remain 


high  to  keep  inflation  in  check.  Serious 
dislocation  could  create  a  backlash  led 
by  a  vocal  core  of  socialists.  But  no  one 
is  betting  on  a  political  about-face.  In 
fact,  a  turnabout  is  more  likely  to  occur 
in  Slovakia,  whose  economy  will  proba- 
bly go  into  a  nosedive,  ushering  in  a  new 
group  of  pro-union  politicians. 

Meanwhile,  an  independent  Czech  re- 
public looks  to  be  a  model  for  eastern 
Europe.  Already,  Prague  boasts  a  boom- 
ing retail  and  service  sector.  Consultants 
say  as  much  as  $3  billion  to  $4  billion 
more  in  foreign  capital  is  waiting  to  be 
invested  over  the  next  two  years.  Thati 
could  be  just  the  glue  Klaus  needs  toi; 
make  his  reforms  stick. 

By  Gnil  E.  Schares  in  Prague] 


READ  ALL  ABOUT  IT:  SCANDALS  THREATEN  TO  TAKE  COLLOR  DOWN 


form  a  consensus  that  Brazil  must  stop 
protecting  industry,  must  open  up  its 
economy  to  foreign  competition,  and 
must  spend  less,"  says  Banco  da  Bahia 
market  analyst  Dalmo  Vasconcellos. 
"Even  Congress  has  begun  to  go  along 
with  the  new  thinking." 

A  case  in  point  is  a  bill  that  Collor 
pushed  for  more  than  a  year  to  overhaul 
corrupt  and  bureaucracy-ridden  ports.  In 
late  June,  the  lower  house  of  Congress 
passed  it,  although  in  somewhat  wa- 
tered-down form.  Now,  industry  groups 
that  organized  the  show  of  support  for 
Marques  Moreira  intend  to  lobby  Con- 


gress to  act  on  other! 
key  measures,  espe-j 
cially  a  fiscal  reform  to:j 
end  budget  deficits! 
that  feed  inflation.  ' 

While  stock  market 
players  lost  most  of 
their  gains  from  the 
markets'  807^  rise 
through  mid-May,' 
many  long-term  inves-' 
tors  have  remained 
bullish.  They  see  the; 
country's  relative; 
calm — outside  the  eq-s 
uity  markets — as  evi-j 
dence  of  maturity.  "If; 
this  kind  of  political! 
event  had  erupted  in 
the  past,  the  economy; 
would  have  shutjj 
down,"  says  Robert' 
Harper,  external  af- 
fairs director  for  Tex- 
aco Brasil,  which  is 
carrying  out  a  $67  mil-l 
lion  expansion.  Sie- 
mens also  is  stepping; 
up  investments  in  Bra- 
zil this  year — by  more 
than  one-third,  to  $35 
million.  Its  orders  for, 
electronic  components 
jumped  807'  from  May 
to  June,  reflecting  in- 
creased sales  of  stere- 
os and  TV  sets.  "The  situation  is  difficult 
but  not  as  black  as  some  people  are 
painting  it,"  says  Hermann  Wever,  pres 
ident  of  Siemens'  Brazilian  subsidiary 
"We  are  starting  to  see  some  recovery.' 

In  Argentina,  President  Carlos  Menem 
was  nearly  brought  down  by  charges 
that  he  accepted  illegal  gifts  and  that 
relatives  were  linked  to  drug-mone^ 
laundering.  But  when  his  economic  re 
forms  started  producing  results,  the 
scandals  were  forgotten.  Collor's  eco- 
nomic team  is  hoping  history  will  repeat 
in  Brazil. 

By  Geri  Smith  in  Rio  de  Janeiro 
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SALINAS'  GRIP  ON  MEXICO  IS  SO  STRONG, 
HE  EVEN  WINS  WHEN  HE  lOSES 


E 


any  in  his  presidency,  Carlos  Salinas  de  Gortari  held  a 
weak  hand.  The  left  wing  of  his  ruling  party  had  broken 
off,  creating  an  oppostion  coalition  that  threatened  to 
l)lock  economic  I'eforms,  including  fi-ee  trade  with  the  U.  S.  But 
the  Mexican  President  knew  that  if  he  directed  his  Institut- 
ional Revolutionary  Party  (I'RI)  to  crack  down  too  hard  on  the 
left,  stealing  elections,  that  would  give  ammunition  to  U.  S. 
congressional  opponents  of  free  trade. 

Salinas  could  have  allowed  the  left  to  gain  some  electoral 
power  to  satisfy  his  U.  S.  critics.  But  he  chose  a  more  clever 
solution.  Co-opting  enemies  and  forging  alliances,  he  has  re- 
built the  PRI  that  was  tottering 
when  he  took  power  in  1988.  The 
effect  has  been  to  strengthen  his 
party's  monopoly  on  power.  Now, 
elections  in  Mexico  are  increasingly 
irrelevant.  The  only  oj^position  candi- 
dates who  win  are  de  facto  allies  of 
Salinas,  including  the  victor  on  July 
12  in  the  Chihuahua  state  elections, 
Fi"ancisco  Barrio  of  the  conservative 
National  Action  Party  (PAN). 

The  bolstering  of  Mexico's  one- 
party  system  is  convenient  for 
George  Bush.  With  only  token  oppo- 
sition in  the  Mexican  Congress, 


SALINAS'  RURAL  PROGRAMS  CO-OPT  LEFTISTS 


courts,  and  media,  Salinas  can  steer  his  country  toward  free 
trade  with  nary  a  bump.  But  the  rule  of  an  all-powerful  Pres- 
ident also  brings  risks.  Salinas'  successor  in  1994  may  not  get 
along  as  well  with  his  U.  S.  counterpart.  Or  he  may  be  less 
skilled  than  Salinas  at  holding  together  the  one-party  system, 
forcing  him  to  resort  to  force. 

BROAD  SUPPORT.  For  now,  Salinas  has  few  worries.  His  appeal 
to  the  right  is  no  surprise.  He  has  won  it  over  with  his  eco- 
nomic reforms  and  by  embracing  two  longtime  villains  of 
Mexico's  nationalist,  anticlerical  state:  the  Roman  Catholic 
Church  and  the  U.  S.  "He  has  appropriated  our  platform," 
says  Luis  Felipe  Bravo  Mena.  a  pan  leader. 


But  Salincjs  has  also  l)een  shcK-kingly  successful  at  winning  over 
leftists.  Neai-ly  every  week,  Salinas  flies  l)y  helicojiter  to  i-emote 
pucblus,  where  he  gives  speeches  lifted  almost  verliatim  ft-om  the 
leftists.  He  talks  about  empowei'ing  the  poor.  But  unlike  his 
cash-strapped  leftist  opponents,  Salinas  backs  u})  his  rhetoric 
with  money.  Through  his  massive  Solidai'ity  progi-am,  which  he 
funds  by  selling  off  state  companies,  the  President  channels 
money  to  build  schools,  I'oads,  and  sewers  thi'oughout  Mexico. 
Meanwhile,  he  blankets  the  country  with  slick  Solidarity  ads. 

Salinas  brings  leftists  into  his  government  to  run  these 
programs.  Gustavo  Gordillo,  for  example,  who  organized  peas- 
ants against  the  government  in  the 
1970s,  is  now  a  key  agriculture  offi- 
cial. Other  former  firebi-ands  hold 
the  top  posts  in  state  television  and 
the  government  peasant  union,  and 
they  dominate  Solidarity.  By  recruit- 
ing leftists,  Salinas  plugs  into  their 
power  base  in  the  countryside.  At 
the  same  time,  he  divides  the  coali- 
tion that  rocked  the  PRI  in  1988. 
"Most  of  Mexico's  Maoists  now  work 
in  Solidarity,"  observes  Marco 
Rascon,  head  of  the  opposition  Dem- 
ocratic Revolutionary  Party  in  Mex- 
ico City. 

For  former  communists  and  guerrillas.  Solidarity  provides 
vast  funding  for  community  organizing,  but  at  a  price:  They 
must  toe  Salinas'  free-market  line.  Investors,  meanwhile,  ap- 
plaud the  rural  programs.  Solidarity  stabilizes  the  countryside, 
and  its  roads  and  bridges  open  up  Mexico's  hinterland  for 
agro-investment. 

So  Salinas  has  politics  well  under  control  at  home.  Indeed, 
the  only  election  he  needs  to  fear  will  take  place  north  of  the 
border.  With  Bush  looking  weak  and  the  Democrats  and  Ross 
Perot  skeptical  about  free  trade,  Salinas  had  better  build 
some  more  bridges  for  insui'ance  north. 

B//  Stephen  Bake)-  and  Mar//  Farqnharson  i}i  Mexico  City 
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RUSSIA 


I  ew  currencies  to  replace  the  hap- 
1  less  ruble  are  springing  up  in  such 
parts  of  the  former  Soviet  Union  as 
Latvia  and  Estonia.  But  now,  a  new 
currency  could  arise  inside  Russia  it- 
self. If  all  goes  well,  the  money  will  be 
issued  by  a  Liechtenstein-based  cur- 
rency board  later  this  year.  It  will  be 
used  mostly  in  the  rich  oil  fields  of 
Western  Siberia,  according  to  Steve 
Hanke,  an  economist  at  Johns  Hopkins 
University  who  has  been  informally 
advising  local  authorities  on  the  pro- 
ject. The  fully  convertible  Urals  franc 
will  be  traded  only  for  dollars. 

But  Boris  Yeltsin's  government  says 


it  is  opposed  to  the  idea.  "A  currency 
board  is  completely  unfeasible  in  this 
country,"  according  to  Pyotr  Aven, 
Russia's  Foreign  Economic  Relations 
Minister. 

GERMANY  

Although  beset  l)y  budget  j^roblems, 
the  German  government  approved 
plans  on  July  15  to  invest  $340  billion 
in  ti'ansportation  infrastructure  over 
the  next  18  years.  An  initial  $150  bil- 
lion "urgent"  package  to  build  2,000 
miles  of  high-speed  rail  track,  1,500 
miles  of  new  Autobahns,  and  bypasses 
around  towns  and  villages  is  expected 
to  launch  a  nationwide  civil  engineering 
and  construction  bonanza. 


BRITAIN 


John  Smith,  who  succeeds  Neil  Kin- 
nock  as  Labor  Party  leader  on  July 
18,  could  determine  the  fate  of  the 
Maastricht  treaty  on  European  unifi- 
cation. Parliament  is  expected  to  vote 
on  the  treaty  in  the  fall.  If  Labor  joins 
forces  with  anti-Maastricht  Conserva- 
tives, the  treaty  could  be  defeated. 
Smith  has  been  known  for  taking  pro- 
Europe  stances,  but  Labor  politicians, 
who  see  a  chance  to  strike  a  blow  at 
Prime  Minister  John  Major's  govern- 
ment, are  pressuring  him  to  switch.  A 
defeat  in  a  key  country  such  as  Britain 
could  force  Maastricht  back  to  the 
drawing  boards. 
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Or,  How  National  ISDN  Can  Open 
A  New  Em  Of  Communications  ForYou. 

The  benefits  of  a  new  digital  public  network.  National  ISDN,  will 
soon  be  made  available  to  you  by  your  local  telephone  company 
and  AT&T.  Using  our  technology,  the  telcos  already  offer  central 
office  based  solutions  like  advanced  voice  seivices,  PC  screen 
sharing  and  image  communications.  National  ISDN  represents 
an  industiy-wide  agreement  to  digitize  the  public  network  based 
on  open  standards,  so  you'll  soon  be  able  to  get  the  same  high 
quality  service  wherever  you're  located.  If  you're  evaluating  your 
current  network  or  forecasting  capital  investment,  it  makes  more 
sense  than  ever  to  talk  to  your  local  telephone  company.  And 
find  how  much  more  they  can  do  for  you. 

ALS^ and  Your  Local  Phone  Company 
Technologies  For  Vie  Real  World, 


conomics 


PRIVATIZATION  1 


A  TEXTILE  WORKER  AT  OREKHOVO-ZUEVO:  WAGES  ARE  THREE  TIMES  T  £L  OF  INDUSTRIAL  JOBS  IN  RUSSIA 


IN  RUSSIA,  A  JOURNEY 
BACK  TO  THE  FUTURE 

Senior  Writer  Kai"en  Pennar  examines  the  privatization  of  a  factory  buUt  by  her  forebears 


It's  a  sunny  Saturday  morning  in 
June,  and  the  road  to  Nizhni  Novgo- 
rod is  crowded  with  Muscovites  ea- 
ger for  a  spin  in  the  country.  We  pass 
several  sooty  manufacturing  plants  in 
Moscow,  then  skirt  the  southern  edge  of 
Izmailovski  Park.  Soon  the  fumes  and 
dull  cement-block  apartment  buildings 
give  way  to  clear  air  and  tiny  roadside 
dachas,  dots  of  green  and  red  and  blue 
topped  by  sagging  roofs  and  Russian 
gingerbread.  Kerchiefed  women  sell 
just-picked  herbs  along  the  roadside. 

I  am  traveling  with  my  colleague  Rose 
Brady,  BUSINESS  week's  Moscow  bureau 
chief,  to  the  city  of  Orekhovo-Zuevo, 
population  150,000,  about  60  miles  east 
of  Moscow.  In  two  hours,  we  arrive  in 
the  city  and  follow  the  main  road  to  our 
destination:  A  series  of  solid,  red  brick 
buildings  lining  the  Kliazma  River, 
many  dating  from  the  1890s.  We  pull 
into  the  courtyard  at  No.  76  Lenin  St. 
We  are  on  the  grounds  of  what  is 


today  the  Orekhovo-Zuevo  Textile  Fac- 
tories Assn.,  a  state-owned  industrial 
combine  of  16  textile  factories.  At  the 
turn  of  the  century,  these  buildings 
housed  the  cotton  mills  of  Savva  Moro- 
zov  &  Sons  Manufacturing  Co.  and  Vi- 
kul  Morozov  &  Sons  Manufacturing  Co. 
My  great-grandfather,  Ivan  Vikulovich 
Morozov,  was  the  last  director  of  Vikul 
Morozov  &  Sons.  He,  my  great-uncles, 
and  their  cousins  presided  over  a  tex- 
tile-weaving empire  here  and  in  two  oth- 
er locations  that  at  its  zenith  in  1914 
employed  more  than  50,000  workers  and 
had  annual  sales  of  100  million  rubles, 
equivalent  to  $650  million  today.  Among 
the  more  notable  Morozovs  were  a  des- 
potic strike-breaker,  a  collector  of  Im- 
pressionist art,  and  a  donor  to  the  Bol- 
shevik cause.  All  the  Morozov  assets 
were  seized  in  1918,  by  order  of  Lenin. 

Now  it  is  74  years  later,  and  we  arrive 
in  Orekhovo-Zuevo  not  knowing  what  we 
will  find.  We  have  been  conducting  inter- 


views about  the  planned  privatization  of 
industry,  the  centerpiece  of  the  economic 
program  through  which  Russian  reform- 
ers hope  to  construct  a  market  economy. . 
Despite  criticism  of  the  government,  the' 
conviction  has  taken  hold  that  privatiza- ' 
tion  will  proceed.  i 
SELLING  OFF.  On  July  1,  President  Boris  i 
Yeltsin  decreed  that  the  process  begin 
(page  52).  By  Nov.  1,  all  state  enter- 
prises— except  a  group  of  strategically 
important  ones,  such  as  producers  of  nu- 
clear weapons  and  space  systems — must 
be  turned  into  joint-stock  companies. 
Then,  the  state  sell-off  will  begin.  The 
goal  is  to  transfer  state  ownership  of 
approximately  130,000  enterprises  and 
thousands  of  small  shops  into  private 
hands.  Already,  in  Moscow,  St.  Peters- 
burg, and  Nizhni  Novgorod,  the  three 
biggest  cities,  a  few  businesses  have 
been  sold. 

"The  main  goal,"  says  Anatoly  B. 
Chubais,  chairman  of  the  state  commit- 
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tee  for  property  management,  also 
known  as  GKI,  "is  to  have  owners  in 
Russia."  Only  that  way,  says  Chubais, 
will  Russia  achieve  a  new  social  struc- 
ture, complete  with  a  middle  class  that 
provides  social  sUibility  and  has  a  stake 
in  the  future.  And  only  then  will  eco- 
nomic reform  be  irrevers- 
ible. That's  politically  cru- 
cial for  Yeltsin's  govern- 
ment, which  wants  pro- 
gress before  winter  sets 
in.  The  longer  it  takes  for 
a  new  class  of  owners  to 
grow,  the  greater  the 
chance  that  communist 
and  nationalist  opponents 
will  make  political  capital 
out  of  economic  hardship. 

Russian  reformers  are 
embracing  a  principle  that 
Westerners  have  long 
held  axiomatic:  Ownership 
forms  the  bedrock  of  le- 
gal, institutional,  and  so- 
cial relations  in  most  economies,  espe- 
cially in  the  de^'eloped  world.  There,  not 
everyone  is  an  owner,  but  everyone  has 
the  opportunity  to  become  one.  Only  if 
people  are  owners  or  have  that  prospect, 
economists  believe,  do  they  care  enough 
to  preserve  and  maintain  property,  to 
invest  time,  effort,  and 
money  for  future  reward. 
On  a  small  scale,  home 
ownership  offers  that 
chance.  More  broadly,  pri- 
vate ownership  of  the 
means  of  production  pro- 
vides that  opportunity  for 
society  at  large  so  that  en- 
lightened self-interest  ulti- 
mately benefits  everyone. 

The  Russian  govern- 
ment targeted  small  shops 
and  enterprises  for  privati- 
zation first,  and  light  in- 
dustries, such  as  textiles, 
next.  In  Russia,  industries 
such  as  textiles  and  food 
processing  are  more  com- 
petitive than  the  monopo- 
lies that  exist  in  heavy  in- 
dustry, and  so  may  be 
better  able  to  find  mar- 
kets, control  costs,  and  make  profits  as 
economic  reform  proceeds. 

In  January,  the  first  economic  shock 
came  with  the  lifting  of  price  controls, 
and  prices  rose  4  to  20  times  on  every- 
thing from  vodka  to  meat  to  oil.  Wages 
rose,  too,  but  the  squeeze  on  incomes 
and  production  has  been  dramatic,  and 
enterprises  have  built  up  huge  debts  to 
one  another  of  more  than  2  trillion  ru- 
bles to  keep  going.  Many  are  neverthe- 
less strapped  for  cash. 

As  we  climb  the  well-worn,  century- 
old  iron  treads  of  the  staircase  to  our 
appointment  in  Orekhovo-Zuevo,  I'm 


IVAN  AAOROZOV,  LAST 
DIRECTOR  OF  VIKUL 
AAOROZOV  &  SONS 


gripped  by  a  combination  of  curiosity 
and  apprehension.  Anything  is  possible. 
The  enterprise  might  be  tottering,  suf- 
fering from  crumbling  sales.  Cheap 
clothing  from  Asia  is  already  being 
hawked  on  the  streets  of  Moscow,  and 
many  mills  are  having  trouble  paying 
hard  cash  for  cotton  from 
Central  Asia.  The  manag- 
ers might  be  digging  in, 
unwilling  to  privatize  or 
modernize.  Their  welcome 
might  prove  chilly. 

Or  it  might  not.  Sergei 
V.  Babanov,  the  43-year- 
old  general  director  of  the 
enterprise,  greets  us 
warmly.  He  is  smooth  and 
charming  in  manner,  in- 
terested in  the  family  con- 
nection, and  ready  to  talk 
about  how  the  textile  com- 
bine is  faring.  According 
to  Babanov,  the  enterprise 
is  surviving  better  than 
most,  and  he  and  his  managers  are  ea- 
ger to  become  controlling  owners. 

The  Orekhovo-Zuevo  Textile  Factories 
Assn.  is  today  one  of  the  largest  textile 
operations  in  Russia,  with  an  annual  ca- 
pacity of  200  million  meters  of  cloth  and 
expected  sales  of  nine  billion  rubles,  or 


ON  LENIN  STREET,  AN  ENTERPRISE  EAGER  TO  GO  PRIVATE 


$70  million,  this  year.  The  factories  pro- 
duce everything  from  cotton  thread  to 
artificial  fur  to  finished  clothing,  and 
about  10%  of  the  goods  are  exported, 
mostly  to  Europe.  Babanov  says  sales 
were  up  14%  in  volume  terms  last  year, 
quite  a  feat  at  a  time  when  many  enter- 
prises were  losing  sales. 

About  15,000  people  work  at  the  fac- 
tories— 4,000  fewer  than  four  years  ago, 
after  Babanov  arrived  from  another  tex- 
tile operation  and  began  shaking  things 
up.  He  decentralized,  allowing  managers 
to  operate  each  of  the  16  factories  inde- 
pendently. He  put  about  300  engineers 


and  technicians  on  a  merit-pay  scheme, 
and  adopted  a  new  variable  pay  scale  for 
workers,  linked  to  actual  output.  The 
work  force  declined  through  attrition 
and  layoffs. 

GOOD  AS  OLD.  Output  and  profits  grew, 
allowing  managers  to  plow  $30  million 
into  new  machinery  this  year.  Today,  Ba- 
banov boasts,  the  technology  is  as  good 
as  it  was  when  the  Morozovs  ran  the 
factories — an  astounding  reflection  in  it- 
self on  what  decades  of  central  planning 
did  to  Russian  industry.  Indeed,  a  few  of 
the  state-of-the-art  English  looms  that 
clattered  in  these  mills  a  century  ago 
were  still  used  until  a  decade  ago. 

In  January,  the  textile  combine  raised 
prices  15  to  20  times.  Today,  a  meter  of 
basic  cotton  cloth  costs  60  rubles  (about 
46$)  on  the  domestic  market,  while  it's 
priced  at  75$  a  meter  for  export.  Wages 
have  been  raised  repeatedly  over  the 
past  year,  to  the  current  average  of 
6,500  rubles  a  month,  or  about  $50. 
That's  about  three  times  the  level  for 
most  industrial  jobs  in  Russia.  Moreover, 
the  wages  have  actually  been  paid,  be- 
cause the  combine  avoided  the  cash 
crunch  that  gripped  many  other  enter- 
prises. Fabric  is  sold  for  cash  to  stores, 
trading  houses,  and  private  middlemen — 
some  of  whom  produce  carloads  of  cash 
for  cloth. 

Rising  prices,  climbing 
interest  rates,  and  evapor- 
ating sales  are  forcing 
managers  elsewhere  to  be 
as  flexible  as  those  at 
Orekhovo-Zuevo.  Over  the 
past  year,  for  instance,  di- 
rectors at  Krasny  Prole- 
tary, a  Moscow  machine- 
tool  manufacturer,  have 
scrambled  to  change  their 
product  mix,  boosting  the 
output  of  wood  processing 
machines  that  crank  out 
panels  for  do-it-yourself 
dacha  builders  and  cutting 
back  on  production  of  ex- 
pensive and  sophisticated 
lathes.  The  enterprise  still 
had  to  lay  off  about  500 
people  over  the  last  year, 
pushing  the  payroll  down 
to  4,800,  and  an  additional  20%'  may  be 
let  go  next  year  after  the  enterprise  pri- 
vatizes, says  Director  Yuri  Kirillov. 

Privatization  and  industrial  restructur- 
ing are  sure  to  bring  massive  unemploy- 
ment— estimates  range  from  5  million  to 
11  million  unemployed  by  yearend,  out 
of  a  work  force  of  86  million.  The  Rus- 
sian government  plans  to  channel  state 
funds  to  the  hardest-hit  industries  and 
regions,  such  as  workers  in  military  fac- 
tories in  the  Ural  Mountains,  where  un- 
employment could  reach  25%-.  And  it 
hopes  to  create  a  new  agency  for  "recon- 
struction and  development,"  which  will 
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retrain  workers  and  create  new  jobs. 

In  the  meantime,  it  is  the  directors  of 
enterprises  who  must  confront  the  new 
economic  forces.  Today,  those  managers 
may  be  old  party  hacks  or  young  maver- 
icks, representatives  of  the  nomenkla- 
tura or  shock  troops  of  a  new  economy. 
The  ones  who  are  surviving  in  the  crisis 
environment,  whatever  their  back- 
ground, are  doing  so  by  their  wits.  For 
this  reason,  some  believe  that  sizable 
ownership  should  be  their  just  reward. 
"Today,  the  managers  in  industry  that 
we  have  are  the  wealth  of  the  coun- 
try. ...  If  a  director  buys  the  majority  of 


the  shares  and  he  is  a  good  manager,  it 
is  good  for  the  enterprise,"  says  Georgi 
Khizha,  Russian  deputy  minister  for  in- 
dustry and  a  former  manager. 
BUYOUT  PLAN.  Babanov,  for  one,  be- 
lieves dynamic  leadership  should  be  well 
compensated.  Over  lunch,  he  and  two  of 
his  managers  describe  their  plan:  A  25% 
share  of  nonvoting  stock  would  go  to  the 
workers  and  5%  of  the  voting  shares 
would  be  sold  at  book  value  to  the  man- 
agers. So  far,  the  plan  looks  like  one  of 
the  options  proposed  by  OKI.  But  there's 
more:  Over  the  course  of  three  or  four 
years,  managers  would  purchase  37%  of 


the  voting  shares,  and  the  remaindt 
would  be  sold  openly. 

It's  a  bold  and  nervy  plan  that  heavil 
favors  managers.  Our  Saturday  vis: 
prevented  us  from  quizzing  workers,  bi 
Babanov  says  that  in  the  weeks  follov 
ing  our  visit,  he  put  his  plan  before  th 
workers,  and  two-thirds  had  already  aj 
proved  it  by  July  15.  The  managers  ; 
Orekhovo-Zuevo  are  determined  to  pn 
ceed,  and  believe  a  clause  in  Yeltsin . 
recent  decree  permits  such  a  plan.  "Th; 
guys  who  have  the  initiative,  the  guy 
who  really  want  to  do  it,  for  sure  will  b 
private  one  way  or  another  within 


HOW  RUSSIA  IS  SIICING  UP  THE  STATE  PIE 


In  Russia  today,  prices  are  rising 
15%'  a  month,  the  budget  deficit  has 
climbed  to  17%  of  output,  and  the 
central  bank  is  printing  rubles  at  a  fast 
clip.  These  seem  to  be  rather  flimsy 
elements  on  which  to  base  a  market 
economy.  So  the  government  in  Mos- 
cow is  pinning  its  hopes  on  privatiza- 
tion, the  transfer  of  state  enterprises 
to  private  ownership.  The  International 
Monetary  Fund  may  be  worried  about 
Russia's  fiscal  and  monetary  policies. 
However,  "privatization  is  a  lot  more 
important  than  macroeconomic  stabili- 
zation," says  Harvard  University  econ- 
omist Andrei  Shleifer,  an  adviser  to  the 
Russian  government's  state  committee 
for  property  management,  also  known 
as  OKI.  "It's  the  only  way  you  manage 
to  build  some  foundations  for  a  market 
economy." 

With  a  decree  signed  on  July  1,  Pres- 
ident Boris  Yeltsin  launched  privatiza- 
tion in  earnest.  State  enterprises  must 
establish  joint  worker-management 
teams  to  propose  to  GKI  by  Oct.  1  how 
the  enterprises  will  be  privatized.  And 
by  Nov.  1,  state  enterprises  must  con- 
vert to  joint-stock  form.  Then,  their  ac- 
tual sale  can  begin. 

The  Russian  government's  intent  is 
to  sell  control  of  companies  in  "an 
open,  transparent,  and  competitive 
manner,"  as  GKI  officials  put  it.  For  an 
economy  that  has  long  conducted  busi- 
ness in  a  closed,  opaque,  and  anticom- 
petitive fashion,  that's  a  tall  order. 
How  to  divide  the  spoils  of  the  state 
when  there  are  so  many  interested  par- 
ties? Managers,  workers,  and  local  of- 
ficials might  deem  themselves  rightful 
owners  of  industry,  while  teachers  and 
doctors  might  figure  they  have  a 
stake,  too.  So  the  program  tries  to  sat- 
isfy all  "stakeholders"  by  giving  every- 
one a  chance  to  gain  a  piece  of  the  pie. 
One  key  component  is  the  distribution 


of  vouchers  to  all  Russian  citizens  in 
order  to  enable  them  to  become  proper- 
ty owners. 

There  are  three  basic  methods  for 
privatization,  all  of  which,  initially  at 
least,  leave  the  state  with  a  major 
stake  in  industry.  First  is  a  plan  that 
would  give — free  of  charge — 25%-  of 
the  shares  (nonvoting)  to  workers,  sell 
managers  5%  of  voting  shares  at  book 
value,  and  permit  the  purchase  of  an 
additional  10%'  at  discount  by  workers 
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and  managers.  Then  there's  the  possi- 
bility of  workers  and  managers  buying 
a  controlling  51%-  of  an  enterprise. 
Thirdly,  there's  a  special  option  for 
small  enterjjrises,  under  which  manag- 
ers and  workers  could  acquire  up  to  a 
total  of  40%  within  a  year,  provided 
they  meet  commitments  to  shore  up 
the  enterprise. 

Yeltsin's  July  1  decree  opens  the 
door  for  a  fourth  variant,  by  which 
managers  could  form  trust  companies 
to  take  enterprises  private.  Such  trust 
companies  could  result  in  far  more 
managerial  domination  of  the  privatiza- 


tion process,  but  OKI  has  not  yet  de- 
vised guidelines  for  this  procedure.  In 
addition,  the  government  wants  to  es- 
tablish trust  companies  to  take  stakes 
in  the  auto,  coal,  and  oil  industries  to 
prevent  mass  bankruptcies  and  unem- 
ployment. 

VOUCHER  SYSTEM.  Presented  as  a  criti- 
cal counterbalance  to  these  plans  is  the 
voucher  program,  which  will  enable  all 
citizens  to  purchase  some  of  the  re- 
maining shares  held  by  the  govern- 
ment. "Vouchers  will  produce  addition- 
al pressure  on  local  authorities,"  says 
Anatoly  B.  Chubais,  chairman  of  GKI, 
because  citizens  who  want  to  use  them 
at  auctions  will  urge  officials  to  con- 
duct sales  of  enterprises.  Foreign  bid- 
ders are  expected  to  be  buyers  at  auc- 
tions as  well. 

Privatization  has  begun  on  a  small 
scale  in  Russia,  with  an  estimated  8 
billion  rubles'  worth  of  sales  to  date,  or 
$61  million  at  the  current  exchange 
rate  of  130  rubles  to  the  dollar.  Pro- 
ceeds are  to  be  divided  between  the 
federal  government  and  regional  and 
local  governments,  giving  local  offi- 
cials an  inducement  not  to  block  sales. 
GKI  officials  aim  to  sell  off  one-third  of 
state  enterprises  by  1993,  one-half  by 
yearend  1994,  and  as  much  as  two- 
thirds  by  yearend  1995.  That  is  highly 
optimistic,  especially  considering  the 
Marxist  injunction  against  private 
property  that  has  prevailed  in  Russia 
for  nearly  75  years.  But,  observes 
Maxim  Boycko,  economiist  at  Moscow's 
Institute  of  World  Economy  &  Interna- 
tional Relations  and  an  adviser  to  GKI: 
"Today,  nobody  is  discussing  whether 
to  privatize  or  not,  which  is  already  a 
big  achievement  from  half  a  year  ago." 
Out  of  such  small  steps  is  a  new  econo- 
my gradually  being  built. 

By  Karen  Pennar  and  Rose  Brady  in 
Moscow 
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year,"  predicts  Andrei  Shleifer,  Harvard 
University  economist  and  adviser  to  CKl. 
i.     Objectively,  I  should  be  troubled  by 
the  concentration  of  ownership  that  Ba- 
li banov  and  his  manaj^ers  seek.  Subjec- 
I  tively,  I  should  be  rankled  by  the  idea  of 
1  some  youthful  go-getters  staking  a 
\-  claim  to  the  factories  my  forebears  once 
K  owned  and  ran.  In  a  cordial  toast,  Ba- 
)  banov   seems    to   acknowledge  the 
1  strange  conjunction  of  past  and  present, 
)  suggesting  that  one  day  I  might  become 
's  a  shareholder — by  purchasing  a  share  or 
(  two.  Certainly,  no  one  is  about  to  give 
>  me  any  shares;  there  is  no  procedure  in 
t  Russia  for  returning  private  property  to 
;  former  owners  or  their  descendants,  as 
:  there  is  in  Germany  and  Eastern  Eu- 
rope. Yet  I  am  not  discomfited  by  what  I 
have  heard  and  seen  here,  only  relieved 
and,  in  a  strange  way,  heartened. 
LIVING  HISTORY.  The  buildings  that  my 
great-grandfather  and  his  cousins  built 
for  the  workers — kindergartens,  schools, 
public  baths,  a  hospital,  a  theater — are 
all  still  standing.  The  barracks  housing, 
in  which  worker's'  families  once  lived  in 
cramped  quarters,  has  been  converted  to 
offices  and  libraries.  The  hospital,  with 
its  art  nouveau  wrought-iron  railing,  is 
now  being  restored.  And  a  museum  de- 
tails the  Morozov  enterprises'  history. 

The  stewards  of  this  history  seem  odd- 
ly respectful  of  the  Morozov  paternal- 
ism— one  that  in  some  ways  was  a  capi- 
talist forerunner  of  the  way  many  Soviet 
state  enterprises  provided  for  workers 
and  their  families.  Today,  Babanov 
scowls  at  news  reports  that  factories  are 
forced  to  close  kindergartens.  In  Orek- 
hovo-Zuevo,  the  kindergartens  have  re- 
mained open. 

But  whether  they  can  remain  so  indef- 
initely is  uncertain.  Privatization  will 
force  many  enterprises  into  bankruptcy, 
while  those  that  survive  will  stumble 
along  toward  a  new  market  economy.  It 
took  the  entrepreneurial  families  of  pre- 
revolutionary  Russia  four  or  five  gener- 
ations to  move  from  being  disreputable 
traders  plying  their  wares  at  the  annual 
fair  in  Nizhni  Novgorod  to  becoming  es- 
tablished industrialists  in  Moscow  and 
St.  Petersburg.  Now,  Russia's  reformers 
are  trying  to  telescope  the  process — and 
move  it  forward  at  the  same  time. 

A  frisson  goes  down  my  spine  as 
we  pass  the  buildings  my  great-grand- 
father once  patrolled,  where  modern 
looms  now  turn  out  artificial  fur  for 
stuffed  animals  and  winter  coats. 
Entrepreneurialism  and  capitalism  once 
thrived  here,  in  a  primitive  form.  Now, 
after  a  hiatus  of  75  years,  there  is  a 
chance  that  they  can  reemerge,  grow 
and  evolve,  and  eventually  help  people  to 
live  a  better  life.  I  can  only  hope  that 
happens. 

By  Karen  Pennar;  with  Rose  Brady,  in 
Orekh  o  vo-Zu  e  vo 
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HIGH-TECH 
STAR 

NORTHERN  TELECOIM  IS  CHALLENGING  EVEN  AT&T 


Last  February,   Northern  Telecom 
Chairman  and  CEO  Paul  G.  Stern 
was  scouting  for  a  European  part- 
ner to  establish  a  beachhead  in  the  Con- 
tinent's sizzling  new  market  for  digital 
mobile  phone  gear.  When  word  came 
that  France's  Matra  was  looking  for  a 
partner,   too,  Stern 
wasted  no  time.  He 
called  Matra  CEO  Jean- 
Luc  Lagardere  and 
then  headed  for  Paris 
on  his  Challenger  jet. 
Although  Matra  was 
already  entertaining 
bids  from  AT&T,  Sie- 
mens,   and  Philips, 
Stern  persisted.  "He's 
been  flying  across  the 
Atlantic  like  I  cross 
the  English  Channel," 
says  Lagardere,  who 
hit  it  off  with  the  inde- 
fatigable Stern. 

On  July  2,  Stern's 
frequent  flying  paid 
off:  Northern  Telecom 

Ltd.  announced  it  will  pay  about  ^  stern  has 
$310  million  for  up  to  40%  of      created  a 


Matra's  communications  division 
and  a  5%'  stake  in  its  parent. 
Their  teaming  up,  Stern  crows,  "is  just 
the  beginning"  of  a  broad  European  alli- 
ance that  will  span  a  whole  range  of 
telephone  products. 

BLOSSOMING  OUT?  Latching  onto  Matra 
is  only  the  latest  victory  in  Stern's  con- 
tinuing global  assault.  In  the  past  two 
years.  Northern  has  launched  joint  ven- 
tures in  Poland  and  Spain,  paid  $2.6  bil- 
lion for  Britain's  STC  PLC,  and  won  busi- 
ness from  China  to  Turkey  to  Australia 
to  Russia.  It  is  the  largest  foreign  sup- 
plier of  telecom  gear  to  Japan's  ultra- 
competitive  market.  By  decade's  end. 
Stern  predicts,  Northern  will  grow  into  a 
giant  with  up  to  $30  billion  in  revenue, 
half  from  outside  North  America.  "Our 
vision,"  he  says,  "is  to  be  the  leading 
telecommunications  equipment  company 
by  the  year  2000." 
Not  that  many  years  ago,  any  sugges- 


tion that  this  Canadian  company  could 
challenge  such  giants  as  AT&T,  Germa- 
ny's Siemens,  France's  Alcatel,  Sweden's 
L.  M.  Ericsson,  or  Japan's  NEC  would 
have  seemed  preposterous.  Until  1962,  it 
was  an  appendage  of  AT&T,  controlled 
and  44%-owned  by  Western  Electric. 

Alone,  Northern 
seemed  more  likely  to 
be  swallowed  up  than 
to  swallow. 

But  today,  even 
competitors  express 
admiration.  Says  Ryoi- 
chi  Sugioka,  Fujitsu 
Ltd.'s  executive  direc- 
tor for  communica- 
tions systems:  "North- 
ern Telecom  is  a  great 
company,  and  we  re- 
spect them  enormous- 
ly." Most  think  it  will 
be  among  the  few 
dominant  survivors  in 
a  global  industry 
whose  sales  will  soar 
past  $200  billion  by 
the  year  2000,  from  $102  billion 
last  year. 


NO-EXCUSES 
CULTURE 


What  is  Northern  doing 
right?  Its  research  is  world- 
class.  It  has  cut  manufacturing  costs  to 
the  bone.  It  adapts,  chameleon-like,  to 
the  colorations  of  local  markets,  includ- 
ing Japan  (page  57).  Finally,  under  the 
demanding  Stern,  Northern  has  created 
a  no-excuses  culture  that  pushes  employ- 
ees to  perform  to  their  limits.  "I  have 
trouble  relating  to  people  who  don't 
want  to  excel,"  Stern  says,  a  bit  omi- 
nously, in  a  videotaped  message  to  em- 
ployees. Indeed,  Northern  Telecom  is 
charging  so  hard  on  so  many  fronts  that 
its  biggest  risk  is  spreading  its  forces 
too  thin. 

The  53-year-old  Stern  is  a  self-made 
man  driven  by  almost  limitless  ambition. 
He  was  born  in  Czechoslovakia  and 
reared  in  Mexico  City.  After  attending 
college  in  the  U.  S.,  he  earned  a  doctor- 
ate in  solid-state  physics  at  Britain's  Uni- 
versity of  Manchester.  Stern  made  up 


his  mind  in  prep  school  to  become 
wealthy,  he  says  in  his  1990  book, 
Straight  to  the  Top.  He  wrote:  "I  had  a 
dream  of  getting  to  the  top,  a  dream 
that  would  later  become  an  obsession." 

In  Northern  Telecom,  Stern  has  found 
a  vehicle  for  that  obsession.  When  he 
was  named  CEO  in  1989,  he  took  charge 
of  a  company  that  had  already  grown 
spectacularly.  After  the  1984  breakup  of 
American  Telephone  &  Telegraph  Co., 
Northern  stormed  the  U.  S.  market,  tri- 
pling revenues  to  last  year's  $8.2  billion. 
Previously,  Northern  had  been  all  but 
shut  out  from  the  Bell  System.  Now,  it 
threatens  to  surpass  AT&T  in  the  U.  S.  as 
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NORTHERN'S 
BROADER  REACH 

    Northern  Telecom, 

B^J^^P  once  a  Canadian 

■  ^^^^  stay-at-honne,  got 
a  quarter  of  its  sales  outside 
North  America  last  year  (chart). 
CEO  Stern  vows  to  boost  that 
to  50%  by  decade's  end  by 
oggresively  expanding  into 
Europe  and  Asia 


SHARE  OF  1991  SALES 
■  U.S.        U  CANADA 
□  EUROPE     _|  OTHER 

DATA:  COMPANY  REPORTS 

<  THE  ECHO-FREE  CHAMBER  IS  A  PURE 
ENVIRONMENT  FOR  TESTING  ACOUSTIC 
PROPERTIES  OF  HANDSETS,  WIRELESS 
TERMINALS,  AND  HEADSETS 


the  leading  supplier  of  digital  central- 
office  switches,  the  high-tech  heart  of 
the  phone  system.  Northern  also  is  neck- 
and-neck  with  AT&T  in  the  market  for 
office  phone  systems  bought  by  busi- 
nesses. And  Northern's  new  joint  ven- 
ture with  Motorola  Inc.  in  cellular  equip- 
ment, launched  in  May,  could  easily  grab 
leadership  in  that  fast-growing  market. 

Northern  still  trails  AT&T  badly  in 
transmission  equipment,  giving  AT&T  the 
lead  in  the  overall  U.  S.  equipment  mar- 
ket. And  AT&T  says  it's  not  conceding 
anything  in  switches,  either.  But  the  fact 
remains  that  Northern  has  made  a  deep- 
er dent  in  AT&T's  U.  S.  market  share  in 


central-office  switches  than  MCI  and 
Sprint  have  in  long-distance  service. 
Northern  even  beat  out  AT&T  to  supply  a 
digital  switch  to  the  White  House.  Mean- 
while, Northern  retains  a  hammerlock 
on  its  native  Canada. 
CONSTANT  SHUTTLE.  Today,  Northern  is 
Canada's  most  successful  multinational 
and  perhaps  the  best  example  of  a  truly 
North  American  company.  It  is  con- 
trolled by  Canada's  BCE  Inc.,  which  has  a 
53%  stake  and  also  owns  Bell  Canada. 
But  Stern  and  many  of  the  other  top 
executives  are  American.  They  shuttle 
between  almost  identical  office  suites  in 
the  headquarters  near  Toronto  and  in 


McLean,  Va.,  outside  Washington.  With 
operations  in  North  Carolina,  Tennessee, 
Texas,  and  California,  Northern's  U.  S. 
employment  has  exploded  to  22,000, 
nearly  equal  to  its  Canadian  force.  And 
the  U.S.  last  year  accounted  for  50%  of 
Northern's  total  sales,  vs.  24%  for  Cana- 
da. Although  many  Canadians  are  dis- 
tressed by  their  country's  free-trade  em- 
brace with  the  U.  S.,  Northern  Telecom 
has  thrived  from  it. 

Now,  Stern  is  out  to  transform  North- 
ern into  a  global  company.  He  has  little 
choice.  While  North  America  represents 
a  third  of  world  telecom  sales,  its  impor- 
tance will  shrink  as  markets  elsewhere 


DVER  STORY 
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grow  faster.  Last  year, 
Northern  managed  to  get 
267f  of  its  revenue  from 
outside  North  America,  up 
from  just  9%  in  1989  (chart). 

Stern  is  well-prepared  to 
lead  Northern  into  this  bat- 
tle. While  studying  for  his 
doctorate,  he  forced  himself 
to  work  seven  days  a  week, 
earning  the  degree  in  half 
the  norma!  four  to  five 
years.  Soon  after,  he  gave 
up  research  for  manage- 
ment. During  seven  years 
at  IBM,  he  received  five  pro- 
motions. Still  unsatisfied, 
he  jumped  ship  for  Braun, 
the  German  consumer  ap- 
pliance company,  where  he 
became  CEO  and  was  known 
as  the  "German  American," 
for  his  flawless  German. 
BIG  CHANGES.  After  four 
years  at  Braun,  Stern 
yearned  for  a  bigger  stage. 
He  found  it  at  Burroughs  Corp.,  where 
in  1982  he  became  president.  When  Bur- 
roughs merged  with  Sperry  to  form  Un- 
isys Corp.  in  1986,  Stern  became  Unisys' 
first  president.  But  he  clashed  with  CEO 
W.  Michael  Blumenthal  and  resigned  at 
the  end  of  1987.  The  next  year.  Stern 
joined  Northern's  board,  and  in  March, 
1989,  he  was  named  CEO. 

At  Northern,  Stern  has  pushed  radical 
change  from  day  one,  wiping  out  three 
layers  of  bureaucracy  and  recasting  up- 
per management.  "Most  of  the  old 
school  is  gone,"  says  Alan  G.  Lutz,  pres- 
ident of  the  Public  Networks  division. 
"Paul  has  kicked  this  place  in  the 
pants." 

Lutz  should  know.  When  his  division 
lost  a  $100  million  Nynex  Corp.  switch 
order  to  AT&T  in  late  1990,  Stern  called 
Lutz  before  the  executive  committee.  It 
was  a  summons  Lutz  dreaded.  Indeed, 
as  he  stepped  to  the  podium,  others  in 


the  room  muttered  bad  jokes  at  his  ex- 
pense. Stern  quieted  them,  saying: 
"We're  not  here  to  crucify  anyone."  But 
he  added,  pointedly:  "We're  here  to  find 
out  what  we  did  wrong  so  we  don't  do  it 
again."  Lutz  took  heed. 

Stern  is  personally  directing  a  "Vision 
2000  Leadership  Campaign"  aimed  at 
Northern's  57,000  employees.  Organized 
like  a  political  campaign,  it  has  been  to 
some  20  Northern  locations  since  last 
August.  At  rallies,  smiling  workers 
march  around  carrying  banners  and 
shouting  the  campaign's  slogan:  "One 
team,  one  vision." 

To  push  globalization.  Stern  reorga- 
nized the  company  last  year  to  eradicate 
geographic  fiefdoms,  ordering  that  the 
development  and  making  of  products  be 
managed  globally.  Simultaneously,  he 
boosted  marketing,  Northern's  weakest 
suit,  by  wrenching  it  from  the  hands  of 
production  executives  who  had  little  idea 


4  NORTHERN  HAD  ADVANCED 
EQUIPMENT  CUSTOM-MADE 
TO  GIVE  IT  A  LEG  UP  IN 
FIBER-OPTIC  RESEARCH 

of  how  to  sell  the  products 
they  created. 

To  direct  this  marketing 
thrust.  Stern  recruited  a 
savvy  veteran  from  IBM: 
Edward  E.  Lucente,  who 
had  been  Tokyo-based  pres- 
ident of  the  $12  billion  IBM 
World  Trade  Asia  Corp.  Lu- 
cente, now  executive  vice- 
president,  is  rapidly  expand- 
ing Northern's  foreign 
sales  force,  another  weak 
spot. 

BIG  EDGE.  Northern  is  also 
becoming  more  adept  at  the 
political  side  of  cracking 
foreign  markets.  In  Spain, 
the  company  tapped  a  for- 
mer Foreign  Minister  to 
head  its  joint  venture.  That 
paid  off  in  June,  when  Telefonica  de  Es- 
paha  ordered  Northern  data-network 
equipment. 

The  company's  dual  identity  as  Cana- 
dian and  American  proves  to  be  an  un- 
usual advantage.  When  dealing  with  a 
government  that  might  be  unenthusias- 
tic  about  giving  a  big  deal  to  an  Ameri- 
can company.  Northern  plays  up  its  Ca- 
nadian identity  to  distinguish  itself  from 
AT&T.  That  also  can  work  well  with  for- 
eign phone  companies,  especially  since 
AT&T  is  competing  with  those  foreign 
carriers  in  providing  some  services.  But 
in  Japan,  Northern  has  stressed  its  U.  S. 
ties.  Moreover,  Northern  has  steered 
clear  of  the  misalliances  that  plagued 
AT&T.  Says  Michael  Arellano,  an  analyst 
for  McGraw-Hill  Inc.'s  Northern  Busi- 
ness Information:  "They  have  learned 
from  AT&T's  mistakes." 

Most  of  Northern's  overseas  gains 
have  come  in  Europe,  where  revenues 


HOW  NORTHERN  IS  CATCHING  AT&T  AROUND  THE  WORLD 
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have  mushroomed  I'ivefold,  to  $1.4  bil- 
lion, since  1989.  And  most  of  that 
growth  came  from  the  March,  1991,  ac- 
quisition of  STC.  The  deal  was  a  near- 
perfect  fit.  STC  strengthens  Northern's 
presence  in  transmission  equipment  and 
makes  it  a  major  player  in  undersea  fi- 
ber-optic cable  systems.  STC  also  gives 
Northern  a  solid  entree  to  British  Tele- 
communications PLC,  now  its  largest  cus- 
tomer after  Bell  Canada. 

On  the  Continent,  Northern  has  done 
well  in  such  niches  as  packet-switching 
gear  for  data  transmission.  So  far, 
though.  Northern  hasn't  landed  many 
big-ticket  sales.  Even  with  STC,  it  has 
only  5%  of  the  transmission  market,  far 
below  leader  Alcatel's  30%.  "The  French 
and  German  markets  have  been  very 
difficult  for  us  to  crack,"  concedes 
Lucente. 

The  newly  minted  joint  venture  with 
Matra  should  help.  By  mating  Matra's 
radio  gear  with  Northern's  switches,  the 
companies  will  be  able  to  compete  for 
business  from  cellular  network  opera- 
tors across  Europe.  In  France,  the  Ma- 
tra-Northern  alliance  will  now  be  the 
supplier  to  beat  in  office  phone  systems. 
ON  THE  ROAD.  Stern  is  showing  the  flag 
in  Europe,  running  full-page  image  ads 
in  European  newspapers  and  sponsoring 
a  recent  tour  by  the  Montreal  Symphony 
Orchestra.  He  visits  Europe  every  two 
or  three  weeks,  each  time  visiting  four 
or  five  customers  with  Desmond  F.  Hud- 
son, CEO  of  Northern  Telecom  Europe 
Ltd.  That's  important  for  a  new  player. 
Says  Hudson:  "Getting  the  chairman  out 
here  is  critical  to  building  broad  relation- 
ships with  these  countries." 

It's  a  start,  anyway.  With  plenty  of 
strong  homegrown  companies  in  place, 
Northern  may  require  another  major  ac- 
quisition or  two  to  meet  Stern's  goal  of 
$5  billion  in  European  revenue  by  the 
late  1990s.  One  reason  is  that  the  locals 
are  fighting  back.  Both  Alcatel  and  Sie- 
mens, for  example,  argue  that  Northern 
and  AT&T  should  be  excluded  from  the 
open  bidding  on  public  phone  network 
contracts  that  the  European  Community 
has  scheduled  to  start  next  January  as 
long  as  they  continue  to  be  exclusive 
suppliers  to,  respectively,  Bell  Canada 
and  the  long-distance  service  arm  of 
AT&T.  "There's  a  strong  recognition  in 
Europe  that  the  U.  S.  and  Canada  are 
playing  by  double  standards,"  says  Josef 
Cornu,  Alcatel's  executive  vice-president. 

Asia  is  an  even  tougher  nut  to  crack. 
Stern  says  he  wants  10%-  of  the  huge 
Japanese  market,  and  a  big  presence 
elsewhere  in  the  region.  But  the  Japa- 
nese market  remains  dominated  by  NEC, 
Fujitsu,  Hitachi,  and  Oki  Electric,  and 
may  be  for  some  time  to  come.  Stern 
says  he's  fascinated  with  the  idea  of 
teaming  up  with  a  Japanese  company  to 
help  Northern  "get  to  a  much  bigger 


THE  SECRET  TO  NORTHERN'S  JAPANESE 
SUCCESS:  WHEN  IN  TOKYO... 


When  Northern  Telecom  Ltd. 
installed  its  first  central-of- 
fice switches  in  Japan  in 
1989,  the  Canadian  company's  U.  S. 
technicians  were  fast  but  not  fastidi- 
ous. Tools  were  scattered  around. 
Packaging  materials  got  left  at  instal- 
lation sites.  And  while  Japanese  co- 
workers switched  into  slippers  before 
entering  the  office,  the  Americans  kept 
on  their  boots.  That  style  flopped  with 
Japanese  customers.  Says  John  D. 
MacDonald,  chairman  of  Northern  Te- 
lecom Asia/Pacific:  "We  managers 
weren't  paying  attention  to  the  right 
details." 

Today,  Northern  has  mastered  Japa- 
nese etiquette  and  a  lot  more.  Its  U.  S. 
technicians  are  better  trained,  and  the 
company  bows  to  Japan's  grueling 
technical  specifications.  It's  also  match- 
ing the  competition 
point  for  point  on 
quality.  As  a  result, 
Northern  has  pene- 
trated deeper  into 
Japan's  tough  tele- 
communications mar- 
ket than  any  other 
foreign  supplier. 
"We're  learning  to 
make  it  in  a  market 
with  the  highest 
quality  standards," 
says  MacDonald. 
"That  pays  off  in 
lower  costs  and  en- 
ables us  to  compete 
in  other  regions." 
HINTS.  Conquering 
Japan,  the  third-larg- 
est telecom  market  in  the  world,  is  crit- 
ical if  Northern  wants  to  reach  its  am- 
bitious target  of  $30  billion  in  sales 
worldwide.  It  could  also  bring  in  seri- 
ous cash.  Since  Northern's  first  big 
contract  with  Nippon  Telegraph  & 
Telephone  Corp.  in  1986,  it  has  in- 
stalled 300  small  and  midsize  switches 
with  the  former  monopoly.  Smaller 
Japanese  carriers  are  snapping  up  even 
more  advanced  systems.  And  Northern 
is  using  Japan  as  a  launching  pad  for 
business  in  Korea,  China,  and  'Taiwan. 
Asian  deals  produced  an  estimated 
$200  million  in  sales  last  year.  These 
yielded  $17  million  in  profits,  according 
to  Teikoku  Data  Bank  Ltd.  Now,  says 
Northern  Telecom  Japan  President 
Roger  Moore,  "we're  ready  to  reach  a 
new  level." 

How?  By  loosening  the  grip  of  NEC, 
Fujitsu,  Hitachi,  and  Oki,  the  Big  Four 


A  NORTHERN  ANO  NTT  TECHNICIANS 
MASTERING  JAPANESE  ETIQUETTE 


of  Japanese  telecom  that  account  for 
94%  of  equipment  sales  to  giant  NTT. 
Having  strengthened  its  relationship 
with  NTT  since  the  late  1980s,  Northern 
is  on  an  inside  track  to  jointly  develop 
and  manufacture  a  new  generation  of 
large  digital  switches.  Neither  compa- 
ny will  discuss  the  details.  But  NTT 
President  Masashi  Kojima  hints  that 
"if  a  [foreign]  company  can  develop  a 
good,  general-purpose  switch,  they 
could  gain  significant  market  share." 

Kojima  hasn't  promised  anything  to 
Northern.  But  the  Canadian  company 
has  spent  years  developing  advanced 
features  for  the  North  American  mar- 
ket, such  as  software  that  identifies 
and  denies  access  to  repeat  crank  call- 
ers. Many  of  these  services  are  not  yet 
available  in  Japan.  And  unlike  rival 
American  Telephone  &  Telegraph  Co., 
Northern  won't  ever 
compete  directly 
with  the  Japanese 
phone  giant  in  voice 
or  data  services  in- 
side Japan. 

Northern  also 
plays  the  political 
game  smartly  in  Ja- 
pan. When  NTT  was 
privatized  in  1985, 
Washington  lobbied 
to  assure  a  place  for 
American  companies 
in  the  newly  deregu- 
lated market.  North- 
ern helped  prod 
Washington  into  ac- 
tion and  then  made 
no  secret  of  the  close 
personal  ties  between  Ed  Fitzgerald, 
chairman  of  Northern  at  the  time,  and 
U.  S.  Trade  Representative  Clayton 
Yeutter.  Later,  when  the  company  in- 
stalled its  first  digital  switch  with  NTT 
in  1988,  the  inaugural  call  placed  dur- 
ing the  demonstration  went  not  to  On- 
tario, but  to  the  office  of  the  USTR. 

It  will  be  years  before  Northern  can 
prove  it  has  penetrated  Japan  in  a  last- 
ing way.  But  that  doesn't  discourage 
Moore.  He  believes  his  company  has 
established  the  working  relationships 
and  credibility  that  are  so  critical  in 
Japan.  "NTT's  vision  of  the  future  will 
require  substantial  changes,"  he  says. 
"They  know  we  can  maintain  a  compli- 
cated system."  After  navigating  the 
ins  and  outs  of  Japanese  culture  for 
five  years.  Northern  looks  set  to  begin 
enjoying  more  of  the  rewards. 

By  Neil  Gross  in  Tokyo 
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size"  in  Japan.  Hitachi  Ltd.,  which  has 
been  consummating  lots  of  joint  ven- 
tures recently,  is  a  potential  partner.  So 
is  Oki.  On  the  Asian  mainland,  China  has 
bought  about  157'  of  its  digital  network 
switches  from  Northern. 

All  his  global  plans  hinge  on  Stern's 
ability  to  maintain  his  position  in  North 
America,  which  last  year  provided  89% 
of  Northern's  operating  earnings.  Stern 
aims  to  increase  U.  S.  revenues  10'/'  to 
12''  a  year,  twice  the  industry  pace. 
COMEBACK.  One  key  to  winning  in  North 
America's  slow-growth  market  will  be 
cutting-edge  technology.  In  the  '80s, 
Northern's  pioneering  of  the  digital 
switch  changed  it  from  a  small  Canadian 
supplier  to  a  global  giant.  Now,  North- 
ern hopes  to  lead  another  revolution:  the 
conversion  to  fiber-optic  technology  in 
transmission  equipment.  Backed  by  a  $1 
billion  research  budget.  Northern  engi- 
neers hope  to  leap  from  also-ran  to  lead- 
er in  transmission  gear.  Last  year, 
Northern's  revenues  in  switches  were 
five  times  greater  than  in  its  transmis- 
sion business,  which  captured  only  of 
the  U.  S.  market.  Says  Lutz:  "I  won't  be 
satisfied  until  our  transmis- 
sion business  is  the  same  size 
as  our  switch  business." 

Northern  also  intends  to 
come  from  behind  in  cellular 
and  wireless  equipment.  Be- 
cause it  was  preoccupied  with 
digital  switching.  Northern 
missed  the  beginning  of  the 
cellular  revolution.  But  now  it 
has  teamed  up  with  Motorola: 
a  union  that  consultant  Her- 
schel  Shosteck  calls  "a  mar- 
riage of  convenience  destined 
for  passion." 


The  engine  of  new-product  develop- 
ment is  Bell-Northern  Research,  the 
company's  Ottawa-based  research  arm. 
It  may  lack  the  Nobel  prizes  of  AT&T 
Bell  Laboratories,  but  BNR's  develop- 
mental work  is  state-of-the-art.  Its  proj- 
ects range  from  testing  phone  gear  in 
echo-proof  rooms  that  resemble  medi- 
eval torture  chambers,  to  custom-build- 
ing devices  for  making  specialized  chips 
that  go  into  fiber-optic  transmission 
gear. 

Northern's  rivals,  including  AT&T,  of- 
ten scoff  that  the  company  wins  big  or- 
ders only  because  it's  the  low  bidder,  not 
because  it  has  superior  quality.  In  some 
cases  that  may  be  true — but  it  merely 
highlights  the  importance  of  Northern's 
focus  on  becoming  a  low-cost  manufac- 
turer. Frederick  Scott,  director  of  the 
Boston  University  Manufacturing 
Roundtable,  calls  Northern's  switch  fac- 
tory in  Research  Triangle  Park,  N.  C, 
"one  of  the  top  manufacturing  opera- 
tions in  the  world." 

Most  workers  in  Research  Triangle 
Park  belong  to  self-directed  work  teams, 
set  their  own  shifts,  and  chart  their  own 
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<  A  NONUNION  WORK  FORCE  AND 
AUTOMATED  PRODUOION  LINES  SUCH  AS  THIS  i 
ONE  IN  NORTH  CAROLINA  HAVE  DRIVEN 
NORTHERN'S  MANUFACTURING  COSTS  DOWN 

productivity.  Workers  are  paid  salaries, 
ranging  from  $18,000  to  $30,000.  None  of 
Northern's  U.  S.  production  workers  are 
unionized,  compared  with  nearly  100%  of 
AT&T's.  Larry  Cohen,  director  of  organi- 
zation for  the  Communications  Workers 
of  America,  calls  the  North  Carolina 
plant  a  "sweatshop,"  but  he  concedes 
that  workers  there  might  not  vote  in 
favoi-  of  a  union  if  given  the  choice. 
AT  THE  TOP.  The  push  to  drive  down 
manufacturing  costs  is  typical  of  Stern's 
regimen.  Despite  his  long-term  vision,  he 
has  never  lost  sight  of  the  bottom  line. 
He  boosted  Northern's  gross  margins  to 
42%  last  year,  from  397  in  1989,  by  bru- 
tally trimming  costs.  Northern  posted  11 
straight  quarters  of  record  earnings 
through  the  end  of  March.  Although  the 
company  was  expected  to  announce  low- 
er second-quarter  sales  and  operating 
earnings  on  July  21,  partly  because  of 
the  sale  of  some  STC  operations,  analysts 
still  expect  increases  for  the  full  year. 

Northern  still  faces  enormous  chal- 
lenges. As  Stern  is  fond  of  pointing  out, 
a  decade  ago  25  major  equipinent  suppli- 
ers operated  worldwide.  Today,  he  fig- 
ures, seven  are  left — and  most  observers 
expect  further  consolidation.  Outside 
North  America,  Northern  still  lacks  on- 
the-ground  experience.  Some  of  its  ri- 
vals, such  as  Siemens,  get  more  help 
from  their  home  governments,  such  as 
low-interest  loans  to  customers  in  devel- 
oping countries.  Northern  also  is  going 
up  against  diversified  enterprises  with 
huge  revenue  streams:  AT&T,  for  exam- 
ple, with  long  distance,  computers  and 
financial  services,  had  total  revenue  of 
$63.1  billion  last  year,  nearly  eight  times 
that  of  Northern. 

All  that  said,  Northern  has  never  been 
in  better  shape.  It's  at  the  top  of  its 
industry  in  research,  technology,  and 
manufacturing  ability.  With  AT&T,  it 
dominates  North  America.  And  since 
Stern's  arrival,  it  has  made  big  strides 
overseas.  Realistically,  North- 
ern probably  won't  be  the 
largest  global  player  by  de- 
cade's end:  Alcatel  and  at&t 
are  both  too  far  ahead.  But 
even  if  Stern's  obsession 
doesn't  make  Northern  Tele- 
com No.  1,  the  company  that 
came  down  from  Canada  is 
clearly  headed  for  a  major 
role  on  the  world  stage. 
By  William  C.  Syrnonds  in  To- 
ronto, with  Jonathan  B.  Lem?ie 
in  Paris,  Neil  Gross  in  Tokyo,  - 
and  Peter  Coy  in  New  York 
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SEMICONDUCTORS! 


TOSHIBA  SENIOR  VICE-PRESIDENT  TSUYOSHI  KAWANISHI,  SIEMENS  PRESIDENT  KARLHEINZ 
KASKE,  IBM  PRESIDENT  KUEHLER:  A  DAUNTING  AND  EXPENSIVE  VENTURE 


TALK  ABOUT 
YOUR  DREAM  TEAM 


Can  IBM,  Siemens,  and  Toshiba  design  the  next  big  chip?  Maybe 


It  has  to  be  the  alHance  of  all  alli- 
ances: On  July  13,  a  deal  lasting 
eight  years  or  more  and  worth  up  to 
$1  billion  was  announced  by  IBM,  To- 
shiba, and  Siemens.  They  are,  in  order, 
the  world's  biggest  computer  company 
and  chipmaker,  Japan's  second-largest 
chipmaker,  and  Europe's  No.  3  semicon- 
ductor house.  Even  in  the  semiconductor 
business,  perhaps  more  globalized  than 
any  other,  nothing  quite  like  this  linkup 
has  ever  taken  place.  But  then, 
what  these  powerhouses  are  set- 
ting out  to  do  has  never  been  at- 
tempted before. 

The  three  companies  are  joining 
forces  to  develop  a  semiconductor 
technology  so  daunting  and  expen- 
sive that  none  dared  risk  it  alone. 
The  goal  is  a  21st  century  chip  on 
whose  tiny  silicon  surface  will  be 
etched  what  amounts  to  a  street 
map  of  the  entire  world.  Those  elec- 
tronic streets — lines  just  0.25  mi- 
cron wide,  400  times  thinner  than  a 
human  hair — will  link  some  600  mil- 
lion transistors.  When  the  chips  be- 
come available  around  1998,  each 
will  store  256  million  bits  of  data, 
or  about  two  copies  of  everything 
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that  Shakespeare  wrote.  The  same  tech- 
nology will  also  be  useful  in  creating 
microprocessors  with  the  power  of  to- 
day's supercomputers. 

What  it  will  take  to  design  and  pro- 
duce such  dense  and  elaborate  circuits — 
except  for  scads  and  scads  of  money — 
nobody  really  knows.  The  trio  expects 
that  just  designing  the  first  256-megabit 
memory  chip  and  its  fabrication  process- 


COSTLY  MEMORIES 


Year 

Capacity 

Megabits 

Line  width 
Microns 

R&D  cost 
Millions 

1985 

1 

1.2 

$100 

1988 

4 

0.8 

200 

1991 

16 

0.6 

350 

1995*  64 

0.35 

600 

1999 

*  256 

0.25 

1,000 

*  Estimated  DATA:  IBM,  DATAQUESTINC,  BW 

es  will  gobble  a  cool  $1  billion,. and  build- 
ing factories  to  produce  the  chips  in  vol- 
ume will  run  another  billion  each. 

These  kinds  of  astronomical  costs  are 
the  reason  such  huge  international  alli- 
ances are  sure  to  become  the  norm  in 
the  future.  In  fact,  on  the  same  day  IBM, 
Toshiba,  and  Siemens  broke  their  news, 
Fujitsu  Ltd.  and  Advanced  Micro  De- 
vices Inc.  announced  a  sweeping  plan  to 
collaborate  on  kproms,  or  electrically 
programmable  read-only  memories,  and 
flash  chips.  In  addition  to  splitting  the 
cost  of  a  new,  $700  million  plant,  the  two 
companies  intend  to  purchase  up  to  5% 
of  each  other's  stock  as  insurance. 

All  this  cross-border  partnering  mud- 
dies the  water  for  U.  S.  politicians  accus- 
tomed to  championing  national  competi- 
tiveness. In  September,  a  House  science 
subcommittee  will  hold  hearings  on  Se- 
matech  Inc.,  the  Austin  (Tex.)  consor- 
tium set  up  in  1987  to  restore  America's 
competitiveness  in  chipmaking  technol- 
ogy. Sematech  has  already  received  $500 
million  in  federal  funds,  so  lawmakers 
are  sure  to  ask  some  tough  questions, 
predicts  a  House  staffer.  "After  all  the 
screaming  and  yelling  about  keeping  the 
U.  S.  competitive  when  people  were  try- 
ing to  get  Sematech  started,"  he  says, 
"why,  all  of  a  sudden,  are  we  are  sign- 
ing up  with  our  worst  enemies?" 

Because  of  antimonopoly  laws,  says 
Clyde  V.  Prestowitz  Jr.,  president  of  the 
Economic  Strategy  Institute  and  a  noted 
critic  of  U.  S. -Japan  trade  relations. 
"You  know  what  would've  happened  if 
IBM  had  slipped  into  bed  with  two  Ameri- 
can companies  the  size  of  Toshiba  and 
Siemens."  Similarly,  the  Japan  Fair 
Trade  Commission  would  probably  have 
slapped  down  any  Toshiba  plan  to  nuzzle 
up  to,  say,  NEC  Corp.  and  Hitachi  Ltd. 
HOOKUPS.  The  semiconductor  industry 
started  making  the  argument  for  inter- 
national alliances  years  ago.  Pasquale 
Pistorio,  president  of  SGS-Thomson  Mi- 
croelectronics Inc.,  Europe's  sec- 
ond-largest chipmaker,  has  been 
predicting  since  1983  that  by  2000 
only  a  handful  of  suppliers  will  be 
able  to  retain  global  market  shares 
of  h%  or  more.  Others  will  be  niche 
specialists,  with  segments  of  0.5%- 
or  less.  William  P.  "Pat"  Weber, 
head  of  Texas  Instruments  Inc.'s 
chipmaking  operations,  says  that 
learning  to  share  risks  will  be  a 
necessary  condition  of  survival. 

The  worldwide  semiconductor  in- 
dustry is  already  a  crisscross  of 
major  collaborations.  Texas  Instru- 
ments is  teamed  with  Hitachi,  and 
Motorola  Inc.  with  Toshiba,  both 
since  the  late  1980s,  to  develop 
memory  chip  technology.  Those 
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pacts,  and  one  between  American  Tele- 
phone &  Telegraph  Co.  and  NEC  Corp., 
may  soon  be  extended  to  more  advanced 
chips.  Toshiba  Executive  Vice-President 
Hideharu  Egawa  says  IB.M  and  Siemens 
have  tacitly  agreed  Toshiba  can  share 
with  Motorola  technology  developed  by 
the  three  new  partners.  The  reverse  will 
also  happen,  because  IBM  is  cooperating 
with  Motorola  to  develop  ways  to 
"print"  ultra-dense  circuits  with  X  rays. 

Intel  Corp.,  says  Chairman  Gordon  E. 
Moore,  is  "making  phenomenal  capital 
investments"  in  microprocessors  for  per- 
sonal computers  and  other  markets.  But 
it  signed  on  with  Japan's  Sharp  Corp.  to 
share  the  cost  of  a  factory  to  make  flash 
memory  chips,  a  new  type  of  storage 
that  retains  data  even  when  turned  off. 

With  U.  S.  companies  embracing 
transnational  alliances,  Sematech  may 
now  actually  be  more  important  than 
ever,  says  Ian  M.  Ross,  president  of 
.\T&T  Bell  Laboratories  and  former  chair- 
man of  the  National  Advisory  Commit- 
tee on  Semiconductors,  which  was  estab- 
lished by  Congress  in  1988.  To  keep  jobs 
in  the  U.  S.,  Ross  explains,  "our  compa- 
nies must  be  able  to  negotiate  from  posi- 
tions of  strength — in  manufacturing  as 
well  as  design."  Production  has  often 
moved  overseas,  he  adds,  because  U.  S. 
chipmakers  lacked  the  manufacturing 
muscle  Sematech  is  helping  to  develop. 

Large  U.  S.  chipmakers,  moreover, 
don't  see  international  alliances  temper- 
ing their  desire  for  domestic  competitive- 
ness. "It  won't  take  any  fervor  out  of 
my  argument  that  Japan  ought  to  be 
buying  more  U.  S.  semiconductors,"  de- 
clares Intel's  Moore.  Adds  IB.M  President 
Jack  D.  Kuehler:  "We've  absolutely  got 
to  have  a  healthy  semiconductor  indus- 
try in  this  country  in  order  to  have  a 
healthy  electronics  industry — and  that's 
also  true  for  Europe  and  for  Japan." 
That's  why  IBM  is  "firmly  committed  to 
Sematech,"  he  says,  and  to  Jessi,  its  Eu 
ropean  counterpart.  Now  that  Sematecli 
and  Jessi  are  helping  to  stabilize  the 
U.  S.  and  European  chipmaking  indus- 
tries, IBM  figured  it  was  time  to  try  a 
three-way  hookup. 

To  Bell  Labs'  Ross,  the  terms  of  the 
IBM-Toshiba-Siemens  deal  prove  that 
American  chipmaking  knowhow  is  win- 
ning new  respect  in  Japan.  The  256- 
megabit  project  is  centered  at  IBM's  new 
Advanced  Semiconductor  Technology 
Center  in  East  Fishkill,  N.  Y,,  where  a 
trilateral  team  of  some  200  engineers 
will  report  to  a  Toshiba  manager.  It 
could  be  the  prototype  for  more  ven- 
tures, in  various  industries,  uniting  all 
three  continents. 

By  Otis  Port  in  New  York,  with  Richard 
Brandt  in  San  Francisco,  Neil  Gross  in 
Tokyo,  and  Jonathan  B.  Levine  iyi  Paris 


COMPUTERS  I 


WANG  IS  RUNNING  OUT 
OF  RUNNING  ROOM 


Endless  missteps  have  brought  the  computer  maker  to  its  knees 


arnstorming  the  country  to  show 
.off  a  new  product  this  spring, 
Wang  CEO  Richard  W.  Miller 
asked  customers  to  forget  much  of  his 
troubled  company's  recent  history:  turn- 
arounds that  never  materialized,  delayed 
products,  and  huge  financial  losses  in 
four  of  the  past  five  years.  Instead,  he 
promised  them  a  company  free  of  trou- 
bles— a  "new  Wang." 


CKO  MIUiR  DCIAYEP  NEW 
PRODUCTS.  NOW,  Hi 
MUiT  PIND  NIW  CASH 


If  only  it  were  so.  As  if  a  brutal  reces- 
sion wasn't  enough,  crucial  missteps  by 
Miller  helped  extinguish  all  but  the 
faintest  hopes  of  keeping  Wang  Labora- 
tories Inc.  intact.  According  to  quarterly 
financial  reports  for  the  Lowell  (Mass.) 
minicomputer  maker,  cash  flow  turned 
negative  last  fall,  short-term  debt  is 
mounting,  and  by  last  March,  asset  sales 
had  already  slashed  the  $L9  billion  com- 
pany's net  worth  to  just  $48  million.  The 


company  would  not  comment  for  this 
story  or,  specifically,  on  its  current  fi- 
nancial position.  But  the  analysts  who 
follow  Wang  are  uniformly  negative 
"The  company  has  not  been  able  to  stem 
the  tide  of  continued  operating  losses," 
says  Moody's  Investors  Service  Inc 
bond  analyst  Byron  Walker.  "They're 
running  out  of  alternatives." 
Indeed.  Wall  Street  analysts  expect  a 
$10  million  operating  loss: 
in  the  fiscal  fourth  quar- 
ter, ended  June  30,  before' 
including  a  $40  million 
charge  for  layoffs  and  re- 
structuring. The  operating 
loss  for  the  full  year  is  ex- 
pected to  be  $32  million 
compared  with  a  $378  mil- 
lion loss  m  fiscal  1991.  AI 
though  the  losses  have 
narrowed,  Wang  execu 
tives  have  begun  to  consid 
er  a  distasteful  option 
breaking  the  company  into 
j)ieces.  Current  and  former 
employees  say  the  compa- 
ny's board  of  directors  be- 
gan in  late  June  to  debate 
the  sale  of  Wang's  comput- 
er service  business,  which 
has  annual  revenues  of 
$800  million  and  is  Wang's 
chief  source  of  cash  flow. 
SWIFT  EROSION.  Barring  a 
quick  sale  of  that  business, 
Wang's  cash  position  could 
turn  critical  as  early  as 
September,  reckons  ana- 
lyst Walker.  Its  $175  mil- 
lion in  reserves  at  the  end 
of  March  is  being  eroded 
by  the  June  quarter's  oper- 
ating losses,  employee  sev- 
U  erance,    and    costs  for 


closed  buildings.  What's  more,  the  latest 
financial  reports  showed  Wang  with  $28 
million  in  outstanding  loans  that  could 
be  called  if  the  company's  net  worth 
falls  below  a  negative  $25  million.  And 
Wang  must  ante  up  $35  million  for  an- 
other loan  due  to  Rabobank  Group  in  the 
Netherlands  in  December.  Mutual-fund 
giant  Fidelity  Investments,  once  one  ofj 
Wang's  more  important  institutional  in-r 
vestors  with  4.2  million  shares,  isn't 
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wailing  to  find  out.  It  said  it  recently 
bailed  out  of  the  stock,  which  is  trading 
at  around  3  1/4,  close  to  its  all-time  low 
of  2  in  late  1990. 

The  picture  was  a  lot  different  in  the 
early  1980s.  Then,  Wang  was  a  thriving 
success  story  overseen  by  the  late  An 
Wang,  a  Chinese  immigrant  who  found- 
ed the  company  in  1951  and  built  it  into 
a  $3  billion  word  processing  and  mini- 
computer dynamo  by  1988.  But  industry- 
standard  PCs  savaged  the  company's 
proprietary  word  processing  systems, 
and  poor  management  by  Wang's  cho- 
sen successor,  his  son  Frederick  A. 
Wang,  didn't  help. 

LOST  CHANCE.  Enter  Miller,  a  highly  re- 
garded turnaround  specialist  who  cut  his 
teeth  on  the  Penn  Central  bankruptcy  in 
1970.  As  an  executive  at  General  Electric 
Co.,  he  was  fresh  from  running  GE's  TV 
operations  when  Wang  beckoned  in 
1989.  Though  he  had  no  previous  experi- 
ence in  the  computer  industry.  Miller 


WHAT'S  LEFT  FOR  WANG  TO  SELL? 


Business 

Estimoted  value 

Problems 

SERVICE  BUSINESS 

$650  million 

Critical  source  of 
operating  cash 

TAIWANESE  FACTORY 

$150  million* 

In  legal  tussle 

PC  BUSINESS 

$150  million 

Few  potential  buyers 
in  weak  market 

*Value  of  Wang's  70%  share 

DATA:  BW 

was  given  a  $1  million-a-year  salary  to 
save  the  company.  His  first  move  was  to 
retire  all  of  Wang's  $575  million  in  bank 
debt  through  rapid-fire  asset  sales.  He 
also  revamped  a  notoriously  bad  order- 
tracking  system,  earning  Miller  the  ad- 
miration of  customers  such  as  Hugh  V. 
Naughton,  director  of  information  sys- 
tems at  Gas  Research  Institute. 
Naughton  says:  "He's  one  of  the  best 
things  that  ever  happened  to  Wang." 

So  why  hasn't  Miller's  high-profile 
turnaround  shown  better  results?  Clear- 
ly, the  recession  hasn't  helped.  And 
Miller's  sheer  inexperience  with  comput- 
ers led  to  several  wrong  turns.  For  in- 
stance, he  pressed  for  the  development 
of  a  new  line  of  "open"  minicomputers, 
based  on  industry-standard  Unix  soft- 
ware, while  at  the  same  time  promising 
customers  continued  investment  in 
Wang's  proprietary  VS  minis.  Customers 
who  lived  through  recurring  research 
and  development  setbacks  at  Wang  wor- 
ried that  the  company  would  be  unable 
to  handle  two  major  programs  at  once. 
By  the  time  Miller  scrapped  the  open- 
systems  project,  he  had  wasted  precious 
goodwill.  "Wang  didn't  seem  to  know 
what  it  wanted  its  role  to  be,"  says  Leh- 
man Brothers  Senior  Vice-President 
Helen  van  Eeden,  who  led  a  now-dis- 


banded group  of  Wang  customers. 

Critics  say  Miller  also  took  his  time 
addressing  shortcomings  in  product  de- 
velopment. "He  thought  he  could  tweak 
the  organization,  and  it  would  be  fine," 
says  a  former  marketing  executive,  who 
asked  not  to  be  named.  "The  real  prob- 
lem was  a  lack  of  technology  to  sell." 
Indeed,  Miller  waited  more  than  two 
years  before  he  brought  in  a  new  R&D 
chief,  Donald  Casey,  from  Lotus  Devel- 
opment Corp. 

DEVILISH  DEAL.  Eventually,  the  lack  of 
significant  new  products  forced  Wang 
into  a  Faustian  bargain  with  its  biggest 
rival.  A  year  ago.  Miller  agreed  to  resell 
IBM  AS/400  minicomputers  in  exchange 
for  an  inmiediate  $25  million  in  cash  and 
potential  sales  commissions  of  up  to  $75 
million.  The  deal's  drawbacks  are  now 
becoming  clear.  Wang's  vs  mini  custom- 
ers are  switching  to  IB.M  gear  in  alarm- 
ing numbers.  According  to  a  recent  sur- 
vey by  market  researcher  Computer 
Intelligence  Corp., 
50'a  of  Wang  custom- 
ers' future  purchase 
plans  include  the 
AS/400,  up  from  T/' 
last  September.  Wang 
wins  commissions  on 
the  sales  of  iBMs,  all 
right.  But  it  gets  no 
service  revenues  on 
the  AS/400S,  as  it 
would  have  if  the 
sales  had  been  of  its 
own  computers. 
It's  not  clear  what  options  Miller  has 
beyond  asset  sales  if  things  don't  pick 
up  soon  (table).  Through  a  spokesman, 
he  and  other  Wang  executives  declined 
comment  until  after  fiscal  year  results 
are  released  the  last  week  in  July  or  the 
first  week  in  August.  But  Miller  conced- 
ed in  a  recent  interview  with  Financial 
World  magazine  that  he  vastly  underes- 
timated the  company's  troubles.  Where 
he  initially  thought  just  20%  of  Wang 
needed  mending,  he  says  in  the  article, 
in  fact  an  807'  overhaul  was  necessary. 

Miller  may  gain  some  breathing  space 
from  a  court  ruling  issued  June  15.  The 
decision  permits  the  company  to  charge 
full  price  for  basic  software  when  cus- 
tomers upgrade  their  Wang  computer  or 
buy  a  used  one.  Previously,  only  new 
customers  paid  full  price.  As  a  result, 
the  company  dashed  off  invoices  to  hun- 
dreds of  customers  on  the  last  day  of  its 
June  quarter,  demanding  up  to  $100,000 
in  new  software  fees  from  each. 

Barring  a  windfall  from  such  fees, 
Wang  faces  a  possibly  desperate  cash 
crunch  with  the  arrival  of  the  tradition- 
ally slow  summer  quarter  ending  in  Sep- 
tember. By  then,  the  "new  Wang"  that 
Miller  once  envisioned  could  be  a  pale 
shadow  of  its  already-shrunken  self. 

By  Gary  McWilliams  in  Boston 


NEED  SOME  HELP 
SPRUCING  UP 
YOUR  IMAGE? 

Less  than  ten  percent  of 
Americans  believe  companies 
are  taking  appropriate  steps  to 
protect  the  environment. 

If  you'd  like  to  do  some- 
thing to  help,  please  call  Rick 
Crouse,  Kurt  Redenbo  or  Cindy 
Krick  today  at  Global  ReLeaf, 
202-667-3300.  We  can  pro- 
duce a  tree-planting  or  tree- 
care  program  with  you  that 
will  rebuild  damaged  ecosys- 
tems in  our  cities,  rural  areas 
and  overseas. 


202-667  3300 

GI^BAL 

>EiLEAF' 
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Our  motto. 


tiiere  is  an 


After  all  these  years,  \ 

Before  we  were  known  tor  coinpulers  or 
Nobel  prizes  or  a  blue  logo,  IBVl  stood  lor  serviee.  Ait 
we  still  do.  : 

But  today  tbe  need  lor  service  is  different. 
lnforniati(Mi  teehnologv  has  become  so  essential  (aitl 
so  complex),  many  companies  feel  it  has  taken  them 
over.  They're  looking  for  someone  to  lighten  the  loa* 
so  they  can  focus  on  what  matters  most,  running  th<i 
business. 

So  we've  refocused,  too.  | 
IBM  service  is  now  a  vast  array  of  servic(^.s,  i 
delivered  by  ex})erts.  Our  help  can  range  from  broatl 


made  one  small  change. 


tcgic  planning,  to  systems  integration,  lo  nrlwork 
I  lagement  and  user  training. 

We  ean  also  prox  ide  total  hardware,  soltware 
network  availahilitv  services,  not  only  In  li\in<r 
alems,  but  In  anticipating  them  before  tlie\  occur 

II  vou  re  streamlinin<f  data  centers,  we  wont 
give  you  a  band,  wv  can  take  them  oil  your  bands. 
ISSC  subsidiary  (which  specializes  in  outsourcuig 
business  recovery)  is  now  managing  several  (  us- 
ers' data  centers,  lock,  stock  and  barrel. 

Or,  if  von  re  cutting  costs  selectivcK:  we  can 
die  many  functions  for  you  more  cheaply  than  you 


can  do  them  in-house,  saving  you  headaches,  too. 

But  its  not  just  what  vou  save,  it's  what  vou 
gain.  And  lhats  win  IBM  services  exist — to  keep  your 
systems  (and  th<>  people  who  use  them)  at  their  best 
all  the  lime,  lechnologv  mav  be  \(»ur  most  critical 
investment,  and  we  ll  help  you  maketh(^  most  of  it. 

No  one  else  has  IBM  s  kind  of  (l(>[>th 
or  IBM  s  kind  of  |)eopl(\  which  makes  us  an  ideal 
services  choice,  lb  learn  more  about  how  we  ean 
help  you,  call  lor  our  detailed        —— —  — 
service's  bi-ochun\  Th(Miuml)er  is     E    Ezz  ZUH 
1  800  1  B\l-()()70.  ext.  760.  =====  "  = 
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BANKING  I 


THE  PRIZE  CATCHES 
BEING  EYED  BY  BIG  BANKS 


Three  smaller  institutions'  lucrative  markets  make  them  prime  takeover  targets 


Merger  fever  has  taken  hold  of  bankers.  Hoping  to  grab  market  share,  large 
banks  are  shopping  among  their  smaller  brethren.  Several  thousand  of  the 
nation's  11,806'  commercial  banks  could  be  sivalloived  up  in  the  coming  consoli- 
dation. True,  potential  buyers  are  moving  slowly.  Lowe)-  interest  rates  and 
stronger  earnings  have  boosted  the  value  of  even  weaker  6o/;Avs.  But  patient 
investors  can  still  find  attractive  buyout  candidates.  The  following  banks  are 
among  those  whose  stocks  generate  the  most  takeover  talk. 


UJB  FINANCIAL:  FLUSH  IN 
THE  JERSEY  SUBURBS 


If  Neil  J.  Weisman  had  his  way,  lUB 
Financial  Corp.  in  Princeton,  N.J.,  would 
be  history.  The  dissident  shareholder 
makes  a  blunt  prediction  about  the  likeli- 
hood of  a  takeover  of  the  $13.6  billion 
bank:  "This  year's  annual  meeting  was 
the  company's  last." 

Many  analysts  on  Wall  Street  have 
begun  to  think  like  Weisman,  who  re- 


cently led  an  unsuccessful  proxy  battle 
against  UJB  to  promote  a  buyout  and 
whose  firm,  Chilmark  Capital  Corp., 
owns  nearly  10'/'  of  the  bank's  stock. 
The  state's  third-largest  bank  holding 
company,  U.JB  has  an  enviable  franchise 
of  265  branches  in  affluent  suburbs 
stretching  from  central  Jersey  to  east- 
ern Philadelphia. 

While  U.JB  has  been  battered  by  the 
depressed  real  estate  market  and  the 
weak  economy,  analysts  say  it  is  now  on 
the  mend.  Second-quarter  earnings  were 


up  more  than  1507'  from  a  year  ago,  to 
21$  a  share.  Analysts  estimate  the  full 
year's  earnings  will  be  over  $1,  more 
than  double  1991 's  45$.  Although  U.JB's 
return  on  equity  of  4.94%  is  well  below 
its  peers,  it's  still  much  improved  from 
the  1.797'  that  U.JB  reported  a  year  ago. 
BIG  BATTLE.  Weisman's  high-profile 
proxy  l)attle  has  already  sent  UJB's  stock 
rocketing.  At  18%,  it's  up  almost  307 
from  the  start  of  the  year.  But  the  stock 
is  trading  at  about  1107  of  book  value 
well  below  the  1567  of  book  value  that 
the  top  50  regional  banks  average.  Ana 
lysts  estimate  that  a  buyout  offer  could 
drive  the  share  price  to  25  or  30. 

Analysts  cite  an  impressive  list  of  pos 
sible  suitors  who  view  UJB  as  an  entree 
into  the  lucrative  New  Jersey  market. 
They  include  heavy  hitters  such  as  Phila- 
delphia-based CoreStates  Financial,  First 
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Fidelity  of  Ne\varl<,  N.J.,  and  liank  ol' 
New  York.  Pittsburj^h's  PNC  Financial 
Corp.  and  Mellon  Bank  Corp.  are  also 
possible  buyers. 

The  IJJB  board  has  said  it  would  con- 
sider any  offer  "that  was  at  all  attrac- 
tive." But  Chief  PIxecutive  T.  Joseph 
Semrod,  who  declined  to  comment,  has 
told  shareholders  in  the  past  that  it's  the 
wroiifi'  time  to  be  sellinj;;.  "The  sense  is 
that  they  want  to  hunker  down  and  fix 
the  thing  on  their  own,"  says  John  A. 
Heffern,  an  analyst  with  Baltimore- 
based  Alex.  Brown  &  Sons  Inc.  The  like- 
lihood is  that  UJB  won't  have  the  chance. 
By  Janet  Bamford  in  Princeton,  N..J. 


CULLEN/FROST:  SHINING 
IN  THE  lONE  STAR  STATE 

Veteran  banker  T.  C.  Frost  steered  the 
institution  founded  by  his  great-grandfa- 
ther, a  former  Texas  Ranger  and  colonel 
in  the  Confederate  Army,  through  the 
turbulent  years  after  oil  prices  collapsed 
in  the  mid-1980K.  Now,  with  loan  losses 
down,  earnings  up,  and  the  local  econo- 
my rebounding,  the  64-year-old  chairman 
of  San  Antonio-based  Cullen/ Frost 
Bankers  Inc.  faces  yet  another  chal- 
lenge. As  the  largest  remaining  indepen- 
dent bank  in  Texas,  Cullen/Frost  is  ex- 
tremely vulnerable  to  a  takeover.  Every 
other  promising  Texas  bank  of  any  size 
has  already  been  gobbled  up  by  one  of 
three  out-of-state  powerhouses — Banc 
One,  Chemical  Banking,  and  Nations- 
Bank. 

So  far,  Frost,  who  himself  owns  'i.T'/' 
of  Cullen/ Frost's  stock,  insists  that  he 
isn't  interested  in  selling  to  an  "outland- 
er."  But  many  analysts  speculate  that  a 
buyout  may  be  just  a  matter  of  time. 
With  just  $3  billion  in  assets,  the  bank 
will  find  it  tough  to  compete. 

Cullen/Frost's  franchise  is  tempting. 
With  23  branches,  it  is  one  of  the  leading 
banks  in  San  Antonio,  the  third-largest 
city  in  Texas.  Indeed,  it's  running  neck- 
and-neck  for  market  share  with  Nations- 
Bank. Cullen/Frost  also  has  banking 
subsidiaries  in  Houston,  Galveston,  Dal- 
las, Austin,  and  Corpus  Christi. 
■SCRUBBED  CLEAN.'  Another  selling  point 
is  its  steadily  improving  balance  sheet. 
After  being  buffeted  by  waves  of  bad 
energy  and  real  estate  loans,  the  bank's 
loan  portfolio  now  looks  a  lot  healthier. 
Nonperforming  assets  dropped  to  2.87% 
of  total  assets  at  the  end  of  the  first 
quarter  from  A%  a  year  ago.  "It  appears 
they've  scrubbed  the  deck  clean  on  cred- 
it issues,"  says  David  S.  Berry,  associate 
director  of  research  for  Keefe,  Bruyette 
&  Woods  Inc.  Earnings  have  begun  to 
respond  as  well.  Profits  in  the  first  quar- 
ter were  up  almost  60'/,  to  $3.3  million. 
While  Cullen/Frost's  overall  profitability 
is  well  below  average,  its  return  on 


TEN  TOP  BANK 
TAKEOVER  CANDIDATES 


Price- 
Assets  Share  earnings 
Company  Billions  price*  ratio** 

MNC  FINANCIAL  $17.0      ^VM  — 

Baltimore 

Expected  to  post  1992  operating  loss  but  has  good 
franchise  in  attractive  market 

UJB  FINANCIAL  $13.2      ISVa  17.5 

Princeton,  N.J. 

Hos  been  embroiled  in  protracted  dispute  with  dis- 
sident shareholders  pressing  for  a  buyout 

HUNTINGTON  12.0      23%  11.7 

BANCSHARE$ 

Columbus,  Ohio 

Solid,  profitable  bank  that  could  be  gobbled  up  by 
bigger  rivals  Banc  One  and  National  City 

BAYBANKS  9.3      36^/4  22.9 

Boston 

An  excellent  consumer  franchise  in  a  rapidly  con- 
solidating region 

OLD  KENT  FINANCIAL        8.7      41  Vs  10.7 
Grand  Rapids,  Mich. 

Well-managed  regionol  with  good  earnings  is  a 
possible  target  for  expanding  Detroit  banks  such 
as  Comerica 

MARSHALL  &IISLEY         7.3     59%  11.9 
Milwaukee 

Located  in  a  state  with  a  robust  economy  and  little 
out-of-state  bank  presence 

WEST  ONE  BANCORP        5.3     41  10.8 
Boise 

After  making  acquisitions  in  Washington,  Oregon, 
and  Utah,  this  bank  is  itself  an  ottractive  target 

BANK  SOUTH  4.4      10%  51.2 

Atlanta 

Largest  independent  bank  in  Atlanta.  Could  lure 
buyout  interest  from  Southeastern  regionals 

COLORADO  NATIONAL       3.2     33y4  20.5 
BANKSHARES 

Denver 

The  biggest  independent  remaining  in  Colorado,  a 
sought-after  market 

CULLEN/FROST  BANKERS   3.0     28V2  20.6 
San  Antonio 

The  only  large  thriving  independent  left  in  the 
highly  concentrated  Texas  market 

*July  IS,  1992       **Based  on  average  projected  1992 

earnings 

DATA,  BW  SURVEY  OF  ANALYSTS  AND  FUND  MANAGERS:  ZACH'S 
INVESTMENT  RESEARCH  INC. 


equity  increased  to  7.4%  from  4.7%. 

Takeover  speculation  has  sent  Cullen/ 
Frost's  stock  price  soaring.  After  closing 
1991  at  15 Vs,  the  stock  is  now  at  281/2, 
almost  four  times  its  52-week  low  of  IV1. 
It  currently  trades  at  a  healthy  145%  of 
book  value.  Still,  some  analysts  say  the 
stock  has  further  to  go.  Buyouts  of  simi- 
lar banks  fetched  prices  nearly  twice 
book  value. 

For  the  moment,  Frost  says  his  priori- 
ty is  to  win  new  business  for  the  bank. 
And  he  isn't  afraid  of  going  head-to-head 


with  the  competition.  "We've  competed 
with  the  best  banks  in  the  nation  be- 
fore," he  says.  Trying  to  beat  them, 
though,  may  eventually  prove  a  lot  less 
attractive  than  joining  them. 

Bij  Suzanne  Woollei/  in  New  York 


MARSHALL  &  ILSLEY: 
LOW-KEY  IN  MILWAUKEE 

"Your  Strong  Partner."  That's  how  Mar- 
shall &  Ilsley  Corp.  describes  itself  in  its 
advertising  campaign.  But  it's  also  how 
a  number  of  out-of-state  banks  on  the 
acquisition  trail  have  begun  to  view  Wis- 
consin's second-largest  bank  holding 
company.  Says  analyst  Thomas  H.  Han- 
ley  of  First  Boston  Corp.:  "You  can  kiss 
it  goodbye." 

Among  the  hordes  of  possible  buyers 
who  are  interested  in  using  M&I  to  ex- 
pand their  now-minimal  presence  in  Wis- 
consin, say  analysts,  are  Chicago's 
Northern  Trust,  KeyCorp  of  Albany, 
N.  Y.,  and  nbd  Bank  of  Detroit. 

M&i  would  be  a  prize  catch.  Founded  in 
1847  in  Milwaukee  by  Samuel  Marshall 
and  Charles  F.  Ilsley,  the  bank  is  solid, 
profitable,  and  located  in  a  state  with  a 
surprisingly  resilient  economy.  And  with 
$7.4  billion  in  assets,  M&I  has  a  relatively 
pristine  balance  sheet.  Nonperforming 
assets  make  up  less  than  17'  of  total 
assets.  "By  practicing  conservative 
banking  principles,  they've  outshone  al- 
most all  the  other  larger  banks  in  the 
U.  S.,"  says  William  Hummer,  a  leading 
Midwest  bank  analyst  with  Chicago's 
Wayne  Hummer  &  Co. 
CROWN  JEWEL.  Then,  there  is  M&l's 
crown  jewel,  its  data  processing  busi- 
ness. It  handles  back-office  chores  for 
400  other  banks.  "The  processing  busi- 
ness is  worth  a  fortune,"  says  Hanley. 
Fee  income  from  this  operation  was 
$27.2  million  in  this  year's  second  quar- 
ter, up  almost  25%'  from  a  year  ago.  The 
bank's  overall  return  on  equity  in  the 
second  quarter  was  an  above-average 
17%.  And  that's  likely  to  improve.  Ana- 
lysts forecast  1992  earnings  of  $4.98  a 
share,  or  107(  higher  than  in  1991. 

M&I  won't  go  cheaply.  At  59%,  the 
stock  is  double  its  1990  close.  It's  also 
almost  double  its  book  value  and  12 
times  estimated  1992  earnings.  Still, 
many  analysts  expect  further  apprecia- 
tion. Hanley,  for  one,  sees  a  price  tag  in 
the  70s  before  yearend. 

Marshall  &  Ilsley's  chairman  of  29 
years,  John  A.  Puelicher,  won't  respond 
to  questions  about  a  potential  takeover. 
The  bank  has  traditionally  avoided  pub- 
licity. But  its  low  profile  is  unlikely  to 
discourage  those  who  have  M&l  in  their 
sights.  For  many  banks,  having  Mar- 
shall &  Ilsley  as  a  partner  has  a  logic 
too  compelling  to  ignore. 

By  Ann  Therese  Palmer  in  Milwaukee 
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INSURANCE  I 


THIS  RESCUE  IS  RAISING  MORE 
QUESTIONS  THAN  CHEERS 


Can  states  really  handle  insurance  failures  like  Mutual  Benefit's? 


PALMIERI'S  PLAN  MUST  PASS  IN  THE  NEW  JERSEY  ASSEMBLY  AND  IN  42  OTHER  STATES 


1: 


t  s  a  tremendous  victory  for  policy- 
liolders,"  declares  Victor  H.  Pal- 
mieri  with  an  air  of  euphoria.  Pal- 
mieri  was  appointed  chairman  of 
Newark  (N.  J.)-based  Mutual  Benefit 
Life  Insurance  Co.  after  it  was  seized  by 
regulators  in  July,  1991.  It  was  the  larg- 
est insurance  company  failure  ever.  On 
July  13,  along  with  New  Jersey  Insur- 
ance Commissioner  Samuel  F.  Fortun- 
ato,  an  industry  consortium,  and  a  state 
regulators  association,  Palmieri  an- 
nounced a  bailout  plan.  "It  removes 
policyholders'  anxiety  and  guarantees 
them  their  principal  and  a  minimum  in- 
terest rate,"  he  says. 

But  the  celebration  could  well  be  pre- 
mature. Some  42  other 
states  where  Mutual 
policyholders  reside 
must  approve  the  plan. 
And  Palmieri  must  per- 
suade a  balky  New  Jer- 
sey Assembly  to  pass 
legislation  that  will  put 
Mutual's  policyholders 
before  creditors.  Sever- 
al creditor  banks  are 
fighting  the  measure. 
Mutual's  800,000  hold- 
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ers  of  policies  and  annuities  have  other 
reasons  to  wonder  how  much  of  a  vic- 
tory has  been  fashioned.  For  a  full  year, 
Palmieri,  executives  from  other  insurers, 
and  regulators  haggled  over  the  bailout. 
At  times  it  was  far  from  clear  that  any 
deal  could  be  arranged.  During  that  peri- 
od, money  belonging  to  policyholders 
was  frozen  while  they  were  required  to 
keep  making  i)remium  payments. 
ROOM  FOR  IMPROVEMENT.  Even  under 
the  new  plan,  policyholder  assets  will 
continue  to  be  frozen  for  7  years,  except 
for  hardship,  death,  and  disability  pay- 
ments. The  payout  to  others  could  be 
even  longer.  "I  was  going  to  use  my 
money  for  retirement.  Now  that's  out  of 


LESSONS  Of  THE  MUTUAL  BENEFIT  MESS 


REQUIRE  MORE  FREQUENT  FINANCIAl  EXAMINATIONS  OF  INSURERS  The  last 
Mutual  Benefit  exam  was  filed  in  mid- 1990  for  the  period  1982  to  1987 


BOLSTER  STATE  GUARANTY  ASSOCIATIONS  Mutual  Benefit  is  not  expected  to 
get  guaranty  funds  to  pay  off  policyholders  until  more  than  a  year  after  its  July, 
1991,  collapse.  Policyholders  will  not  get  full  reimbursement  for  seven  years 


\  MAKE  SURE  STATES  HAVE  LAWS  THAT  PUT  POLICYHOLDERS  AHEAD  OF  OTHER 
CREDITORS  The  Mutual  Benefit  bailout  plan  is  stalled  until  the  New  Jersey  As- 
.  sembly  passes  such  a  law 


the  question,"  says  Clara  Markovich,  , 
66-year-old  former  hospital  secretai; 
who  has  $14,000  tied  up  in  a  Mutuj 
annuity.  Under  the  new  plan,  she  wi 
get  a  minimum  interest  rate  of  3.5%  ari 
be  able  to  withdraw  only  10%  a  year,  j 

With  the  specter  of  further  large 
solvencies  hanging  over  the  troubled  iji 
dustry.  Mutual  Benefit  serves  as  a  cai 
tionary  tale.  The  lesson  is  that  there 
vast  room  for  improvement  in  the  cu^ 
rent  system  of  state  regulation  of  lif 
insurance  companies.  Before  and  eve 
after  a  rescue,  policyholders  are  oftt 
suspended  in  a  never-never  land  of  ui 
certainty  over  their  assets.  They  haV 
few  rights  and  are  at  the  mercy  of  pov 
erful  interest  groups.  "The  state  regul; 
tion  of  the  insurance  business  has  ver 
serious  shortcomings,"  says  Joseph  i\ 
Belth,  professor  of  insurance  at  the  Un 
versify  of  Indiana. 

Regulatory  lapses  began  even  befoi 
Mutual's  seizure.  Like  many  insurer: 
the  company  went  big  into  the  guarai 
teed  insurance  contract  (GIC)  busines; 
where  it  agreed  to  pay  customers 
fixed  return  on  their  assets.  It  then  ii 
vested  the  assets  in  real  estate,  often 
lofty  prices.  Today,  some  63%'  of  Mutil 
al's  estimated  $8.5  billion  in  assets  h 
locked  up  in  the  now  depressed  real  e: 
tate  market.  Its  assets  are  $800  millio 
less  than  its  liabilities. 
POSSIBLE  RUN.  State  regulators  weri 
slow  to  catch  on  to  Mutual's  problem; 
Financial  examinations  are  made  onl 
every  five  years.  Mutual's  latest  repor 
in  mid-1990,  covered  1982  through  198' 
"The  financial  examinations  are  so  coni 
plex  and  take  so  long,  by  the  time  yo 
get  the  report,  it's  outlived  its  usefu 
ness,"  admits  Commissioner  Fortunate 
Fortunate  only  found  out  about  Muti 
al's  problems  when  the  company  tol 
him   in   April,   1991.   Mutual  official 
warned  of  a  possible  run  by  pension  cus 
tomers  if  Mutual's  credit  rating  wa 
downgraded.  That's  just  what  happenecj 
which  forced  the  state  seizure.  ' 

Regulators  were  unprepared.  Ne\ 
Jersey,  home  of  some  of  the  U.  S.'s  larg 
est  insurers,  was  one  of  only  two  state 
without  a  guaranty  association.  The  leg 
islature  quickly  passed  legislation  to  e^ 
tablish  a  fund  the  da 
Mutual  was  seized. 

Most  Mutual  policj 
holders  in  other  state: 
were  covered  by  thei 
own  guaranty  associ;; 
tions.  Yet  these  ar 
patchwork  arrange 
ments  with  widely  var> 
ing  provisions.  Unlik 
the  Federal  Deposit  Ir 
surance  Corp.,  which  ir 
sures  bank  deposits,  th 


sUitc  associations  can't  reiml)urse  policy- 
holders immediately.  When  an  insurer 
fails,  other  insurers  nmst  then  be  as- 
sessed for  the  money.  They  usually 
don't  have  to  pay  until  a  bailout  has 
been  arranged.  "State  guaranty  associa- 
tions haven't  been  triggered  yet,  one 
year  after  Mutual  Benefit  failed,"  says 
Belth.  "The  idea  that  somebody  puts  his 
life  savings  into  a  life  insurance  policy 
and  is  unable  to  get  his  money  is  unac- 
ceptable." Belth  favors  some  prefunding 
of  state  guaranty  associations  so  money 
vi'ould  be  available  right  away. 

After  long,  arduous  negotiation,  Pal- 
mieri  worked  out  a  deal  with  other 
states  so  that  policyholders  could  deal 
directly  with  Mutual  and  the  states 
would  guarantee  the  cash  value  of  their 
policies,  regardless  of  the  individual 
state  limit.  "It  cost  us  another  four  to 
five  months,  but  it  was  worth  it  to  re- 
move the  gaps  in  coverage,"  he  says. 
'SIGNIFICANT  LITIGATION.'  There  were 
other  hitches.  Unlike  48  other  states. 
New  Jersey  had  no  legislation  that  gives 
policyholders  priority  over  other  credi- 
tors. Passage  of  such  legislation  is  now 
crucial.  The  slate's  major  insurers, 
which  spent  months  working  on  a  bail- 
out plan  to  avoid  pressure  for  an  FDIC- 
type  rescue  mechanism  for  insurers, 
have  agreed  to  guarantee  Mutual  Gic 
holders'   principal.   Optimistic  insurers 
don't  expect  this  to  cost  them  anything. 
Most  of  the  estimated  $200  million  to 

l)ail  out  policyholders  will  be  jKiid  by 
state  associations.  But  the  agreement  is 
conditioned  on  passage  of  the  legisla- 
tion, which  has  already  stalled  once  in 
the  Assembly.  Without  the  legislation, 
the  consortium  might  have  to  bail  out 
creditors  before  policyholders.  "If  it 
fails,  the  agreement  we  reached  with  the 
industry  consortium  and  the  [state  guar- 
anty associations]  goes  up  in  smoke," 
says  Fortunato. 

The  result!  a  massive  lobbying  battle 
between  New  Jersey's  Democratic  ad- 

ley  S.  Caldwell.  "No  matter  what  hap- 
jx'ns,  there's  going  to  be  significant  liti- 
gation over  all  these  issues."  If  the  bill 
isn't  passed  soon,  Fortunato  threatens  to 
implement  a  bailout  using  only  Mutual's 
assets,  which  would  reduce  account  val- 
ues and  annuities  by  12'^.  Policyholders 
and  annuitants  would  be  seeing  losses  if 
their  various  guaranty  funds  didn't 
make  up  the  difference. 

Everything  could  turn  out  well.  The 
real  estate  market  may  turn  around,  al- 
lowing Mutual  to  regain  its  health  and 
pay  off  policyholders  without  recourse 
to  the  guaranty  associations.  Palmieri 
even  plans  to  start  looking  for  a  buyer 
soon  who  could  salvage  part  of  the  com- 
pany's customer  and  agent  base.  Yet 
questions  may  persist  about  whether  the 
elaborate  ad  hoc  maneuverings  and  iffy 
state  regulatory  apparatus  that  bailed 
out  Mutual  Benefit  are  the  best  way  to 
deal  with  large  insurance  failures. 

Palmieri  backs  that  state  system.  He 
believes,  along  with  the  rest  of  the  life 
insurance  industry,  that  the  Mutual  Ben- 
efit bailout  plan  is  proof  that  the  state 
system  works.  It  did  avert  a  potential 
disaster,  such  as  total  liquidation.  "It's 
like  the  dancing  bear.  The  wonder  is  not 
that  it  dances  badly,  the  wonder  is  it 
dances  at  all,"  says  Palmieri.  But  from 
where  many  Mutual  Benefit  policyhold- 
ers sit,  the  bear  is  stumbling  badly. 

Bt/  Lcnii  Mcitho tfs  Spiyo  //?  Mew  Yovk, 
with  Joseph  Weber  in  Philadelphia 

That  somebody  puts  his  life 
savings  into  a  life  insurance 
policy  and  is  unable  to  get  his 
money  is  unacceptable' 

ministration  and  a  team-up  of  the  Re- 
publican-controlled Assembly  and  Mutu- 
al's  biggest  creditors — Citicorp,  Morgan 
Guaranty,  and  Bankers  Trust.  The 
banks  have  as  much  as  $114  million  tied 
up  in  interest-rate  swap  contracts  with 
Mutual.  This  is  a  fraction  of  the  $8.25 
billion  in  claims  owed  to  policyholders, 
but  bankers  worry  they'll  get  nothing  if 
the  bill  is  passed.  "We  don't  think  it's 
fair  to  screw  the  creditors  to  save  the 
policyholders,"  says  bank  lobbyist  Wes- 

WALL  STREET'S  WINDFALL 
IN  'WRAPS' 

taking  risks  and  then  matching  that  with 
a  money  manager  whose  investment 
style  falls  in  the  same  risk  category.  The 
process  should  lessen  the  chance  that 
investors  will  find  themselves  in  unsuit- 
able investments.  And  by  enlisting  mon- 
ey managers  from  outside  the  firm,  the 
brokers  assure  customers  that  they  are 
searching  for  the  best  possible  fit. 

Still,  the  37f  fee  might  sound  high. 
Indeed,  for  the  client  to  best  the  Stan- 
dard &  Poor's  500-stock  index,  his  mon- 
ey manager  would  have  to  earn,  on  aver- 
age, at  least  3  percentage  points  a  year 
better  than  the  market.  That  was  no 
sweat  for  many  managers  in  1991,  but 
it's  proving  difficult  this  year  (table, 
page  68).  And  over  long  periods  of  time, 
it's  almost  unheard-of. 
BETTER  BOND.  Whether  the  wrap  inves- 
tor ends  up  beating  the  market  remains 
to  be  seen.  But  what  is  already  clear  is 
that  the  wrap  setup  puts  brokers  and 
clients  "on  the  same  side  of  the  table." 
Paying  brokers  an  asset-based  fee  in- 
stead of  a  trading-based  commission 
does  away  with  the  temptation  to  trade 
merely  for  the  purpose  of  generating 
commissions.  And  because  excessive 
trading,  or  "churning,"  is  one  of  the  ma- 
jor sources  of  customer  suits  against 

Ul  UlVtrl  ct^tr    lUIIlo,     LUt;    ^lUWLll    Ui  lIHrJ5tr 

wrap  accounts  could  possibly  improve 

The  accounts  have  attracted  $40  billion — and  counting 

|V  flL  fl^all  Street  thrives  on  market- 
V^Sv  ing  new  financial  products. 
^m^K  And  the  hottest  one  now  is 
the  "wrap"  account.  What's  being 
wrapped  into  a  package  for  individual 
investors  is  financial  planning,  invest- 
ment management,  and  brokerage  com- 
missions. With  investors  shoveling  bil- 
lions into  these  accounts,  wraps  promise 
not  only  to  make  a  bundle  for  brokerage 
firms  but  also  to  change  the  way  the 
Street  deals  with  customers. 

Brokerages  have  already  amassed  an 
estimated  $40  billion  in  wrap  accounts, 
the  bulk  of  it  in  the  past  18  months. 
Shearson  Lehman  Brothers  Inc.,  with 
some  $15  billion  in  107,000  accounts,  has 
new  money  coming  in  at  a  rate  of  $400 
million  a  month.  Money  is  pouring  into 
Merrill  Lynch  &  Co.  at  the  same  clip. 
Richard  Schilffarth,  a  brokerage-indus- 
try consultant,  forecasts  that  wrap-type 

programs  will  command  a  cool  $3  trillion 
in  assets  by  the  year  2000.  That's  rough- 
ly twice  the  amount  of  assets  in  mutual 
funds  today.  Even  if  he  is  half  right, 
wraps  will  be  the  greatest  success  story 
in  financial  history. 

To  open  a  wrap  account,  an  investor 
needs  at  least  $100,000.  Working  with 
the  customer,  the  broker  develops  a  fi- 
nancial plan,  helps  the  customer  select 
the  right  money  manager — usually  from 
outside  the  firm — to  implement  it,  and 
then  monitors  the  manager's  perfor- 
mance. For  this  service,  the  investor 
pays  a  3''  annual  fee  on  the  value 
of  the  account.  That  fee  "wraps"  all 
costs  for  the  service,  including  all  com- 
missions for  buying  and  selling  stocks 
and  bonds. 

What's  critical  in  selling  the  wrap  idea 
to  a  customer  and  making  it  work  is 
identifying  the  customer's  tolerance  for 
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Wall  Street's  image  with  the  public. 

Only  a  minority  of  brokers,  perhaps 
less  than  207',  have  enrolled  clients  in 
wrap  programs.  Some  brokers  don't 
have  enough  clients  who  can  meet  the 
$100,000  minimum.  Others  are  wary  of 
"sharing"  their  best  customers  with  the 
firm  and  an  outside  money  manager. 
Still,  those  who  embrace  wraps  say  they 
free  up  time,  and  improve  investment 
results.  Says  one  brokerage  executive: 
"A  good  broker  is  not  necessarily  a  good 
portfolio  manager." 

Wraps  are  already  prov- 
ing to  be  a  rich  lode  for 
brokerage  firms.  This 
year,  wraps  could  pro- 
duce more  than  $1  billion  in 
gross  revenues.  That's  not 
a  lot  considering  that  full- 
service  brokerages  grossed 
$27.8  billion  last  year,  but 
all  agree  that  wrap  pro- 
grams are  still  in  their  in- 
fancy. More  important,  per- 
haps, is  that  unlike 
commission  income,  which 
is  highly  volatile,  fee-based 
wrap  revenues  are  fairly 
predictable. 

ELITE  CORPS.  Brokerage 
firms  aren't  the  only  ones 
enjoying  the  wraps  bounty. 
It  has  been  a  bonanza  for 
the  money-management 
firms  selected  for  the  wrap 
programs,  bringing  busi- 
ness they  otherwise  would 
never  get.  There  are  some 
17,000  registered  invest- 
ment advisers,  but  most 
wrap  programs  offer  only 
several  dozen.  Wrap-pro- 
gram executives  say  that's 
because  relatively  few  meet 
both  performance  stan- 
dards and  have  the  organi- 
zation in  place  to  run  large 
numbers  of  individual  ac- 
counts. Rittenhouse  Capital 
Management  Inc.  in  Rad- 
nor, Pa.,  is  one  of  the 
champs  of  wrap,  having 
taken  in  $2.3  billion  through 
referrals  from  seven  bro- 
kerage firms.  Regent  In- 
vestor Services  Inc.  in 
White  Plains,  N.  Y.,  has 
nearly  $1  billion  in  wrap  as- 
sets, and  Roger  Engemann  &  Associates 
in  Pasadena,  Calif.,  has  $750  million. 

In  return  for  managing  the  invest- 
ments, the  money  manager  gets  0.5  to  1 
of  the  3  percentage  points  that  the  bro- 
kerage firm  charges.  Part  of  what's  left 
goes  to  the  account  executive  who  en- 
rolls the  client  and  services  the  account. 
The  brokerage  firm  gets  the  rest  for 


trading,  custodial,  and  portfolio-monitor- 
ing expenses — and,  of  course,  a  profit. 

On  the  surface,  wrap  accounts  may 
look  like  mutual  funds,  and  many  wrap 
managers,  such  as  Avatar  Associates, 
Nicholas-Applegate  Capital  Manage- 
ment, and  Roger  Engemann  &  Asso- 
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'WRAP'  ACCOUNTS  TAKE  HOLD  ON 
WALL  STREET... 


Firm 

Assets 

Number 

Billions 

of  accounts 

SHEARSON  LEHMAN 

$15.0 

107,000 

MERRILL  LYNCH 

9.0 

53,000 

PRUDENTIAL  SECURITIES 

4.4 

21,500 

PAINEWEBBER 

3.5 

14,060 

DEAN  WITTER 

2.7 

13,000 

SMITH  BARNEY 

1.8 

2,300 

DATA:  BW 

...WHILE  SOME  'WRAP'  MANAGERS 
POST  SNAPPY  RETURNS 

These  investment  returns  were  reported  by  some  money 
managers  that  handle  wrap  accounts.  They  are  composites  of 
equity  accounts,  calculated  before  fees  are  deducted 


Money  manager 


Annual  rate  of  return 

1990      1991  1992* 


AVATAR  ASSOCIATES 

12.7% 

43.0% 

-0.6 

ROGER  ENGEMANN  &  ASSOCIATES 

-4.1 

54.7 

-1.9 

NAVELUER  &  ASSOCIATES 

12.8 

76.3 

-1.9 

NICHOLAS-APPLEGATE  CAPITAL  MGT. 

0.7 

57.8 

-2.6 

NWO  INVESTMENT  MANAGEMENT 

-0.5 

24.6 

-1.5 

PROVIDENT  INVESTMENT  COUNSEL 

6.9 

66.9 

-6.0 

REGENT  INVESTOR  SERVICES 

-3.6 

31.0 

-0.4 

RIHEHHOUSE  CAPITAL  MANAGEMENT 

2.4 

34.3 

-5.1 

STANDARD  &  POOR'S  500 

-3.1 

30.5 

-2.5 

DOW  JONES  INDUSTRIAL  AVERAGE 

-0.6 

24.2 

2.8 

NASDAQ  COMPOSITE 

16.4 

59.3 

3.4 

*Flrst  quarter 


DATA:  HAMILTON  &  CO 

ciates,  also  run  mutual  funds.  But  in 
buying  a  mutual  fund,  an  investor  gets 
shares  in  a  portfolio  of  securities.  In  a 
wrap  account,  a  portfolio  is  created  for 
each  investor.  Investors  get  monthly  re- 
ports and  a  confirmation  statement  ev- 
ery time  a  stock  is  bought  or  sold — just 
as  they  would  with  a  conventional  bro- 
kerage account.  Investors  have  some 


say  in  their  accounts,  too.  Those  who 
don't  want  tobacco  or  gambling  stocks, 
for  instance,  can  say  so,  and  clients  can 
also  direct  money  managers  to  take 
gains  or  losses  on  individual  securities 
for  tax-planning  purposes. 

Wraps  differ  from  funds  in  other 
ways,  too.  The  law  is  specific  on  how 
mutual  funds  keep  their  books  and  re- 
port their  results  to  investors.  Not  so 
with  separately  managed  accounts.  The 
Association  for  Investment  Management 
&  Research  has  a  standard  for  calculat- 
ing portfolio  performance, 
l)ut  it  hasn't  been  universal- 
ly adopted.  With  wraps,  a 
client  is  dependent  on  the 
brokerage  firm  to  monitor 
performance. 

GRAY  AREA.  Not  surprising- 
ly, the  rise  of  wraps  has 
also  caught  the  attention  of 
regulators.  Marianne  K. 
Smythe,  director  of  the  Se- 
curities &  Exchange  Com- 
mission's Investment  Man- 
agement Div.,  says  her 
staff  has  been  looking  at 
wrap  accounts  "in  a  low- 
key  way  for  about  a  year." 
She  declined  to  cite  any  out- 
right violations  of  the  law. 
State  securities  regulators 
are  struggling  to  draft  uni- 
form disclosure  rules  for 
wrap  accounts,  and  this 
fall,  a  proposal  is  expected 
to  be  presented  to  a  nation- 
al group  of  state  securities 
regulators. 

The  rap  on  wrap  from  its 
critics  is  that  the  37o  fee  is 
high  compared  with  alterna- 
tive forms  of  managed  in- 
vestment, mainly  mutual 
funds.  The  average  expense 
ratio  for  an  equity  mutual 
fund   in   BUSINESS  week's 
Mutual  Fund  Scoreboard  is 
1.29%.  But  that  doesn't  in- 
clude brokerage  commis- 
sions, an  estimated  0.34  per- 
centage points,  which  are 
paid  out  of  fund  assets.  Mu- 
tual funds  sold  by  bro- 
kers have  up-front  sales 
loads  and/or  ongoing  "12(b)- 
1,"  or  distribution,  charges,  all 
of  which  tend  to  raise  the  expense 
of  owning  funds. 

For  some,  the  all-in-one  fee  may  be  a 
smart  choice.  Investors  who  trade  fre- 
quently with  a  full-service  broker  can 
easily  run  up  commission  expenses  at 
least  as  high,  if  not  higher,  than  the 
wrap  charge.  "If  you  trade  like  I  do,  a 
wrap  makes  a  lot  of  sense,"  says  money 
manager  Louis  Navellier,  who  manages 
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\ra|)  ;icc(junls.  Lusl  yt'ar,  his  accounls 
lad  200'/!  turnover,  meaning  a  $100,000 
)ortfolio  generated  $200,000  in  trades 
luring  the  year. 

Although  fees  may  be  high  on  mini- 
num  accounts,  costs  usually  drop  by 
lalf  a  percentage  point  for  every 
500,000  in  an  account.  But  these  fees, 
ike  most  commissions,  are  negotiable, 
iays  J.  Arthur  Urciuoli,  a  Merrill  Lynch 
enior  vice-president:  "We  permit  con- 
ultants  to  do  some  discounting  based 


on  iheir  relationship  with  the  client." 

In  fact,  the  competition  for  wrap  ac- 
counts is  so  keen  that  investors  can  of- 
ten get  a  break  on  the  fee  just  for  the 
asking.  Neil  Johnson,  a  managing  direc- 
tor of  investment  consultant  Hamilton  & 
Co.,  thinks  there's  plenty  of  room  for 
wrap  fees  to  come  down.  Says  Johnson: 
"For  the  services  involved,  the  cost 
should  really  be  no  more  than  1.5%." 

As  the  differential  in  costs  between 
wrap  accounts  and  mutual  funds  nar- 


rows, individuals  will  turn  more  and 
more  to  wraps.  Russ  Prince,  president  of 
Renaissance  Applied  Research,  a  Carmel 
(Ind.)  market  researcher,  says  surveys 
of  high-net-worth  individuals  show  they 
weigh  reputation,  confidentiality,  and 
services  far  more  than  investment  per- 
formance or  fees.  That  goes  a  long  way 
toward  explaining  why  wrap  accounts 
are  taking  Wall  Street  by  storm. 

By  Jeffrey  M.  Laderman  in  New  York, 
with  Stan  Croek  in  Washington 


9RPORATE  FINANCE  I 


rHE  RUSH  TO  LOAD  UP 
ON  lONG-TERM  DEBT 


^ig  companies  are  betting  that  interest  rates  are  near  bottom 


For  corporate  financial  executives, 
the  recent  decline  in  interest  rates 
has  been  a  mixed  blessing.  Sure, 
he  rates  for  their  short-term  notes  and 
ommercial  paper  have  been  cut  to  the 
■one.  But  long-  and  medium-term  bonds 
ave  given  ground  grudgingly,  causing 
he  "yield  curve" — the  spread  between 
3ng  and  short  rates — to  widen  tremen- 
ously,  to  more  than  4  percentage  points 
etween  three-month  Treasury  bills  and 
0-year  Treasury  bonds.  But  if  you  think 
ompanies  are  shying  away  from  long- 
nd  medium-term  bonds,  in  favor  of 
horter  maturities,  guess  again. 

Dozens  of  major  companies,  from 
American  Telephone  &  Telegraph  Co.  to 
Vestinghouse  Electric  Corp.,  are  coming 
0  the  credit  markets  with  long-  and  me- 
ium-term  as  well  as  short-term  issues, 
espite  the  steepness  of  the  yield  curve 
■.able).  Corporations  are,  in  effect,  bet- 
ing with  their  balance  sheets  that  inter- 
st  rates  are  bottoming  out  across  the 
pectrum.  "Last  week  there  was  $10  bil- 
on  in  corporate  financing — that's  more 
han  we  used  to  see  all  year  not  too  long 
go,"  marvels  Edward  Z.  Emmer,  execu- 
ive  managing  director  for  corporate  fi- 
ance at  Standard  &  Poor's  Corp. 
The  hot-and-heavy  activity  in  the  cred- 
;  arena  contrasts  with  the  equity  mar- 
ets.  The  once  sizzling  market  for  initial 
ublic  offerings  and  secondary  stock  of- 
erings,  which  was  propelled  by  the  bull 
larket  in  1991,  has  subsided  as  stocks 
ave  seesawed  in  recent  months.  But  the 
ond  market  is  exploding  as  rates  have 
eclined  across  the  board.  The  biggest 
eclines  have  come  in  the  shortest  matu- 
ities,  with  three-month  Treasury  bills 
ielding  2>.Z%  and  similarly  short-term 
ommercial  paper  fetching  3.47c.  Mean- 
/hile,  30-year  Treasury  bonds  are  now 
ielding  7.7%.  By  contrast,  a  year  ago 


three-month  bills  yielded  5.7%  and  30- 
year  bonds  yielded  8.5%. 

Even  though  longer-term  rates  have 
come  down  less  than  a  percentage  point, 
the  market  has  seen  a  flood  of  fixed- 
income  offerings  with  durations  of  a  de- 
cade and  more.  The 
issuers  include  a 
cross-section  of  ma- 
jor industrial  compa- 
nies, in  addition  to 
the  banks,  insurance 
companies,  and  fi- 
nancial subsidiaries 
that  traditionally 
dominate  the  capital 
markets.  "Rates  are 
historically  attrac- 
tive," observes  Jack 
M.  Greenberg,  chief 
financial  officer  of 
McDonald's  Corp., 
which  recently  is- 
sued $150  million  in 
10-year  notes  yield- 
ing 7%%. 

RIGHT  PRICE.  Like 
many  other  compa- 
nies, McDonald's  is 
going  to  the  debt  market  to  replenish  its 
corporate  coffers  because  the  price  is 
right — or  as  the  prospectuses  say,  for 
"general  corporate  purposes."  In  Mc- 
Donald's case,  the  company's  strong 
cash  flow  has  been  stretched  thin  by 


Despite  the  enormous  spread 
between  short-  and  long-term 
rates,  corporations  are 
issuing  billions  in  bonds 


HOW  SOME  COMPANIES 
ARE  LOCKING  IN 
lOWER  RATES 


Amount  Rote  Term 
Millions  Years 


$500     8V8%  32 


BILL  TELEPHONE  Penn. 

150 

73/8 

15 

WESTINGHOUSE 
ELECTRIC 

350 

83/8 

10 

MCDONALD'S 

150 

73/8 

10 

SHELL  OIL 

250 

6% 

E 

DiLLARD  DEPT.  STORES  100 

73/8 

WASTE  MANAGEMENT 

250 

63/8 

MASCO 

200 

61/4 

PEPSICO 

200 

55/a 

DATA,  STANDARD  8.  POOR'S  CORP;  BW 


ferocious  expansion  internationally.  But 
a  more  common  rationale  among  bond 
issuers  has  been  to  retire  existing  debt. 
That,  along  with  "general  corporate  pur- 
poses," was  the  motivation  for  one  of 
the  largest  such  recent  issues,  from 
AT&T.  On  July  L5,  it  issued  $500  million 
in  debentures  at  a  rate  of  8V8%,  matur- 
ing in  2024 — 32  years  in  the  future. 

AT&T's  foray  into  long-term  borrowing 
is  an  illustration  of  how  declining  short- 
term  rates  can  sometimes  make  it  smart 
for  companies  to  issue  long-term  debt. 
Much  of  its  $500  million  issue  will  be 
used  to  redeem  $188  million  in  25-year 
notes  that  were  sold  in  1972.  Those  notes 
were  paying  just  7%% — %  of  a  percent- 
age point  less  than  the  8y8%  debentures 
that  replaced  them. 

Why  pay  81/8%  to 
replace  debt  that  had 
paid  7%%?  For 
AT&T,  the  issues  in- 
volved were  not  so 
simple.  The  first 
question  the  compa- 
ny had  to  answer 
was  whether  to  re- 
deem the  bonds  at 
all — "an  entirely  sep- 
arate issue  from 
what  to  replace  them 
with,"  notes  Peter 
Sperling,  AT&T's  di- 
rector of  corporate 
finance.  Since  those 
1972  notes  had  five 
years  to  run,  and 
comparable  five-year 
notes  could  now  be 
sold  with  a  yield  of 
6%?f,  it  made  sense  to  redeem  the  notes. 

But  Sperling  says  that  issuing  five- 
year  notes  would  run  afoul  of  AT&T's 
wish  to  lengthen  the  maturities  of  its 
debt,  and  the  company  felt  that  8y8%  is 
cheap  for  a  32-year  loan.  "Industrial 
companies  can't  match  the  life  of  their 
assets  and  the  life  of  their  liabilities  as 
precisely  as  financial  companies,  but  we 
try,"  notes  Sperling.  And  with  long-term 
debt  clogging  the  market,  long  rates  will 
have  to  remain  high  to  attract  inves- 
tors— and  the  yield  curve  will  remain  as 
steep  as  the  Matterhorn. 

By  Gary  Weiss  in  New  York,  with  Lois 
Therrien  in  Chicago 
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BY  GENE  G.  MARCIAL 

HEXCEL'S 
'HONEYCOMB' 
LOOKS  SWEET 


On  the  Street,  one  investor's  poi- 
son is  often  another's  meat. 
That's  how  investment  manag- 
er Bob  Gintel  feels  about  his  recent 
purchase  of  260,000  shares,  or  nearly 
8%,  of  Hexcel,  one  of  the  world's  major 
producers  of  "honeycomb"  materials, 
used  largely  in  aircraft  and  trains. 

Gintel,  president  of  the  high-ranked 
Gintel  Funds,  purchased  the  big  block 
of  shares  from  an  investor  group  that 
acquired  them  in  late  1990,  when  Hex- 
cel had  sunk  to  a  low  of  9  a  share.  The 
once  high-flying  stock  had  hit  35  the 
year  before.  At  that  point,  the  group 
figured  Hexcel  was  an  attractive  take- 
over bet.  But  after  two  frustrating 
years  of  waiting,  the  group  finally 
bailed  out  in  late  June  and  sold  the 
stake  to  Gintel,  at  11  a  share. 

Gintel  is  convinced  that  Hexcel  is 
more  undervalued  now — with  or  with- 
out a  takeover.  Trading  on  the  Big 
Board  at  11  Mi,  Hexcel  is  way  below  its 
book  value  of  19  and  sells  at  a  modest 
price-earnings  ratio  of  10,  based  on 
Glutei's  estimated  1992  earnings  of 
$1.05  a  share.  And  based  on  next 
year's  $1.40  estimate,  the  stock  carries 
a  p-e  of  8.  Gintel  expects  the  stock  to 
sell  in  the  low  20s  over  the  next  12  to 
18  months.  "Earnings  are  in  a  long- 
term  uptrend  again,"  says  Gintel,  who 
is  forecasting  a  net  of  $2  a  share  in 
1994 — not  including  money  that  Hexcel 
expects  from  some  projects  ahead. 
TUNNEL  VISION.  Right  now,  some  45% 
of  Hexcel's  sales  come  from  the  aero- 
space industry,  which  is  in  a  slump  as 
a  result  of  defense  cutbacks.  Both 
Boeing  and  France's  Airbus  Industrie 
are  major  customers.  The  honeycomb 
is  produced  from  a  combination  of  alu- 
minum, fiberglass,  carbon,  and  thermo- 
plastic, and  the  product's  high  strength 
and  light  weight  make  it  ideal  for  use 
in  airplanes  and  missiles. 

Cecil  Godman,  Gintel  Funds'  director 
of  investments,  says  Hexcel  is  actively 
developing  commercial  markets  for  its 
products  in  order  to  lessen  the  compa- 
ny's dependence  on  aerospace.  In  par- 
ticular, honeycombs  are  being  used  in 
the  construction  of  the  Channel  Tunnel 
between  Britain  and  France,  which 
Godman  thinks  could  bring  in  earnings 
of  50$  a  share  this  year  or  next,  de- 
pending on  the  project's  progress. 


IS  HEXCEL  OUT 
OF  ITS  SINKING  SPELL? 
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OAIA:  BRIDGE  INFORMATION  SYSTEMS  INC. 


One  moneymaker  that  has  gotten  lit- 
tle publicity  is  Hexcel's  tie-up  with 
Reebok  International,  which  uses  Hex- 
cel's honeycomb  in  the  sole  and  arch 
support  of  some  of  its  shoes.  Last 
year,  Reebok  accounted  for  $10  million 
of  Hexcel's  $387  million  in  revenues. 
Godman  sees  that  figure  rising  to  $18 
million  this  year.  He  also  notes  that 
Hexcel  is  talking  to  the  major  auto 
makers  about  using  honeycomb  in 
some  car  models. 


WHAT  CAP  CITIES 
SEES  IN  RENTRAK 


Skeptics  who  think  the  home  vid- 
eocassette-rental  business  is  fac- 
ing tough  times  may  want  to  see 
what's  showing  at  Rentrak:  continued 
sales  growth.  Revenues  at  the  compa- 
ny, which  leases  (rather  than  buys) 
films  from  studios,  then  leases  them  to 
some  2,000  stores,  have  climbed  from 
$11  million  in  fiscal  1989  to  $47.4  mil- 
lion in  the  year  ended  Mar.  31.  In  1993, 
Rentrak  sees  sales  of  $60  million. 

That  may  prove  low  if  Rentrak's 
deal  with  Capital  Cities/ABC  comes  to 
fruition  soon.  Cap  Cities  is  testing  a 
proprietary  "data  capture  and  commu- 
nications" system  to  keep  track  of  film 
inventory  and  rentals  at  bigger  outlets, 
including  supermarkets  and  depart- 
ment stores.  The  Cap  Cities  system 
will  improve  Rentrak's  current  leasing 
operations,  which  enable  stores  to  have 
more  films  than  they  could  if  the.v  had 
to  buy  the  films  at  $45  to  $50  each. 
With  Rentrak,  they  pay  an  $8  fee  per 
video,  of  which  $6  goes  to  the  studio. 

What  investors  may  find  especially 
interesting  is  Rentrak's  growing  link 


with  Cap  Cities,  which  will  initially  buy 
27t  of  Rentrak's  stock  at  7  a  share. 
Rentrak  will  also  issue  warrants  for 
Cap  Cities  to  buy  another  2%  at  9V2 
apiece.  Rentrak  will  eventually  be  obli- 
gated to  issue  warrants,  at  prevailing 
market  prices,  for  Cap  Cities  to  buy  as 
much  40%  of  Rentrak's  stock. 

After  hitting  10  a  share  last  year, 
Rentrak  has  fallen  to  6.  The  company 
lost  $232,000,  or  3$  a  share,  in  fiscal 
1992.  But  Chairman  Ron  Berger  ex- 
pects Rentrak  to  be  back  in  the  black 
in  fiscal  1993.  One  analyst  predicts  fis- 
cal 1993  net  of  20$  to  25$  a  share  and 
thinks  the  stock  is  worth  at  least  10. 


A  DRUG  STOCK 
FOR  SKEPTICS 


With  the  market  turned  off  by 
drug  and  biotech  stocks, 
why  are  some  pros  buying 
Belmac,  a  small  pharmaceutical  compa- 
ny? True,  Belmac's  stock  has  slid  from 
20  in  January  to  11,  but  there's  more  to 
the  buying  than  just  bottom-fishing. 

Whispers  are  that  Belmac  is  in  talks 
with  two  major  drug  companies  about 
selling  a  20%  stake  in  return  for  a  cash 
infusion  and  marketing  clout.  Some 
pros  believe  that  the  big  companies  are 
keen  on  Biolid,  a  Belmac  antibiotic  that 
is  already  marketed  in  France  and  is 
undergoing  last-stage  clinical  trials  in 
the  U.  S.  Belmac  hopes  to  file  a  new- 
drug  application  for  Biolid  this  year 
and  expects  Food  &  Drug  Administra- 
tion approval  by  mid-1994. 

Biolicl  is  an  erythromycin  derivative 
of  the  class  of  antibiotics  that  accounts 
for  some  15%'  of  all  antibiotic  prescrip- 
tions. Analyst  Deborah  Dzierzeski 
Wardwell  of  Dain  Bosworth  calls  it 
Belmac's  "propeller  of  earnings 
growth."  Biolid  is  designed  for  twice-a- 
day  treatment  of  upper  and  lower  res- 
piratory-tract infections,  skin  ailments, 
and  urogenital  diseases.  Belmac  is  said 
to  be  working  on  a  once-a-day  dosage. 
Major  drug  companies,  including  Ab- 
bott Laboratories  and  Warner-Lam- 
bert, make  their  own  brands  of  this 
type  of  antibiotic. 

Wardwell  explains  that  Biolid  is 
"more  efficacious  than  erythromycin  at 
lower  dosages."  She  predicts  that  in 
five  years,  Biolid  will  produce  sales  of 
$375  million.  Wardwell  sees  Belmac 
making  money  for  the  first  time  next 
year,  with  earnings  of  $8  million,  or 
40$  a  share,  vs.  an  expected  $6.4  mil- 
lion loss,  or  65$  a  share,  in  the  year 
that  ended  June  30.  Her  12-month  tar- 
get for  Belmac:  $32  a  share. 
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Make  Them  Squimi. 

This  is  Banyan's  strategy  for  hooking  tliousands  of  executives 
about  to  buy  computer  networking  software.  Making  them 


tremble  at  the  thought  of 
clioosing  wrong.  Of  getting 
stuck  in  a  tar  pit  of  endless  expense.  True,  there  are 
nicer  ways  of  telling  people  Banyan  makes  the  world's 

best,  most  cost-effective 


Nightinare  Scenarto  «3 

THE 

RUNAWAY 
CASH  SUCKER. 


,         1  •  Banyan  advertisinq  campaiqn  created  by  Inqalls 

nerWOrKing       Omnn  &  hUnson,  Boston. 

systems.  But  when  you're  competing  with 
high-rollers  like  Novell,  IBM,  and  Microsoft, 
you've  got  to  go  straight  for  the  sale.  And  the 
shortest  route  is  through  Business  Week. 
Everybody  reads  it.  Everybody  believes  it. 


Fear,  uncertainty,  and  doubt 


are  natural  salesmen. 


The  proof:  callers  shut  down 
: ,  Banyan's  switchboard 
two  hours  after  the 


ad  broke.  Thousands 
f  I  '  of  leads.  Hundreds 


of  meetings,  many  new  contracts.  Now  you've  got  something  to  squimi  about  youi'self. 

If  you're  not  in  Business  Week,  where  are  you?  1T?T??T7?-^A'a'/^^  H 

PROFIT  BY  IT 


airs 


PROSECUTORS  I 


OTTO  OBERMAIER  IS 
NO  RUDY  GIULIANI 


Fewer  splashy  indictments,  but  applause  for  his  restrained  style 


When  Rudolph  W.  GiuHani  was 
U.  S.  Attorney  in  the  Southern 
District  of  New  York,  it 
seemed  as  if  every  week  somebody  was 
getting  indicted.  In  packed  press  confer- 
ences, the  politically  ambitious  prosecu- 
tor unveiled  sweeping  indictments  of 
mob  leaders,  local  politicians,  and  the 
pillars  of  Wall  Street,  including  the 
jailed  junk-bond  whiz  Michael  Milken. 

In  May,  Giuliani's  mild-man- 
nered successor,  Otto  G.  Ober- 
maier,  held  a  rare  press  confer- 
ence to  announce  the  resolution 
of  his  biggest  case  to  date:  the 
probe  of  Salomon  Inc.  for  ad- 
mittedly manipulating  the  gov- 
ernment securities  market.  But 
instead  of  announcing  an  indict- 
ment, Obermaiei'  said  the  $290 
million  in  civil  fines  was  ade- 
quate. "There  was  no  need  to 
punish  innocent  employees  and 
shareholders,"  he  said. 
LESS  SWASHBUCKLING.  Otto 
Obermaier  is  no  Rudy  Giu- 
liani— but  whether  that's  bad 
or  good  depends  on  whom  you 
ask.  Everyone  praised  Ober- 
maier's  decision  on  Salomon. 
And  since  taking  over  the  coun- 
try's most  prestigious  federal 
prosecutor's  office  nearly  three 
years  ago,  he  has  impressed 
subordinates,  judges,  and  for- 
mer colleagues  with  his  profes- 
sional, reflective  approach  to 
law  enforcement.  That's  a  re- 
freshing contrast,  they  say,  to 
the  swashbuckling  Giuliani, 
who  had  some  of  his  high-pro- 
file convictions  reversed  on  ap- 
peal. "When  assistant  prosecutors  come 
in,  it's  presumed  that  they're  giving  you 
the  straight  poop,"  says  Kevin  Duffy,  a 
federal  judge  in  Manhattan  and  Ober- 
maier's  former  supervisor  at  the  Securi- 
ties &  Exchange  Commission.  "I  didn't 
have  the  same  confidence  I  do  now." 

Yet  Obermaier's  restraint  is  trigger- 
ing concern  that  the  office  has  swung 
too  far  the  other  way.  Not  enough  big 
cases  are  being  made,  say  some  law  en- 
forcement officials,  defense  lawyers, 
and  Giuliani  partisans,  and  those  that 


are  get  little  if  any  notice.  The  Manhat- 
tan office  is  being  eclipsed  by  its  Brook- 
lyn rival,  the  U.  S.  Attorney's  office  for 
the  Eastern  District  of  New  York,  with 
its  celebrated  prosecution  of  mob  boss 
John  Gotti  and  increasing  numbers  of 
visible  business  and  securities  cases. 
One  explanation:  Obermaier  may  be  less 
successful  in  nurturing  crucial  relations 
with  such  government  agencies  as  the 


ministration  of  the  nearly  200-lawyer 
shop  than  he  does  about  making  a  prose- 
cutorial splash.  "It  is  not  my  intent  to 
just  do  big  cases,"  he  says,  noting  that 
had  Salomon  gotten  indicted,  it  would 
have  generated  endless  stories  around 
the  world.  "We  try  and  do  what's  right." 
LEGAL  SNUB.  For  Obermaier,  doing  right 
means  making  "a  safer  New  York." 
Obermaier  has  shifted  the  office  away 
from  glitzy  Wall  Street  probes  in  favor 
of  narcotics  and  weapons  cases — a  na- 
tional law-enforcement  priority.  Drug 
cases  now  make  up  41.57'  of  the  office's 
docket,  but  they  rarely  draw  significant 
press  attention,  he  notes. 

Obermaier  may  be  oblivious  to  his 
public  image,  but  he's  conscious  of  how 
he  appears  as  a  lawyer.  During  the  Salo- 
mon negotiations,  he  declined  to  sit  at 
the  same  dinner  table  with  the  firm's 
lead  defense  lawyer,  Ronald  L.  Olson, 


THE  ROAD  TO  U.S. 
ATTORNEY 


1957-63  Otto  Oberma  ier  graduates 
from  Manhattan  College.  Attends  George- 
town University's  low  school  at  night  while 
working  as  a  patent  examiner  in  the  U.S. 
Patent  &  Trademark  Office.  Goes  to  work 
as  a  law  clerk  for  a  federal  judge 

1964-70  Works  as  a  young  prosecutor  in 
the  office  of  the  U.S.  Attorney  for  the 
Southern  District  of  New  York  in  Manhat- 
tan. After  a  few  years,  becomes  chief  trial 
counsel  for  the  Securities  &  Exchange 
Commission's  New  York  regional  office. 
Tries  some  early  insider-trading  cases 

1970-89  Founds  own  law  firm  with  a  few 
partners.  Specializes  in  defending  broker- 
age firms  and  corporations.  In  columns  and 
interviews  published  in  legal  newspapers, 
raises  doubts  about  stretching  the  criminal 
law  to  attack  securities-law  violotions 

1989  Succeeds  the  zealous  Rudolph  Giu- 
liani as  U.S.  Attorney.  Earns  praise  for  his 
cautious  professionalism,  but  critics  say  he 
hasn't  prosecuted  enough  big  cases 

DATA.  BW 


FBI.  But  Obermaier  and  some  top  aides 
say  relations  have  never  been  better. 

Is  Obermaier  aggressive  enough?  "I 
play  the  hands  I'm  dealt,"  says  the  pros- 
ecutor. His  critics  say  that's  the  trouble. 
While  Giuliani  worked  with  federal 
agencies  to  develop  cases,  often  initiat- 
ing probes,  Obermaier  waits  for  the 
agencies  to  come  to  him.  "They're  the 
professionals,"  he  says.  "I  merely  run 
an  organization  that  provides  the  legal 
backup  for  them."  Obermaier  says  that 
he  cares  more  about  improving  the  ad- 


while  at  a  legal  conference.  Olson  be- 
lieves Obermaier  feared  that  someday 
somebody  would  raise  questions. 

The  prosecutor  is  also  aware  of  how 
his  performance  may  play  in  Washing- 
ton. "My  suspicion  is  that  this  tenure 
will  be  reasonably  favorably  remem- 
bered," Obermaier  says.  Assuming  the 
Democrats  don't  capture  the  White 
House,  Obermaier  would  like  to  run  "his 
own  organization"  when  his  term  ex- 
pires next  year.  His  agency  of  choice? 
The  Securities  &  Exchange  Commiss- 
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n.  "Il's  a  reach,"  he  quickly  adds. 
The  American-born  son  of  German  im- 
igrrants — his  father  worked  in  an  ice 
earn  factory,  his  mother  was  a  seam- 
ress — Obermaier  jfraduated  from  Man- 
ittan  Coiief^e  in  the  Bronx.  Armed  with 
1  electrical  engineering  degree,  he 
orked  as  a  patent  examiner  for  the 
.  S.  Patent  &  Trademark  Office  in 
'ashington.  There  he  attended  George- 
wn  University's  law  school  at  night. 
In  the  1960s,  Obermaier  was  an  assis- 
nt  in  the  office  he  now  heads  and 
•rved  as  chief  trial  counsel  for  the 
:c's  New  York  office.  But  he  made  his 
ime  as  a  defense  attorney.  He  aggres- 
vely  represented  top  brokerages  fight- 
g  securities  charges.  Law  wasn't  his 
lie  passion:  While  building  his  own 
"m,  Obermaier  managed  to  indulge  his 
terests  in  tennis,  Mozart,  fine  wine, 
id  translating  German,  to  name  a  few. 
But  not  everyone  has  walked  away 
tisfied.  In  1988,  arbitrageur  John  A. 
ulheren  fired  Obermaier  after  he 
■ged  a  plea  bargain  requiring  Mulheren 

admit  guilt  but  letting  him  avoid  jail, 
n  appeals  court  later  threw  out  Mul- 
,'ren's  securities-fraud  conviction. 
As  U.  S.  Attorney,  Obermaier  got  off 

a  slow  start.  It  didn't  help  that  he  had 
iblicly  questioned  using  criminal  laws 

prosecute  securities  violations.  Also, 
e  office  was  in  flux.  Experienced  pros- 
utors  had  left,  and  morale  was  "flat," 
.ys  John  K.  Carroll,  chief  of  the  Securi- 
?s  &  Commodities  Fraud  Task  Force. 
GHER  PROFILE.  Carroll  says  morale  has 
■en  better  lately.  Obermaier's  legal 
;ills  and  wry  wit  have  won  over  some 
affers,  and  he  has  been  known  to 
•ing  a  bottle  of  wine  to  meetings.  The 
fice  has  been  busier:  In  1991,  criminal 
dictments  jumped  9%-  over  1990  and 
•e  now  about  even  with  last  year, 
lough  he  denies  it,  Obermaier  even 
ems  to  be  reaching  out  to  the  public. 

past  months,  he  has  called  six  press 
inferences,  compared  with  about  that 
imber  over  the  prior  two  years.  On 
dy  8,  Obermaier  announced  the  indict- 
ent  of  five  computer  hackers  nabbed  in 
e  first  federal  case  using  wiretaps  to 
tercept  computer  transmissions. 
Are  financial  markets  under  control? 
Vs  a  result  of  the  prosecutions  of  the 
Os,  I  frankly  think  that  Wall  Street  is 

reasonably  good  shape,"  says  Ober- 
aier.  Still,  Wall  Street  isn't  a  place  he 
,n  ignore.  "We're  probably  going  to 
ive  to  strike  out  into  other  areas,"  he 
.ys,  such  as  commodities  and  mutual- 
md  fraud,  and  insider  trading  in  junk 
)nds.  Those  cases  won't  be  as  spectacu- 
r  as  Ivan  F.  Boesky's  and  Milken's, 
ut  if  they  pan  out — and  if  the  office 
!eps  the  heat  up  on  other  criminals — 
bermaier  may  be  remembered  for  what 
'  has  done  and  not  for  what  he  hasn't. 

By  Michele  Galen  in  New  York 


PRESERVATION 

PLAN  ON  IT 

Planning  on  restoring  a  house, 
saving  a  landmark,  reviving  your 
neighborhood; 

Gain  a  wealth  of  experience  and 
help  preserve  our  historic  and 
architectural  heritage.  Join  the 
National  Trust  for  Historic 
Preservation. 

Make  preservation  a  blueprint  for 
the  future. 

Write: 

National  Trust  for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 


I 
I 


You  just  separated  your  trash, 


Recycling 

is  easy,  isn't  it? 

In  fact, 

it's  one  of 

the  easiest  ways 

you  personally 

can  make  the  world 

a  better  place. 


If  you'd 
like  to  know  more, 
send  a 
postcard  to 
the  Environmental 
Defense  Fund-Recycling, 
257  Park  Ave  South, 
NY,  NY  10010. 


You  will  find 
taking  the  first 
step  toward 
recycling 
can  be  as  easy 
in  practice 
as  it  is 
here  on  paper 


RECYCLE 
It's  the  everyday  way  to  save  the  world 
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STRATEGIES  I 


THE  KING  OF  CABLE  SCRAMBLES 
TO  SHORE  UP  HIS  FORTRESS 


Slow  growth,  plus  irate  consumers  and  lawmakers,  has  John  Malone  remaking  Tele-Communications 


John  C.  Malone  is  keeping  an  even 
lower  profile  than  usual  these  days. 
Never  one  for  the  spotlight  to  begin 
with,  the  51-year-old  chief  executive  of 
cable  TV  giant  Tele-Communications  Inc. 
is  spending  the  summer  with  his  family 
in  Maine.  Linked  by  phone  and  fax  to  his 
office  in  Denver,  Malone  runs  the  $4 
l)illion-a-year  TCI  from  a  smallish  house 
not  far  from  the  ocean.  To  the  outside 
world,  he  may  as  well  be  invisible. 

If  only  he  could  make  TCl's  problems 
disappear  so  easily.  These  are  bruising 
times  for  America's  largest  cable  compa- 
ny. As  with  much  of  the  industry,  TCl's 
boom  days  are  over.  Its  subscriber  rolls, 
which  grew  at  double-digit  annual  rates 
in  the  1980s,  increased  an  anemic  4.77f  in 
1991  and  are  growing  even  more  slowly 
this  year  (chart).  Widely  viewed  as  a 
corporate  bully  for  its  hard-nosed  busi- 
ness tactics,  TCI  has  become  a  prime  tar- 
get for  congressional  leaders  eager  to 
rein  in  price  hikes  and  reregulate  the  $20 
billion  cal)le  business.  At  the  same  time, 
the  company,  which  hasn't  turned  a 
profit  since  1988,  is  cutting  costs  while 
trying  to  patch  up  battered  relations 
with  some  of  the  cities  it  serves. 
'BEING  BIG.'  With  its  strong  cash  flow, 
TCI  never  used  to  let  things  like  losses 
bother  it  much.  Scurrying  to  buy  cable 
systems  in  the  U.  S.,  it  doubled  its  debt, 
to  $9.9  billion,  in  the  past  four  years 
alone.  In  1989,  it  paid  $1.9  billion,  includ- 
ing assumed  debt,  for  the  cable  systems 
owned  by  United  Artists  Entertainment 
Inc.,  based  in  Denver,  and  $389  million 
for  the  system  owned  by  Washington 
Redskins  owner  Jack  Kent  Cooke.  It 
now  serves  l&A  of  U.  S.  cable  subscrib- 
ers. "Being  big  has  always  been  crucial 
to  TCl's  strategy,  and  they  weren't 
afraid  to  spend  a  lot  of  money  to  get 
there,"  says  Marc  B.  Nathanson,  chair- 
man of  rival  Falcon  Cable  Systems  Co. 

But  lately,  TCI  has  switched  to  a  dif- 
ferent channel.  It  is  essentially  out  of 
the  market  for  cable  systems.  Instead,  it 
has  been  pouring  money  into  new  tech- 
nologies that  it  hopes  will  become 
growth  engines.  With  thousands  of 
miles  of  cable  already  strung  through- 
out cities  and  into  homes  and  businesses, 
TCI  is  betting  that  it  can  increase  the 


number  of  services  it  sells  to  customers. 

Fiber  optics  are  key  to  the  plan:  With 
data-compression  technology,  which 
squeezes  even  more  information  into  the 
fiber-optic  wires,  it  can  offer  up  to  400 
channels  and  provide  a  wealth  of  infor- 
mation, including  computer-data  trans- 
mission, improved  TV  quality,  and  even 
CD-quality  music.  Already,  the  company 
has  converted  parts  of  more  than  a 
quarter  of  its  existing  systems  from  co- 


transmits  data  and  telephone  messages 
for  large  companies  in  seven  cities. 
"These  guys  [at  TCl]  have  always  been 
entrepreneurs,  and  these  days,  that 
means  finding  new  services,  not  wiring 
homes,"  says  John  Tinker,  managing  di- 
rector at  broker  Furman  Selz  Inc. 

The  technology  push  comes  on  the 
heels  of  an  aggressive  move  into  cable 
programming.  Over  the  past  few  years, 
Malone  has  spent  more  than  $500  million 


CEO  MALONE: 
REFINANCING 
SHOULD  HELP  TCI 
SEE  ITS  FIRST  PROFIT 
SINCE  1988 


axial  cable  to  fiber  optics.  Along  with 
American  Telephone  &  Telegraph  Co. 
and  U.  S.  West  Inc.,  TCI  is  trying  viewer- 
controlled  TV  in  Denver,  allowing  cus- 
tomers to  choose  from  up  to  1,000  differ- 
ent shows  on  demand.  That's  just  one  of 
several  fiber-optics  programs  TCI  is  test- 
ing around  the  country. 

It  even  wants  to  get  into  the  telephone 
business.  The  company  has  a  fiber-optics 
venture  with  McCaw  Cellular  Communi- 
cations Inc.,  and  in  February,  it  paid  an 
estimated  $75  million  for  49.9%  of  Tele- 
port  Communications  Group,  which  oper- 
ates a  private  fiber-optic  network  that 


buying  pieces  of  programming  compa- 
nies such  as  Turner  Broadcasting  Sys- 
tem Inc.,  Discovery  Communications, 
and  a  handful  of  others.  The  money  has 
helped  jumpstart  the  production  of 
shows  TCI  needed  to  expand  its  offer- 
ings, while  its  ownership  let  it  recapture 
a  piece  of  its  $600  million  annual  pro- 
gramming costs. 

But  some  Malone  programming  in- 
vestments have  contributed  mightily  to 
the  company's  bad-boy  image.  On  June 
29,  the  former  owner  of  the  Learning 
Channel  sued  TCI,  alleging  that  the  com- 
pany unfairly  drove  down  the  purchase 
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ice  in  their  1991  deal.  In  the  suil,  the 
w  bankrupt  Financial  News  Network 
arf^es  that  TCI  threatened  to  drop  the 
•arning  Channel  from  many  of  its  sys- 
ms  so  that  TCl's  49'/''-controlled  Discov- 
y  Channel  could  swoop  in  and  buy  it  at 
lut  rate.  The  suit  seeks  $26.5  million  in 
mages.  TCI  declines  to  comment,  ex- 
pt  to  insist  it  will  prevail  in  the  suit. 
>T  MUCH  SPIN.  With  stakes  in  4  of  the 
tion's  10  largest  cable  channels,  Ma- 
le has  taken  lots  of  heat  from  people 
10  feel  TCI  unfairly  dominates  the  busi- 
ss.  Last  year,  he  moved  to  quell  some 
the  criticism  by  spinning  off  most  of 

programming  interests  into  a  sepa- 
te  company  called  Liberty  Media 
irp.,  of  which  TCI  holds  5%.  Still,  the 
mpanies  are  hardly  independent  of  one 
other.  Malone  and  TCI  Chairman  Bob 
igness  own  56%  of  Liberty  and  sit  on 

six-person  board  along  with  three 
ler  TCI  execs.  Malone  is  CEO.  Liberty 
ys  some  $2  million  in  programming  a 
ar  from  TCI  and  pays  an  extra  $4  mil- 
n  for  accounting  and  other  services. 


lAflTH  SUBSCRIBER 
ROWTH  PLUNGING... 


ANNUAL 
IN  TCI  SU 


■89  '90 


For  all  of  Malone's  maneuvering,  bow- 
er, few  of  the  new  businesses  TCI  has 
ded  are  likely  to  make  much  of  a  con- 
bution  before  the  end  of  the  decade. 

he  has  made  a  few  recent  moves  to 
ore  up  TCi's  finances.  Early  this  year, 

sold  off  its  2,406-screen  United  Art- 
s  theater  chain,  which  had  lower  mar- 
is than  cable.  Malone,  who  declined  to 

interviewed,  has  also  refinanced  TCl's 
ge  debt  load  by  courting  overseas 
nks  and  issuing  long-term  bonds.  That 
t  its  overall  interest  rate  to  8%  from 
yo  over  two  years  and  lopped  off  near- 
$400,000  a  day  in  interest  payments. 


Congress  may  repeal  the  5% 

annual  rate  liike  that  is 
allowed  for  basic  cable  and 
permit  stricter  local  controls 


Thanks  mainly  to  Utwvr  interest  rates, 
says  analyst  Michael  Kupinski  of  A.  G. 
Edwards  &  Sons  Inc.,  TCI  should  earn 
$129  million  this  year,  vs.  a  $102  million 
loss  in  1991.  That  has  helped  its  stock 
move  from  17  to  around  20  this  year. 
Still,  not  everyone  thinks  it  will  keep 
going  up.  Greenwich  (Conn.)  money 
manager  Frederick  A.  Moran  notes  that 
Malone  has  cut  his  own  holding  in  TCI 
while  adding  more  in  Liberty.  "He 
seems  to  think  the  upside  is  greater  for 
programming  than  cable,"  says  Moran, 
who  has  sold  his  stake  in  TCI. 

What's  going  on  in  Washington  isn't 
reassuring,  either.  The  bill  to  regulate 


...TCI  IS  BROADENING 
ITS  REACH 


cable,  now  moving  toward  compromise 
on  Capitol  Hill,  is  filled  with  restrictions 
that  could  wreak  havoc  on  TCl's  income 
statement.  The  federally  permitted  5% 
annual  rate  hike  for  basic  services  would 
be  repealed,  allowing  stricter  controls  by 
local  governments.  Cable  companies 
could  also  be  charged  for  programs  they 
now  carry  for  free,  including  those  of- 
fered by  the  Big  Three  networks. 

TCI  hasn't  had  an  easy  time  of  it  at  the 
congressional  debates.  The  week  the 
Senate  began  hearings  in  January,  legis- 
lators read  a  front-page  Wall  Street 
Journal   story   accusing   Malone  and 


Magness  of  "internal  self-dealing" 
through  questionable  stock  transactions. 
TCI  strongly  denies  any  wrongdoing  by 
its  officers.  Later,  legislators  were  an- 
gered when  the  TCl-backed  National  Ca- 
ble Television  Assn.  sent  out  pamphlets, 
stuffed  into  cable-subscriber  bills,  that 
called  a  piece  of  the  bill  a  tax  on  cable 
users.  The  NCTA  says  legislators  misin- 
terpreted the  ads. 

It  wasn't  the  first  time  TCI  called  on 
its  customers  to  help  block  the  legisla- 
tion. According  to  city  officials  in  Evans- 
ville,  Ind.,  TCI  pressured  the  city  council 
to  oppose  the  bill  or  see  its  rates  sky- 
rocket. A  TCI  spokesman  says  it  was 
only  explaining  how  the  legislation 
might  affect  subscribers.  Eventually, 
the  council,  angered  by  TCI,  publicly  en- 
dorsed the  legislation.  "For  all  [TCl's]  fi- 
nancial brilliance,  you  have  to  wonder 
how  they  could  be  so  bad  at  public  rela- 
tions," says  Falcon  Cable's  Nathanson. 
BROKEN  STRONG-ARM.  TCl's  relation- 
ships with  many  of  the  cities  that  license 
it  could  prove  as  nettlesome  as  its  image 
in  Washington.  In  the  next  five  years, 
25%'  of  TCl's  franchises,  representing 
some  2  million  basic  subscribers,  come 
up  for  renewal.  Not  all  of  them  are  hap- 
py. After  town  officials  in  Morganton, 
N.  C,  complained  to  TCI  that  it  charged 
too  much  and  offered  too  few  channels, 
the  company  last  year  tried  unsuccess- 
fully to  get  the  council  voted  out  of  of- 
fice. Finally,  on  July  6,  the  council  ended 
the  bruising  battle  by  voting  to  toss  TCI 
out — literally,  by  ripping  out  its  cables — 
in  favor  of  a  city-run  system. 

Some  cities  have  wrung  concessions 
from  TCI  lately.  Jefferson  City,  Mo.,  just 
extended  the  company's  license  to  pro- 
vide service  for  eight  years  but  not  be- 
fore demanding  more  channels  and  bet- 
ter repair  service.  And  TCI  just  settled  a 
long-standing  dispute  with  Gillette, 
Wyo.,  over  similar  problems,  agreeing  to 
refund  $500,000  to  customers,  add  chan- 
nels, and  freeze  rates  for  two  years. 

Hoping  to  head  off  a  mass  exodus,  TCI 
has  been  trying  hard  to  portray  itself  as 
a  good  corporate  citizen.  It  is  consider- 
ing a  nationwide  expansion  of  its  ad 
campaign  by  Hal  Riney  &  Partners,  and 
it's  using  new  and  more  frequent  mar- 
keting studies  to  gauge  the  needs  of 
customers.  Already,  officials  in  several 
of  its  larger  cities,  such  as  Chicago  and 
Seattle,  report  some  improvement  in  ser- 
vice and  channel  offerings.  But  it  may 
be  too  late  to  mollify  everyone.  "People 
are  tired  of  the  way  TCI  has  bullied  its 
way  across  the  country  for  years,"  con- 
tends Morganton  Mayor  Mel  Cohen.  If 
Congress  agrees  and  pushes  for  reregu- 
lation,  TCI  had  better  hope  its  bets  on 
new  technology  start  to  pay  off  quickly. 

By  Ronald  Grover  in  Los  Angeles,  with 
Mark  Lewyn  in  Washington,  and  Chuck 
Hawkins  in  Atlanta 


9.2  MILLION 
SUBSCRIBERS 


■91  '92 
THROUGH  MAR.  31 


Has  major  stakes,  held  either  directly  or 
through  Liberty  Media  spinoff,  in  eight 
programming  companies.  They  include  Turner 
Broadcasting  System,  Court  TV,  CBN  Family 
Channel,  and  American  Movie  Classics 

fHolds  49.9%  of  Teleport  Communications 
Group,  o  fiber-optics  company 

Test-marketing  low-cost  cellular  phones  linked 
to  fiber-optic  transmitters  (with  McCaw 
Cellular  Communications),  viewer-controlled 
TV  (with  U.S.  West  and  AT&T),  data  delivery 
over  cable  systems  (with  Digital  Equipment), 
and  high-definition  video  hookups  for  doctors 
(with  Foroudja  Laboratories) 

Joined  with  U.S.  West  to  operate  cable  and 
telephone  systems  in  Europe 

Founded  Tempo  Enterprises  to  sell  direct-broad- 
cast satellite  dishes 


DATA:  COMPANY  REPORTS,  BW 


:ORPORATICN 
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HOT  GROWTH  COMPANIES,  ENTREPRENEURS,  AND  SMALL  BUSINESSES 


DISCOVERY  ZONE: 

FITNESS  FOR  THE  LATCHKEY  SET 


Three  years  ago,  Ron  Matsch  heard  about  a  disturbing 
trend.  According  to  a  gymnastics  coach  who  rented  space 
in  Matsch's  Kansas  City  (Mo.)  fitness  center,  many  of  the  kids 
in  beginner-level  classes  were  so  out  of  shape  they  couldn't 
even  perform  the  most  basic  exercises.  So  Matsch  teamed  up 
with  the  coach,  Al  Fong,  and  opened  their  own  fitness  center 
for  kids  12  and  under.  They  called  it  Discovery  Zone. 

Kids  took  to  it  like  chocolate  ice  cream.  They  don't  so  much 
work  out  as  "play  out,"  clambering  up  Discovery  Zone's  vinyl 
mounUiins,  running  through  its  swinging  bridges,  and  schuss- 
ing  down  its  spiral  slides.  Today  there  are  39  Discovery  Zones 
operating  in  the  U.  S.  Each  indoor  playland  is-  about  8,000  to 

9,000  square  feet. 
Some  188  franchises 
have  been  sold  at 
a  cost  of  around 
$85,000  each.  Among 
the  buyers:  tennis 
ace  Billie  Jean  King. 

To  oversee  the  dai- 
ly operations  of  Dis- 
covery Zone,  Fong 
and  Matsch  hired  re- 
tailing veteran  Jack 
V.  Gunion  as  CEO. 
Gunion,  48,  pegs  to- 
tal 1991  revenues  of 
Discovery  Zone  at 
$5.4  million.  He  says 
the  chain,  which 
charges  $5  to  $7  per 
child  for  a  two-hour 
visit,  will  turn  a  prof- 
it this  year.  What 
makes  the  centers  such  a  hit?  Says  Matsch,  37:  "We  live  in  a 
latchkey  society  where  parents  are  afraid  to  let  their  kids 
outside  to  play.  It's  go  home,  lock  the  door,  and  sit  in  front  of 
the  television." 

The  playland  concept  has  attracted  some  other  companies, 
including  Kidsports  International  Inc.  Last  year,  McDonald's 
Corp.  began  testing  indoor  playgrounds,  too.  But  Gunion  says 
he's  not  scared  of  the  Golden  Arches.  McDonald's  is  "the 
greatest  validator  we  could  have,"  he  says.  "We  became  a  real 
business  overnight." 

By  Monica  Roman  in  New  York 


LIFETIME  HOAN:  HOW  A  KNIFEMAKER 
STAYS  ON  THE  CUTTING  EDGE 


ilton  L.  Cohen,  who  has  been  selling  knives  for  nearly 
[four  decades,  has  spent  the  past  few  years  cutting  deals. 
As  chairman  of  Lifetime  Hoan  Corp.,  a  maker  of  cutlery, 
kitchen  tools,  and  gadgets,  he  joined  with  Bear,  Stearns  &  Co. 
to  buy  Lifetime  in  a  1984  leveraged  buyout.  Four  years  later, 
he  bought  out  Bear  Stearns's  take.  And  last  year,  he  took  the 
Brooklyn-based  company  public. 

Cohen,  62,  isn't  about  to  slow  down.  His  growth  strategy: 
licensing.  To  compete  against  such  sharp  competitors  as  Impe- 
rial Schrade,  Ekco  Group,  and  Chicago  Cutlery,  he  figures  it's 
essential  to  have  big,  recognizable  brand  names.  So  in  the  past 


couple  of  years,  Life- 
time Hoan  has  lined 
up  licensing  deals 
with  Walt  Disney, 
housewares  giant 
Farberware,  and 
Pillsbury.  For  Dis- 
ney, Lifetime  Hoan 
makes  products  such 
as  Mickey  Picture 
Toast,  a  plastic  gad- 
get that  imprints  the 
famous  mouse's  mug 
on  pieces  of  toast. 
For  Farberware,  it 
manufactures  pricey 
knife  sets  sold  in  de- 
partment stores.  And 
it  will  develop  and 
market   a    line  of 

bakeware  products  featuring  the  Pillsbury  Doughboy.  Prod- 
ucts in  that  line  will  be  shipped  to  retailers  in  the  fall. 

Since  most  competing  houseware  products  look  and  work 
the  same,  a  brand  name  can  make  for  a  real  marketing  edge. 
Sales  at  Lifetime  Hoan  last  year  were  $54.8  million,  a  gainll 
of  13.1%  over  1990.  Profit  climbed  21.67o,  to  $4.9  million. 
The  Farberware  license  alone  brought  in  revenues  of  $5.7 
million  last  year.  Even  in  the  sluggish  retail  economy,  "we 
have  never  experienced  any  kind  of  recession,"  gloats  Cohen. 
The  company's  recent  record  landed  it  in  the  No.  90  slot 
on  BUSINESS  week's  1992  list  of  Hot  Growth  companies 
(BW— May  25). 

Now,  Cohen  says  he  would  like  to  make  some  more  deals. 
He  might  even  make  an  acquisition  in  the  housewares  indus- 
try, given  the  right  opportunity.  Lifetime  Hoan  could  probably 
afford  something  pretty  flashy:  Last  year's  public  offering 
sliced  long-term  debt  down  to  zero. 

Bi/  Nicole  Harris  in  Brooklyn 


TRENDS I 


WHAT  THE  BOSS  MAKES 
AT  THE  UP-AND-COMERS 


Everyone  knov/s  CEO  salaries 
at  big  companies  hove 
skyrocketed  in  the  past  few 
years.  But  what  about  smeller 
enterprises?  A  new  survey  of 
235  small  and  midsize 
companies,  most  with  annual 
soles  of  $2  million  to  $50 
million,  sheds  some  light  on  the 
boss's  paycheck: 


Approximate  annual 

Respondents 

(ompensalion' 

(percent) 

$100,000  or  less 

40% 

200,000 

39 

300,000 

9 

400,000 

6 

500,000 

3 

900,000 

1 

1,000,000  or  more 

1 

No  answer 

1 

Slightly  more  than  half  of  the  CEOs 
responding  to  the  survey  said  they  got 
raises  in  the  past  year.  For  those  who 
did,  here's  the  breakdown: 

PERCENT  INCREASE  IN  COMPENSATION 

□  MorethanSO      □15-24  □1014 

■  35-49  ^25-34  ■LessthanlO 


•SAURY  AND  BONUS 


DATA.  THE  EXECUTIVE  COMMinEE 
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rHE  LITTLE  ENGINEERS 
rUAT  COULD 


ihort-line  operators  are  profiting  where  thie  big  railroads  couldn't 


1 


rian  R.  R.  Whipple  can't  say  ex- 
actly why,  but  as  a  teen,  he  fell  in 
love  with  railroads.  In  college,  he 
as  an  intern  with  Southern  Pacific 
ailway,  became  a  research  analyst 
lere  after  graduation,  and  spent  the 
ext  two  decades  in  various  jobs  in  the 
idustry.  Whipple's  loftiest  ambition,  he 
iys,  was  to  become  a  division  superin- 
mdent  or  vice-president.  He  never 
reamed  of  being  a  railroad  owner — but 
e  is  today.  _^ 
Whipple,  52,  is  presi- 
ent  of  the  Santa  Fe 
outhern  Railroad.  But 
e  isn't  puffing  cigars 
f  consulting  a  pocket 
■atch.  Most  days,  you 
an  find  Whipple  in 
2ruffy  jeans  and  boots, 
xing  engines  or  in- 
jecting a  portion  of  his 
ny  railroad's  18-mile 
tretch  of  track.  He  gets  paid  $1,5UU  a 
lonth  for  a  70-hour  week — and  loves  it. 
MALL  PROFIT.  Whipple  (who  admits  his 
liddle  initials  stand  for  Randolph  Rog- 
fs,  not  railroad)  is  a  short-line  entrepre- 
eur,  one  of  scores  of  former  railroad 
mployees  who  are  buying  unprofitable 
lilroad  branch  lines  and  turning  them 
round.  The  Staggers  Rail  Act  of  1980 
rovided  the  impetus  for  that,  but  only 
1  the  past  few  years  has  the  rebirth  of 


short  lines  picked  up  steam.  The  law 
deregulated  railroads,  making  it  easier 
for  them  to  get  rid  of  unprofitable  lines. 
In  1980,  200  independent  feeder  lines  ex- 
isted. Since  then,  some  300  have  been 
formed,  and  railroaders  expect  that 
number  to  double  in  the  next  decade. 

The  new  short-line  owners  find  they 
can  turn  a  profit  where  the  big  railroads 
couldn't.  Atchison,  Topeka  &  Santa  Fe 
Railway  Co.  lost  $100,000  or  more  annu- 


SHORT-LINE 
RAILROADS 

Average  only 

60  miles 
of  track  each 


Employ  Contribute 

11%  8% 

of  the  industry's  of  the  $30  billion 

230,000  in  annuo!  railroad 

workers  revenues 


DATA,  mmm  shorf  line  railroad  assn. 


ally  on  the  112-year-okl  line  that  runs 
from  Lamy,  N.  M.,  to  Santa  Fe.  So  in 
March,  it  sold  the  line,  with  340  acres  of 
land,  a  locomotive,  and  a  caboose  to 
Whipple  and  five  investors  for  $276,000. 
Whipple's  group — which  dubbed  the  line 
Santa  Fe  Southern — expects  to  make  a 
small  profit  on  revenues  of  $180,000  in 
its  first  year  of  operation. 

Short  lines  like  it  may  be  small,  but 
they're  hardly  humble:  A  single  line  av- 


erages just  60  miles  in  length,  but  the 
500  nationwide  comprise  a  hefty  26%  of 
all  track  in  the  U.  S.  (table).  They  play  a 
crucial  role  by  servicing  shippers  too 
small  for  the  big  railroads  to  worry 
about  and  feeding  those  customers' 
goods  into  the  bigger  lines.  Now,  some 
small  shippers  who  had  defected  to 
trucking  companies  in  the  early  '80s  for 
lack  of  service  are  being  wooed  back  by 
the  smaller  lines.  The  big  railroads  "are 
the  arteries  and  veins,"  says  Whipple. 
"We're  the  capillaries." 
FEW  FAILURES.  Their  big  advantage  is 
lower  costs.  Because  short  lines  don't 
have  to  hire  union  workers,  they  can  cut 
wages  and  run  smaller  crews.  Overhead 
is  often  lower,  too.  For  six  months,  San- 
ta Fe  Southern's  headquarters  were 
housed  in  the  offices  of  architect  Neil  A. 
Carter,  the  railroad's  vice-president. 

There  are  drawbacks.  Short  lines  of- 
ten depend  on  a  single  shipper  for  busi- 
ness. Sales  at  RailTex'  San  Diego  &  Im- 
perial Valley  took  a  dive  when  a 
Mexican  cement  company  that  contribut- 
ed 30%'  of  its  business  was  found  guilty 
of  selling  below  cost  in  the  U.  S.  and  had 
to  stop  shipping.  High  maintenance 
costs  to  repair  track  that  main-line  own- 
ers had  let  go  to  seed  can  cause  prob- 
lems. Then  there  are  natural  disasters: 
Eureka  Southern  in  California,  an  earlier 
Whipple  endeavor  formed  in  1984,  was 
knocked  out  of  business  two  years  later 
after  a  flood  took  out  100  miles  of  track. 

Still,  failures  are  few,  since  feeders 
can  not  only  cut  costs  but  also  can  pro- 
vide a  level  of  service  shippers  never 
had  before.  The  feeders  have  clout  with 
megacarriers,  so  they  can  get  scarce 
railcars  and  win  for  shippers  lower  rates 
for  main-line  service  than  shippers  could 
negotiate  themselves.  Short  lines  go  far 
to  please  customers. 
Louisiana  &  Delta  spent 
roughly  $200,000  re- 
building a  spur  line  to  a 
customer's  pipe-coating 
plant  in  1989.  As  a  re- 
sult, the  plant  shipped 
1,708  railcars  last  year, 
up  from  281  in  1987. 
Some  of  the  short 

 lines  also  are  tapping 

mammmummmm  jnto  a  nostalgia  for  old- 
fashioned  passenger  trains.  Whipple's 
group  will  supplement  freight  revenues 
by  taking  tourists  for  rides  in  the  ca- 
boose and  a  Pullman  car.  In  late  July,  it 
will  begin  hauling  passengers  on  a 
"hobo  tour"  from  Santa  Fe  to  Lamy  and 
back.  The  job  may  never  make  Whipple 
wealthy,  but  it's  more  fun  than  being 
division  superintendent. 

By  Sandra  D.  Atchison  in  Santa 
Fe,  N.  M. 
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REGENERON  HAS  RESEARCH 
ON  THE  BRAIN 


It's  nurturing  top  neuroscientists  and  betting  they'll  roll  over  rivals 


Ei 


ven  by  the  standards  of  the  biotech 
industry,  Regeneron  Pharmaceuti- 
Icals  Inc.  is  on  a  particularly  daunt- 
ing quest.  It  is  one  of  a  handful  of  com- 
panies focusing  on  the  body's  most 
complex  mechanism,  the  brain.  And  it  is 
pursuing  treatments  foi- 
deadly  diseases  without  as- 
surance that  ways  will  be 
found  to  escort  these  drugs 
through  the  blood-brain 
barrier  that  protects  the  or- 
gan. It  might  hardly  seem 
worth  the  effort  but  for  the 
chance  to  find  miracle  cures 
and  someday  capture  mar- 
kets worth  billions.  And  ex- 
cept for  this:  Dr.  Leonard 
S.  Schleifer,  a  neurologist 
and  Regeneron's  40-year- 
old  founder,  has  a  plan  to 
last  the  long  haul. 

Schleifer's  strategy  is  to 
overwhelm  the  competition 
with  scientific  talent,  in- 
cluding the  three  Nobel  lau- 
reates on  Regeneron's  14- 
member  advisory  board 
that  helps  set  research  pri- 
orities. By  the  mid-1990s,  he 
plans  to  have  produced 
drugs  based  on  nerve 
growth  factors — or  natural 
proteins — that  treat  the  least  complicat- 
ed neurological  diseases.  After  the  year 
2000,  his  goals  are  much  bigger:  nerve 
growth  drugs  for  scourges  such  as  Alz- 
heimer's and  Parkinson's  disease.  For 
the  funding  all  this  will  require, 
Schleifer  is  counting  on  his  150  scientists 
to  make  unforeseen  breakthroughs  and 
on  income  from  research  contracts. 
POWERFUL  PARTNER.  It's  a  plan  fraught 
with  scientific  and  market  challenges.  In 
May,  four  years  after  its  founding,  Re- 
generon received  Food  &  Drug  Adminis- 
tration permission  to  do  human  trials  of 
a  nerve  growth  factor  called  ciliary  neur- 
otrophic factor,  or  CNTF,  to  treat  amyo- 
trophic lateral  sclerosis  (ALS).  Known  as 
Lou  Gehrig's  disease,  this  is  a  debilitat- 
ing, ultimately  fatal,  motor-neuron  ail- 
ment that  afflicts  30,000  people  in  the 
U.  S.  Stuart  Weisbrod,  a  biotech  analyst 
at  Merrill  Lynch  &  Co.,  says  CNTF's  do- 


mestic market  could  be  $450  million. 

This  may  be  a  hard  prize  to  win,  how- 
ever. A  joint  venture  of  Synergen  Inc.  in 
Boulder,  Colo.,  and  Syntex  Corp.  in  Palo 
Alto,  Calif.,  is  in  close  pursuit  with  its 
own  human  trials  of  CNTF,  and  it  holds  a 


A  NIRVANA  OF  SCIENCE":  SCHLEIFER,  YANCOPOULOS 


REGENERON'S 
WILD  RIDE 


key  patent  on  the  drug.  The  FDA  has 
already  given  CNTF  orphan-drug  status, 
a  monopoly  granted  as  an  incentive  to 
develop  medicines  for  rare  diseases. 
That  means  the  first  company  to  win 
FDA  approval  will  have 
an  exclusive  right  for 
seven  years  to  sell 
CNTF  for  treating  ALS. 
Weisbrod  calls  the 
drug  "the  most  com- 
petitive of  the  newer 
biotech  products." 

Beyond  that  lies  a 
major  scientific  hurdle. 
Regeneron's  first 
drugs,  including  CNTF, 
work  on  the  peripheral 
nervous  system  and 
thus  can  be  injected 
under  the  skin.  "We 
can  deliver  on  our  busi- 
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ness  plan  for  five  years  and  beyond 
without  a  technology  that  breaches  the 
blood-brain  barrier,"  says  Schleifer.  But 
after  that,  the  equation  will  change. 
Nerve  growth  factors  are  large  proteins 
that  currently  can't  reach  the  brain  ex- 
cept through  a  shunt — or  tube — inserted 
into  a  patient's  head.  Experts  say  it  may 
take  a  Nobel-prize  breakthough  to  come 
up  with  a  more  practical  delivery  sys- 
tem. And  it  isn't  clear  when  that  will  be. 
Biotech  startups  such  as  Alza,  Al- 
kermes,  and  Pharmatec  are  working  on 
a  variety  of  approaches,  which  may  not 
be  ready  for  .5  to  10  years. 

Nerve  growth  factors  are  the  product 
of  a  decade  of  research  on  the  molecular 
workings  of  the  brain.  Existing  thera- 
pies relieve  brain-illness 
symptoms  but  don't  treat 
the  causes.  Levo-dopa,  a 
longtime  treatment  for  Par- 
kinson's, helps  sufferers  by 
"simply  replacing  missing 
chemicals,"  says  Ronald  M. 
Lindsay,  vice-president  for 
neurobiology  at  Regeneron. 
And  its  effectiveness  de- 
clines as  the  disease  pro- 
gresses. By  contrast,  Re- 
generon is  targeting  the 
underlying  cause  of  the  dis- 
ease, which  is  that  nerve 
cells,  or  neurons,  degener- 
ate and  die  instead  of  re- 
plenishing themselves  as 
other  cells  do. 
STUMBLINC  BLOCK.  That's 
where  neurotrophic  factors 
l  ome  in.  In  a  healthy  brain, 
these  proteins  constantly 
promote  nerve-cell  survival. 
They  also  do  very  specific 
jobs.  CNTF  affects  only  mo- 
tor neurons,  making  it  good 
for  Lou  Gehrig's  disease.  Another  prod- 
uct Regeneron  is  readying  for  the  mid- 
1990s,  called  brain-derived  neurotrophic 
factor,  or  BDNF,  appears  to  work  on  the 
neurons  that  die  in  Alzheimer's  and  Par- 
kinson's, ailments  that  af- 
flict 6  million  people  in  the 
U.  S.  Until  the  blood-brain 
barrier  can  be  breached, 
Regeneron  is  aiming  BDNF 
at  nerve  damage  caused  by 
AIDS  and  diabetes,  among 
other  diseases.  Industry 
leader  Amgen  Inc.,  based  in 
Thousand  Oaks,  Calif.,  is 
contributing  $.53  million  and 
the  work  of  30  scientists  to 
help  perfect  this  and  anoth- 
er drug. 

Regeneron  attracts  such 
partners  because  of  its  re- 
search team.  It  claims  one 
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THE  DIAMOND  ANNIVERSARY  BAND. 

Whether  it'  s  your  1st,  5tK  or  lOtk  anniversary,  tkis  year, 
tell  ker  you'd  marry  ker  all  over  again. 

A  diamond  is  foreven 


De  Beers       Diamond  Anniversary  Band  shown,  $2,395.  Price  slightly  higher  in  Puerto  Rico  &  Hawaii.  JCPenney 


the  larg-i'st  combined  gfoups  of  niolec- 
lar  biologists  and  neurobiologists  in  the 
orld,  many  drawn  by  a  dt'^ree  of  free- 
)m  that's  rare  at  drugniakers.  Three 
iars  at^o,  (Jeorge  D.  Yaneopouios,  then 
),  graduated  from  Columbia  University 
ith  an  M.I),  and  a  Phi)  in  molecular 
imunology — and  one  of  the  school's 
ghest  grade  averages  in  40  years, 
ourted  by  such  top  research  universi- 
8S  as  Stanford,  Columbia,  and  UCLa, 
ancopoulos  instead  hired  on  as  vice- 
•esident  for  discovery  at  Regeneron  in 
irrytovvn,  N.  Y. 

The  company  not  only  promised  gener- 
is funds  for  his  r-e.search,  it  agreed  to 
t  him  publish  his  findings,  a  combina- 
jn  that  he  says  makes  it  "a  nirvana  of 
■ience."  This  approach  may  give  com- 
jtitors  a  lift,  but  Schleifer  is  wedded  to 

anyway.  Otherwise,  "yoii  cannot  at- 
act  first-rate  scientists,"  he  says.  "This 

the  reward  system  for  them.  ' 
ilTiCAL  MASS.  Although  its  emphasis  is 
ill  research,  Regeneron  is  revving  up 
ir  production.  Two  of  its  advisory 
)ard  members  helped  Merck  &  Co. 
immercialize  Mevacor,  the  cholesterol- 
wering  drug.  And  Regeneron  has  a 
!W  $4  million  factory.  It  makes  CKTF  by 
serting  a  gene  for  the  nerve-healing 
•otein  into  bacteria,  which  manufacture 
e  drug.  Regeneron  is  using  varying 
)sages  of  CNTF  in  its  trials  on  als  pa- 
jnts,  while  Synergen  and  Syntex,  in  a 
ss  sweeping  approach,  use  a  single 
)sage.  Analysts  are  betting  on  Regen- 
•on  to  get  through  the  FDA  first:  "It 
IS  such  a  critical  mass  of  scientists  that 

looks  likely  to  win,"  enthuses  Larry 
loom,  an  analyst  at  Dillon,  Read  &  Co. 

New  York.  It  has  already  petitioned 
e  Patent  &  Trademark  Office  to  over- 
irn  Synergen's  patent — on  grounds 
at  Regeneron  first  cloned  the  gene  for 
■ITF.  Synergen  says  simply  that  it  has 
e  patent  and  won't  comment  on  its 
inical  trials. 

Even  if  Regeneron  loses  this  battle, 
:hleifer  says,  revenue  from  research 
rreements  and  other  products  will  keep 

solvent.  Reflecting  the  malaise  in  bio- 
ch  stocks,  the  company's  shares  have 
•opped  50%  in  the  15  months  since  it 
ent  public  at  22  and  raised  $99  million 

the  second-largest  biotech  public  of- 
ring.  But  it  has  $100  million  in  cash, 
nd  its  losses  so  far  aren't  overwhelm- 
g — $4.4  million  last  year  on  revenue  of 
2.5  million,  which  came  from  interest 
come  and  research  deals  with  the  likes 

Amgen  and  Sumitomo  Corp.  It's  also 
'veloping  more  nerve  growth  factors 
ith  collaborators  such  as  Karolinska 
istitutet  in  Sweden  and  the  Ma.x- 
anck-Institut  in  Germany.  At  the  least, 
is  work  should  lead  to  new  under- 
anding  of  the  brain.  At  most,  it  may 
le  day  yield  life-saving  drugs. 

By  Fk'ur  Templeion  in  New  York 
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Washington,  DC :  72%  of  WordPerfect 
user:^  found  Microsoft 
Word  for  Wirulou's  easier  to  learn. 


Dallas:  88%  of  WordPerfect  users  preferred  Microsoft 
Word  for  Windows  over  WordPerfect  for  Windows. 


Los  Angeles:  72%  of  WordPerfect  users,  if  given  a  choice,  would  buy 
Microsoft  Word  for  Windows  over  WordPerfect  f>r  Windows. 


The  1992  Word  Challenge  is  over. 

And  as  you  can  see,  the  results 
speak  for  themselves.  WordPerfect  for 
DOS  users  all  over  the  country  prefer  Word 
for  Windows "  for  everyday  word  proces- 
sing tasks.  Over  the  past  two  months,  the 
National  Software  Testing  Labs  visited  10 
different  cities  to  ask  WordPerfect  users 
to  compare  WordPerfect  for  Windows  and 

'Offer fiond  for  .  urn  nt  lumen  s  <./  Wimll'iTkcl.  MulliMat,\  WordStar^  MS'^  Word  for  MS  DOS'"  and  Dv^phvWnl.'"  I'Imsr  allot 
C  '-rporatum.  All  rmhts  ri  '-i-n  t  d  I'nnted  in  th-         Mtcrow/t  l-.  a  rf^LsU  n  d  tra/U  nuirk  atui  Wi)uitm  \  /^    tradntmrk  iifMu  ni'.of] 


The  1992  Coast-W 

Microsoft  Word  for  Windows  side-by-side. 
WordPerfect  users  were  amazed  at  how 
Word  put  them  one  step  away  from  accom- 
plishing everyday  word  processing  tasks 
with,  in  many  instances,  one  simple  click 
of  the  mouse.  They  found  it  that  easy. 

The  tour  was  not  only  ftin,  but  it  def- 
initely confirmed  two  very  strong  hunches 
we've  had  for  some  time.  One,  WordPerfect 


/  wn  k-.  for  ddtirm  upon  rnrifl  «l  ordn  bv  Mn  n<.sf<//  Dffi-j  fxpms  9/:iO/9L'  Linul  o 
'orpouitum  Wordh  rhrt  Ls  a  rt'^isttn-d trod.-murii  ff  Wcrdh  rln  I  O'rp 


Microsoft  Word  for 
to  state  theyte  in. 


Chicago:  68%  of  WordPerfect  users,  if  given 
a  choice,  would  buy  Microsoft  Word  for 
Windows  over  WordPerfect  for  Windows. 


St.  Louis:  71%  ofWordPerfect  users 
preferred  Microsoft  Word  for  Windows  over 
WordPerfect  for  Windows. 


■alt  Lake  City:  76%  ofWordPerfect  users 

preferred  Microsoft  Word 
Wirulows  over  WordPerfect  for  Windows. 


Minneapolis:  88%  ofWordPerfect 

users  felt  that  Miini^ail  Wnd 
for  Windoies  was  the  (  a.su  st  to  use. 


Atlanta:  74%  ofWordPerfect  users  felt  that 
Microsoft  Word  for  Windows  was  the  easiest  to  use. 


New  \brk:  80"i:  iifWi'nll  i  rfecl  users 
think  Hull  Mil  lii^oft 
Word  for  Windows  is  easier  to  use. 


)ast  Word  Challenge. 

sers  prefer  Word  for  Windows  for  every- 
ay  word  processing  tasks.  And  two,  air- 
orts  sell  some  very  tacky  souvenirs. 

But  you  can  see  for  yourself.  Sim- 
[y  call  us  for  a  ft-ee  "Word  Challenge  Kit!' 
icluded  is  a  videocassette  highlighting 
le  actual  test,  and  interviews  with 
WordPerfect  users  who  took  the  challenge. 
Iso  in  the  kit  are  the  files  you  need  to  test 


Word  on  your  own.  Call  (800)  323-3577, 
Department  HD2.  We  think  once  you  get  a 
chance  to  judge  for  yourself,  you'll  no 
doubt  want  to  take  advantage  of  our  special 
$129  upgrade  offer* 

No  matter  what  state  you're  in. 

Mkmsolt 

Making  it  easier 


lood only  m  the  SI)  Vmli-d  Stain  To  memc  only  the  NSTL  li  st  n  ^ulh  In  llir  llmh  d Slalry  cull  (Kim)  :a:i  :i577.  Dept.  HD2.  For  informalion  only  In  Cmiada.  call ISOO)  56.W048.  milsij,'  llu- IIS  and Canaila.  rail  (2oa  93li-SIXI  ©  1992  Microsoft 
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Progressive  corporations  all  over  the  woi 
are  turning  desk  chairs  into  seats  of  learnir 
Corridors  into  study  halls.  And  sme 
employees  into  smarter  ones  wi 
BusinessWeek  Advance,  an  invaluable  gro 
of  executive  services  from  the  publisher 
BusinessWeek  magazine. 

BusinessWeek  Advance  puts  the  hig 
impact  information  of  BusinessWeek  into  yo- 
executives'  hands — and  minds — every  wee| 
But  more  than  that,  we'll  customize  o 
program  to  suit  your  needs.  J 

We'll  express-deliver  BusinessWeek  ' 
brief  your  executives  early.  Enclose  yo  , 
personal  message  to  your  staff.  Sei- 
proprietary  reports  and  analyses  fro' 
prestigious  institutions.  Supply  your  sta' 
with  developmental  materials.  And  more.  [ 

Providing  BusinessWeek  Advance  to  yo" 
employees  can  result  in  smarter  decision 
Higher  morale.  Strengthened  confidenc) 
And  better  performance. 

But  BusinessWeek  Advance  does  mo 
than  make  your  executives  more  valuable  , 
your  corporation.  It  makes  your  corporatii' 


) 


more  valuable  to  your  executives. 


FOR  MORE  INFORMATION, 
CALL  212-512-3578. 


II 


BusinessWeek 


dvance 


1221  Avenueof  the  Americas, 
New  York,  New  York  10020 


eveiopments  to  Watc 


)ITED  BY  WILLIAM  D  MARBACH 


Ml  THE  STARS  OUT  TONIGHT? 
HIS  TECHNOLOGY  CAN  TELL 


Twinkling  stars  may 
inspire  poets,  but  the 
distortions  caused  as 
starlight  passes  through 
the  atmosphere  are  a 
headache  for  astrono- 
mers. Soon,  thanks  to 
adaptive-optics  technol- 
ogy, scientists  may  get 
an  unprecedented  view 
of  the  heavens.  Devel- 
oped so  the  military 
could  hit  missiles  with 
laser  weapons,  the  tech- 
nology uses  computers 
id  sensors  to  detect  how  light  is  being  distorted,  then  special 
exible  mirrors  to  compensate  for  the  distortions. 
Scientists  at  Georgia  State  University  and  Georgia  Institute 
Technology  are  designing  an  adaptive-optics  observatory 
)nsisting  of  seven  small  telescopes  in  a  Y-shaped  array.  Be- 
des  correcting  for  atmospheric  distortion,  computers  will 
imbine  the  seven  images  to  achieve  the  resolution  of  a  tele- 
•ope  a  quarter-mile  across.  That  would  enable  astronomers  to 
le  details  5,000  times  smaller  than  with  the  best  ground- 
ised  telescopes — and  even  150  times  better  than  the  Hubble 
)ace  telescope  was  designed  to  provide.  The  cost?  Roughly 
.0  million,  or  less  than  17'  of  the  Hubble's  price.  Scientists 
ly  the  observatory  could  be  operating  in  New  Mexico's  Sacra- 
ento  Mountains  by  late  1995. 


N  JAPAN,  YET  ANOTHER 
OLD-FUSION  MYSTERY 


It's  budget-drafting  time  for  Japan's  government  agencies, 
land  this  year  the  process  is  spiced  by  a  politically  charged 
ystery  involving  the  powerful  Ministry  of  International 
;"ade  &  Industry.  In  mid-July,  the  Japanese  press  reported 
lat  MITI  plans  a  huge  five-year  research  campaign  to  harness 
lid  fusion,  spending  tens  of  millions  of  dollars.  But  govern- 
ent  officials  now  say  that  MiTl's  Natural  Resources  &  Ener- 
/  Agency  will  request  less  than  $2  million. 
Cold  fusion  grabbed  headlines  worldwide  in  1989,  when  two 
niversity  of  Utah  researchers  claimed  they  could  generate 
ision  energy  in  a  glass  jar.  Most  scientists  subsequently 
smissed  the  idea,  but  some — including  Akito  Takahashi,  a 
lysicist  at  Osaka  University — have  stubbornly  kept  at  it 
!W — Mar.  2).  Insiders  in  Japan's  cold-fusion  clique  insist  that 
sports  of  a  major  program  are  accurate.  They  say  the  natural 
^sources  division  is  downplaying  the  plan  to  avoid  a  fight 
ith  the  MITI  arm  that  ordinarily  manages  nuclear  research. 


UPERCONDUCTORS  THAT 
AN  KEEP  THE  JUICE  FLOWING 


JH^hen  a  momentary  sag  in  electric  power  causes  the 
WW  lights  to  dim,  most  people  hardly  notice.  But  tiny  power 
itches  can  cause  thousands  of  dollars  in  equipment  damage 
id  lost  production  for  companies  involved  in  such  delicate 
•ocesses  as  making  semiconductors  or  synthetic  fiber.  Now, 
aperconductivity  Inc.,  a  small  company  in  Madison,  Wis.,  has 


a  way  to  use  superconductors  to  bridge  the  gap  when  the 
power  wanes. 

Developed  with  the  help  of  Richard  A.  Lundy,  a  former  top 
researcher  at  Fermi  National  Accelerator  Laboratory  in  Illi- 
nois who  is  si's  chief  technical  officer,  the  company's  Super- 
conducting Storage  Device  consists  of  an  18-inch  magnet  coil 
submerged  in  liquid  helium  at  a  temperature  of  -452F.  Be- 
cause superconductors  eliminate  resistance  to  electrical  cur- 
rent, the  device  can  store  large  amounts  of  energy  indefinitely. 
It  can  kick  in  in  less  than  2  milliseconds,  allowing  critical 
manufacturing  processes  to  ride  through  outages  as  short  as 
100  milliseconds. 

The  large-capacity  devices  cost  $900,000  to  $1.9  million.  Ear- 
ly sales  include  an  SSD  being  used  at  an  IBM  semiconductor 
plant  in  Fishkill,  N.  Y.  According  to  si,  power  companies  in 
Brazil  and  France  also  have  shown  interest. 


SOFTWARE  THAT  SPOTS 
BREAST  CANCER  EARLY 


If  women  heed  the  American  Cancer  Society's  recommenda- 
tion to  have  a  mammogram  before  age  40,  and  frequently 
thereafter,  to  look  for  early  signs  of  breast  cancer,  there  will 
be  a  sharp  rise  in  the  number  of  tests  performed.  Already, 
there's  concern  over  a  shortage  of  radiologists  capable  of 
fathoming  the  often  complicated  pictures — and  over  missed 
diagnoses  resulting  from  flawed  readings. 

Biomedical  engineer  Isaac  N.  Bankman  of  the  Johns  Hop- 
kins Applied  Physics  Laboratory  has  a  potential  solution.  His 
team,  working  with  radiologist  William  R.  Brody  and  other 
Hopkins  physicians,  has  developed  computer  software  capable 
of  scanning  mammograms  and  spotting  clusters  of  tiny  lumps, 
known  as  microcalcifications.  Not  all  clusters  are  cancerous,  so 
the  system  analyzes  each  one  to  see  if  it  fits  known  patterns 
for  malignancy.  In  early  tests,  it  was  able  to  pick  out  the  same 
ominous  lumps  spied  by  the  Hopkins  doctors.  "We  are  not 
going  to  replace  the  radiologist,"  says  Bankman.  "But  the 
goal — and  so  far,  the  preliminary  results  achieve  this  goal — is 
to  do  as  well  as  the  most  expert  radiologist." 


LESS  TOXIC  LIVING 
THROUGH  ELECTRICITY? 


Cleaning  up  a  toxic 
site  full  of  gasoline, 
pesticides,  or  solvents 
isn't  easy,  especially  if 
the  contaminants  are 
deep  in  the  ground.  Bat- 
telle  Memorial  Institute 
scientists  at  the  Energy 
Dept.'s  Pacific  North- 
west Lab  in  Richland, 
Wash.,  have  developed  a 
way  to  destroy  such  or- 
ganic toxics  by  zapping 
the  site  with  electricity. 

Engineers  run  electric 
current  through  pipes  to  heat  the  ground  so  that  moisture 
boils  into  steam  that  can  be  drawn  up  through  a  separate 
perforated  pipe.  Then,  gasoline  vapors  and  other  volatile  toxics 
can  be  destroyed  above  ground  using  a  high-voltage  electric 
field.  More  stubborn  contaminants,  Battelle  says,  can  be  de- 
stroyed directly  by  raising  the  voltage  to  create  a  plasma  or 
flame  underground.  Battelle  expects  the  process  to  be  safer, 
quicker,  and  cheaper  than  digging  up  soil  for  treatment. 
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Finance 


SWINGING  AT 

THE  RIGHT  MORTGAGE  PITCH 


all  it  the  home  buyer's 
paradox.  When  prices 


e 

^■look  affordable  and  bor- 
rowing turns  cheap,  it's  usual- 
ly because  the  national  mood 
is  grim  and  the  economy 
seems  dead.  To  take  advan- 
tage of  the  real  estate  mar- 
ket, first  you  have  to  snap  out 
of  your  depression. 

Summer  '92  is  no  exception. 
Mortgage  rates  haven't 
looked  this  tempting  since  the 
Watergate  years.  The  differ- 
ence is  that  lenders  offer  a 
much  wider  variety  of  home 
loans  today  than  they  did  20 
years  ago.  Wliether  you're 
bold  or  conservative,  optimis- 
tic or  full  of  election-year 
angst,  there's  probably  a 
mortgage  product  for  you.  All 
you  have  to  do  is  crunch  lots 
of  numbers  and  read  lots  of 
fine  print. 

By  far  the  most  popular 
mortgage  remains  the  30-year 
fixed-rate  loan,  with  interest 
in  some  regions  as  low  as 
7.75'a.  Next  come  ir)-year 
fixed-rate  mortgages,  which 
run  about  a  quarter-point  low- 
er than  for  30-year  terms.  Be- 
cause they're  paid  off  in  half 
the  time,  such  loans  are  in- 
creasingly attractive  to  young 
couples  who  would  like  to 
make  the  last  mortgage  pay- 
ment before  the  kids  go  to 
college  and  among  older  peo- 
ple who  want  to  retire  free 
and  clear. 

STEEP  CURVE.  No  matter  what 
the  term,  the  security  of  an 
unchanging  monthly  payment 
is  an  automatic  draw  for  the 
majority  of  home  buyers.  "To 
this  day,  75%  to  807'  of  people 
still  reach  for  fixed-rate  mort- 
gages," says  Vice-President 
Paul  Havemann  of  HSH  Asso- 
ciates in  Butler,  N.  J.,  which 
tracks  national  mortgage 
trends. 

But  while  fixed-rate  mort- 
gages offer  peace  of  mind. 


they  don't  necessarily  give 
you  the  best  financial  deal. 
For  one  thing,  the  yield  curve 
is  so  steep — that  is,  the 
spread  between  long-term  and 
short-term  interest  rates  is  so 
wide — that  you  can  get  an  ad- 
justable-rate mortgage  (ARM) 
for  as  little  as  4.5%,  almost 
half  the  rate  of  a  30-year 
fixed.  Moreover,  such  quotes 
aren't      artificially  low. 


"They're  not  really  'teaser' 
rates,  because  the  index  is  in 
the  cellar  along  with  the 
rates,"  says  Havemann.  That 
means  the  lender  isn't  just 
luring  new  customers  with  an 
interest  rate  that  will  sky- 
rocket the  second  year  when 
it  catches  up  with  its  bench- 
mark index. 

Your  risk  with  an  adjust- 
able, of  course,  is  that  the  in- 


dex itself  will  rise  steadily. 
Fear  of  such  a  scenario  is  pre- 
cisely what  keeps  the  major- 
ity of  home  buyers  away  from 
these  loans.  Instead  of  going 
with  your  gut  reaction, 
though,  you  should  do  the 
math  to  find  out  whether  a 
fixed  or  floating  rate  is  best 
for  you.  Unless  you  plan  to 
stay  in  your  home  for  four 
years  or  longer,  the  experts 
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/,  you'll  often  save  money 
;;h  a  floating-rale  loan — 
in  if  your  rate  rises  the 
.ximum  every  year, 
i^or  example,  say  you  want 
borrow  $150,000,  and 
a're  trying  to  decide  be- 
een  a  30-year  fixed-rate 
irtgage  at  87'  and  a  one- 
ir  ARM  at  5.15%.  The  ARM 
5  an  annual  rate  cap  of  2 
-centage  points  and  a  life- 
le  cap  of  6%,  meaning  your 
.erest  rate  can't  exceed 
757"  no  matter  what  the 
.n's  underlying  index  does, 
ur  monthly  payments  on 
!  fixed  mortgage  would  be 
100.65,  and  they'd  never 
dge.  With  the  ARM,  you'd 
/  only  $875.36  a  month  the 
it  year. 

iR  CONTROL.  Assuming  that 
?  economic  disaster  follows 
jther,  and  your  rate  goes 
the  maximum  2  points  ev- 
'  year,  your  monthly  ARM 
yments  would  rise  to 
074.62  the  second  year, 
288.73  the  third,  and  finally 
,x  out  at  $1,514.11  in  year 
ir.  But  after  three  years, 
jr  total  payments  add  up  to 
)8.76  less  than  if  you'd  been 
/ing  87"  all  along.  And  if 
,es  remain  stable  or  rise 
>re  slowly,  it  will  take  even 
ger  for  the  ARM  to  become 
•re  expensive  than  the  fixed 
,n.  In  some  parts  of  the 
S.,  the  spread  between  ARM 
>es  and  longer-term  mort- 
ges  is  so  wide  that  it  will  be 
^en  years  before  a  fixed- 
e  mortgage  becomes  the 
;ter  deal. 

3ne  way  to  ease  the  terror 
annual  adjustments  is  to 
)p  for  a  longer-term  ARM. 
e  savings  within  a  few 
irs  can  still  be  significant, 
i  you  feel  more  in  control, 
the  example  above,  if  you 
ked  a  three-year  ARM  at 
%,  you'd  pay  $1,048.82  a 
inth.  Total  payments  after 
•ee  years  would  be 
865.88  less  than  with  the 
fixed-rate  mortgage.  And 
;y'd  be  $1,107.12  less  than 
a'd  pay  with  a  one-year 
M,  assuming  the  maximum 
nual  rate  rises.  For  first- 
le  home  buyers  who  plan  to 
de  up  when  the  economy 
proves,  a  three-year  ARM 
.kes  good  sense. 
Sut  there's  another  peril  to 


ARMS  besides  the  interest-rate 
gamble.  "People  don't  know 
the  right  (luestions  to  ask 
about  adjustiibles,"  says  Mar- 
garet Scott,  president  of 
Mortgage  Advi.sory  Services, 
a  broker  that  works  with  35 
lenders  in  the  New  York  area. 
First,  she  says,  make  sure 
you' know  to  which  index  the 
ARM  is  pegged.  Many  are 
linked  to  the  rate  on  Treasury 


new  rate  accordingly.  Know- 
ing which  benchmark  a  bank 
em[)loys  has  helped  many  a 
borrower  correct  costly  mis- 
tiikes. 

Second,  to  their  costs  of 
funds  lenders  add  a  margin  of 
2  to  4  percentage  points.  The 
margin  is  where  you  can  lose 
out  in  the  long  term  if  you're 
not  careful,  says  Scott.  Here's 
how:  Bank  A  offers  a  one- 


A  SMORGASBORD  ESM 
OF  MORTGAGES 


Monthly  payments 
Tofol  payments  aher  first  7  years** 


7.87% 
$M22 
$119,448 


-YEAR  ■  7- YEAR 

ARM  ■/  TWO-STEP  I 

7.58%  P  7.75% 

$1,057  M  $1,075 


'  Estimated  national  averoges  for  July  DATA:  HSH  ASSOCIATES;  BW 

"Interest  and  principal  on  a  SI  50,000  loon,  not  including  points  or  closing  cost  and 
assuming  the  worst-cose  scenario  for  ARMs  with  2%  annual  and  6%  lifetime  caps 


securities  of  the  same  term — 
that  is,  a  one-year  arm  will  be 
based  on  the  one-year  T-bill 
rate,  a  three-year  ARM  on  the 
three-year  note. 
'■ '  Another  common  index  is 
the  so-called  11th  District  cost 
of  funds,  established  by  the 
Federal  Home  Loan  Bank 
Board   in   the  southwestern 


Fixed  or  adjustable? 
The  answer  isn't 
always  so  simple 


U.  S.,  where  many  banks'  par- 
ent or  holding  companies  are 
based.  The  11th  District  index 
tends  to  be  slightly  less  vola- 
tile than  Treasury  rates,  mov- 
ing up  more  slowly  when  in- 
terest rates  rise  and  dropping 
more  slowly  when  they  fall. 
Lenders  look  at  these  indices 
45  days  before  your  loan's  an- 
niversary date  and  set  your 


year  ARM  at  only  57  for  the 
first  year,  with  a  three-point 
margin.  Bank  B  across  the 
street  charges  5.757"  for  its 
adjustable,  but  at  a  margin  of 
just  2.257'. 

Now,  both  margins  exceed 
the  27"  annual  adjustment 
cap,  so  initially,  Bank  A 
seems  the  better  deal.  But 
once  the  loans  are  fully  in- 
dexed— that  is,  once  you're 
paying  the  underlying  rate 
plus  the  bank's  full  margin — 
you'll  always  pay  three-quar- 
ters of  a  point  more  at  Bank 
A.  On  the  other  hand,  Bank  A 
has  a  lower  lifetime  cap,  be- 
cause the  maximum  number 
of  percentage  points  will  be 
added  to  a  lower  base  rate. 
So,  as  with  all  mortgages, 
how  long  you  plan  to  stay  in 
your  house  and  whether  inter- 
est rates  are  trending  up  or 
down  should  be  factors  in 
your  choice. 

An  increasingly  popular 
type  of  mortgage,  the  two- 
step,  offers  the  stability  of  a 


fixed-rate  loan  at  somewhat 
lower  rates.  With  a  so-called 
5-25  mortgage,  you  pay  about 
1  point  less  than  the  going 
rate  for  30-year  loans,  and  the 
rate  stays  put  for  five  years. 
Then  it's  recalculated  to  re- 
flect prevailing  rates  for  30- 
year  fixed-rate  mortgages.  A 
7-23  starts  out  slightly  more 
expensive,  but  your  rate  is 
locked  in  for  the  first  7  of  its 
30  years. 

With  two-step  mortgages, 
"you're  getting  the  loan  at  a 
discount,  provided  you  move 
after  either  five  or  seven 
years,"  says  Scott.  The  bank, 
of  course,  is  betting  you 
won't  move.  But  even  if  you 
don't,  you  know  how  your 
new  rate  will  be  calculated, 
and  there's  only  one  adjust- 
ment to  live  through. 

Since  the  average  American 
moves  every  six  years,  people 
who  choose  fixed-rate  mort- 
gages over  today's  cheap 
ARMS  do  so  mainly  for  psycho- 
logical reasons.  But  the  eco- 
nomic cycle  may  bear  out 
their  instincts.  Over  the  past 
10  years,  it's  true,  adjustable- 
rate  mortgages  have  saved 
people  money.  "But  that's  be- 
cause we've  had  a  down  trend 
in  interest  rates,"  remarks 
Warren  Lasko,  executive  vice- 
president  of  the  Mortgage 
Bankers  Assn.  As  soon  as  in- 
terest rates  begin  cycling  up 
again,  the  long-term  loan  will 
look  smarter. 

If  you  already  have  a  niort- 
gage,  now  may  also  be  a  su- 
perb time  to  refinance.  In  that 
case,  you  need  to  figure  out 
whether  it's  worthwhile  to 
pay  closing  costs  all  over 
again.  To  recoup  those  costs, 
you  must  either  cut  your 
monthly  payments  radically 
or  stay  in  your  house  long 
enough  for  smaller  payment 
reductions  to  add  up. 

The  only  reason  people 
aren't  beating  down  bank 
doors  to  refinance  now,  says 
h.sh's  Havemann,  is  that  most 
of  them  did  it  back  in  Janu- 
ary, when  mortgage  rates 
were  almost  as  low  as  they 
are  now.  "But  if  you  missed 
the  boat  then,  your  ship  has 
now  come  in,"  he  says.  That 
can  be  said  of  anybody  not 
too  seasick  to  look  at  real 
estate.  .Joan  War7ier 
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Personal  Business 


Smart  Money 

ARE  UP-FRONT  SAVINGS  ON 
ClOSED-END  FUNDS  FOR  REAL? 


Typically,  if  you  buy  a 
closed-end  mutual  fund 
through  a  brokerage  firm 
when  it's  first  offered,  you 
have  to  pay  an  up-front  sales 
fee,  or  load.  The  charge, 
which  runs  67'  to  77  of  the 
amount  you  invest,  helps  pay 
the  brokers'  commissions  but 
cuts  into  your  return. 

Now,  a  handful  of  securi- 
ties houses  have  begun  sell- 
ing closed-end  funds  that 
carry  no  loads.  The  immedi- 
ate advantages  are  hard  to 
dispute.  "Compared  to  a  nor- 
mal closed-end  fund  where 
you  have  94$  left  (after  the 
load),  with  ours  you  have  $1 
working  for  you  on  day 
one,"  says  Jerome  Miller, 
president  of  Shearson's  As- 
set Management  Group. 

Still,  no  one's  giving  any- 
thing away.  Without  a  load, 


open-end  muni-bond  funds 
(0.787).  "A  higher  expense 
ratio  heightens  the  hurdle 
the  manager  has  to  jump 
over  to  make  a  decent  re- 
turn," says  Gillis. 

One  bargain  is  Smith  Bar- 
ney's Intermediate  Municipal 
Fund,  which  estimates  its  ex- 
pense ratio  at  just  over  half 
a  percentage  point. 
TRADING  DOWN.  Since  the 
funds  are  so  new,  it's  hard  to 
evaluate  their  performance. 
Shearson's  Managed  Munici- 
pals won't  start  trading  until 
July  17.  (Investors  buy  the 
shares  of  closed-end  funds 
through  initial  public  offer- 
ings and  sell  them  like  stocks 
to  cash  out.)  Van  Kampen's 
no-load  funds  show  attrac- 
tive yields,  but  they  come  at 
the  expense  of  leverage:  It 
borrows  money  at  lower 


BROKER  CLOSED-END  NO-LOAD  FUNDS 


Assets 

millions 

Annualized  expenses 
per  $100* 

Yield 

7/10/92 

VAN  KAMPEN  MERRIH 
MUNICIPAL  TRUST 

$879 

1.49 

6.91 

SHEARSON  LEHMAN  BROTHERS 
MANAGED  MUNICIPALS  FUND 

360 

1.10 

6.10" 

SMITH  BARNEY  INTERMEDIATE 
MUNICIPAL  FUND 

82 

.60 

5.88 

*  Annualized  expenses  to  common  shareholder's  equity  **  Estimated  yield  pending  first 
dividend  payment  DATA  SHEARSON  LEHMAN  BROTHERS  INC  ,  SMITH  BARNEY,  HARRIS  UPHAM  & 
CO.,  VAN  KAMPEN  MERRin  INC. 


some  of  these  funds  charge 
a  higher  percentage  in  annu- 
al expenses  to  cover  the  com- 
mission. "You  still  pay  the 
broker,"  says  Catherine  Gil- 
lis, editor  of  Moniingstar 
Closed-End  Funds.  "It's 
just  a  matter  of  when." 

Van  Kampen  Merritt, 
which  began  offering  the 
first  no-load  closed-end  funds 
late  last  year,  has  a  1.497 
expense  ratio — management 
and  operating  expenses  to 
shareholder  assets — on  its 
Municipal  Trust.  That's  high- 
er than  Morningstar's  aver- 
ages for  either  closed-end 
municipal  funds  (0.937)  or 


short-term  rates,  invests  at 
higher  long-term  rates,  and 
captures  the  difference.  Its 
Municipal  Trust  yielded 
6.977  through  June  30,  com- 
pared with  Morningstar's  av- 
erage of  6.87'.  And  many  of 
the  Van  Kampen  no-loads 
are  trading  at  discounts  to 
their  offering  price,  so  inves- 
tors who  bought  at  the  offer- 
ing and  want  to  cash  out 
may  lose  principal. 

Regardless,  the  funds' 
purveyors  insist  that  no- 
loads  are  a  good  deal.  But 
with  a  product  that  is  less 
than  a  year  old,  that  claim  is 
hard  to  prove.      Leah  Spiro 


FORD  PROBE  GT:  SEDUCTIVE  CURVES,  BUT  SHORT  ON  INTERIOR  DESIGN 


Autos 


TWO  SISTER  SPEEDSTERS 
GET  RACY  NEW  lOOKS 


For  the  young,  image-con- 
scious buyers  of  sports 
coupes,  getting  from  0 
to  60  in  six  seconds  matters 
less  than  a  car's  looks.  With 
that  in  mind.  Ford  and  Mazda 
put  much  of  the  emphasis  on 
styling  when  they  redesigned 
the  Probe  and  its  sister  car, 
the  MX-6. 

Under  the  hood,  the  two  are 
identical,  sharing  the  same 
jazzy  24-valve,  V-6  engine  in 
the  high-end  models  and  a  16- 
valve,  4-cylinder  engine  in  the 
low-end  versions.  Ford's 
Probe  also  offers  the  same 
spirited  driving  performance 
and  smooth  shifting  as  the 
Mazda,  with  an  important  dif- 
ference: The  base  model 
Probe  is  as  much  as  $2,700 
cheaper  than  the  Mazda. 

When  it  comes  to  looks, 
these  two  aren't  twins.  The 
Probe  is  muscular,  with  a 
front  end  that  slopes  three 
inches  lower  than  its  prede- 
cessor, giving  the  driver  a 
racier  feeling  than  the  level 
MX-6.  The  Probe's  lines  curve 
in  seductively  from  the  front 
wheel  well  and  fan  out  again 
to  the  rounded  wraparound 
tail  lights.  The  wide  alumi- 
num-alloy v/heels  offer  con- 
trol during  tight  turns. 

Mazda's  teardrop-shaped 
MX-6  is  more  the  sophisticate. 
Designed  by  an  American 
team  in  Irvine,  Calif.,  it  sheds 
the  boxiness  and  rear-end 


spoiler  of  the  older  model  fo 
a  smooth,  sleek  look. 

The  Probe  falls  short  of  th- 
MX-6  on  interior  design.  It' 
narrow  bucket  seats  are  un 
comfortable,  and  the  car  bare 
ly  has  room  to  squeeze  ii 
three  adults.  The  dashboard 
plain,  even  on  the  fancier  G' 
version.  Climate  controls  an 
huge,  but  the  tiny  buttons  oi 
the  radio  make  station  selec 
tion  a  chore. 
SOUND  MACHINE.  The  MX-6 
with  wider  seats  and  ampk 
leg  room,  can  accomniodatf 
as  many  as  four  adults.  Tht 
dashboard  not  only  has  bettei- 
controls  but  also  more  ol 
them,  such  as  separate  venti 
lation  knobs  for  your  heac 
and  feet.  The  MX-6  also  of 
fers  an  audio  option  not  avail 
able  on  the  Probe:  a  sount 
system  with  both  a  tape  anc 
compact-disk  player. 

But  if  you  prefer  the  poist 
and  polish  of  the  Mazda,  be 
prepared  to  pay.  On  top  of  the 
$15,550  base  price  for  the 
least  costly  model,  you  have 
to  shell  out  $850  extra  for  aii 
conditioning,  $800  for  antilock 
brakes,  $1,000  for  leather 
seats,  and  $700  for  a  CD  play 
er.  The  Probe  starts  at 
$12,845,  and  the  GT  with  the 
larger  engine  and  better  sus- 
pension goes  for  $15,174,  op 
tions  not  included.  For  that 
price,  the  car  is  an  attractive 
package.  Greg  Bowem 
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PERSONAL  BLJSINE: 


300 


4  profitable  years:  good  deal. 


BOO 


500-^ 


400 


300 


200 


WO- 


10  profitable  years:  excellent  investment. 


21  profitable  years  in  a  row.  Enough  said. 


r 


Steady  earnings  are  a  gnod  measure  of  any  company  s  success  E\  ery  year  for  21 
years,  Freddie  Mac  earned  a  profit  hy  huyinjj  mortgages  trom  lenders,  and  packaging 
them  as  mortgage  securities  to  sell  to  investors.  This  keeps  funds  flowing,  makes 
financing  more  available  and  affordable,  and  helps  more  Americans  realize  the  dream  of 
owning  a  home.  And  for  us,  that  s  the  ultimate  measure  of  our  success. 

Freddie  Mac,  8200  lones  Branch  Drive,  Mail  Stop  40'),  McLean.  VA  22102 


Freddie  M<c1992 

eddie  Mac  became  subject  to  federal  income  taxes  Effective  January  1 ,  l485.  For  comparative 
jrposes,  pr )  forma  net  income  h  is  been  calculated  tc  r  prior  quarters  assu  ning  a  46  percent  ta  c  rate. 


DUMMIES  TESTED  IT,  TECHNICIANS  CONq 


SAABmCD 


YOU'RE  SAFER  IN  A  SAAB. 


As  most  carmakers  know,  there's  a  limit  to  how 
far  you  can  trust  a  dummy. 

For  that  reason  we  felt  reassured  when  in  March 
1992,  Sweden's  largest  insurance  company, 
Folksam,  announced  evidence  gathered  from  tens 
of  thousands  real  life  accidents. 

This  irrefutible  verdict  states  for  the  second 
time,  that  people  travelling  in  a  Saab  9000,  received 
fewer  injuries  than  in  any  other  vehicle  studied 
including  those  from  Mercedes  and  Volvo. 

And  yet,  some  people  go  to  even  greater  lengths 


to  establish  which  car  is  really  the  safest. 

One  of  Great  Britain's  consumer  organizations.^ 
assessed  the  safety  of  cars  by  dismantling  them,  in 
order  to  study  safety  aspects  of  their  design. 

At  the  top  of  the  list,  after  merciless  scrutiny 
of  approximately  200  different  cars,  was  the 
Saab  9000. 

By  these  two  measures,  the  Saab  9000  may  be 
the  safest  car  in  the  world. 

Tangible  proof  of  Saab's  leadership  in  combining 
safety  systems  such  as  energy  absorbing  crumple 
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2  3  LITRE  TURBO.  200  BHP,  OVERTAKING  PERFORMANCE  60    I00KM/HIN4TH   5  9  SEC  ,  80    I  20  K  M/H  I N  5T  H   7  8  SEC   FOR  MORE  INFORI 


D  IT,  REALITY  PROVED  IT: 


WHfcELS  SHOWN  ABOVE  ARE  OPTIMAL  EQUIPMENT  APPEARANCE  MAY  VARY 


les,  protective  safety  cage,  belt  tensioners  and 
2-impact  protection. 

^et  what  these  accidents  studies  don't  reveal,  is 
b's  leadership  in  another  aspect  of  safety: 
rhe  ability  to  stay  out  of  trouble  in  the  first 
ce. 

\  Saab  keeps  you  constantly  up-to-date  with 
at's  happening  between  the  wheels  and  the 
d,  information  instantly  communicated  through 
ssis  and  driver's  seat,  giving  maximum  time 
react. 


CALL  I -800-582-SAAB  OUTSIDE  THE  USA  WRITE:  SAAB  RESPONSE  SERVICE.  S-461  80  TROLLHATTAN.  SWEDEN   FAX    +46  155  2180  00. 


Response  is  immediate  whatever  the  conditions. 
ABS  and  Saab's  unique  Traction  Control  system 
add  even  more  stability. 

All  this  makes  for  a  more  alert  driver,  which  is 
the  starting  point  of  the  Saab  design  philosophy. 

From  whatever  perspective,  you  have  to  be 
safer  if  you  are  travelling  in  a  Saab. 
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Private  Banking 

WHERE  THE  WELL-HEELED 

GET  MORE  THAN  HAND-HOLDING 


Ste]i  tliniu^rli  it; 
doors  and  y(.Hril  st^e 
that  Bessemer  Trust  is 
IK)  ordinary  bank.  Tucked 
away  on  the  .'iDtli  floor  of 
RockefeHer  ("enter's  Interna- 
tional lluildin^. 


of  paying  bills,  personal  ac- 
counting, and  educating 
si)ouses  and  children  about  fi- 
nances," says  Bessemer  Se- 
nior Executive  Vice-President 
Robert  Elliott,  who  numbers 
among  his  jobs  minding  Presi- 
dent Bush's  blind  trust.  But 
as  markets  have  gone  global, 
holding  a  client's  hand  isn't 
enough.  The  executives  and 
enti'epreneurs  that  comprise 
today's  private-l)anking  cli- 
entele want  performance 
along  with  attention. 
"There's  more  to  pi'ivate 
)anking  than  putting  assets 
Treasury  bills,"  st 


funds  (table).  Along  with  es- 
tate planning  and  tax  advice, 
for  example,  you  may  find 
jankers  Trust  Managing  Di- 
rector Mary  Lehman  inviting 
you  to  invest  $500,000  to  $2 
million  in  one  of  the  bank's 
currency-trading  funds.  Or 
maybe  you'd  like  a  newfan- 
gled certificate  of  deposit 
whose  yield  is  tied  to  the  fu- 
ture performance  of  the  Stan- 
dard &  Poor's  500-stock  index, 
the  Nikkei  stock  average,  or 
even  foreign  currencies. 
BLUE-CHIP  BASKETS.  If  Nikkei 
I  lls  are  loo  exotic,  most  pri- 
vate bankers  should  still  offer 
you  global  stock  and  bond 
strategies  custom-tailored  to 
your  age,  tax  status,  and  in- 
come requirements.  For  a 
minimum  of  $50  million,  Heinz 
Hockmann  of  Frankfurt's 
Commerzbank,  for 
one,  will  assemble  a 
portfolio  composed  of 
baskets  of  blue-chi].)  etj- 
uities  thai  replicate  the 


neurs  restructure  their  fi- 
nances is  becoming  a  major 
market  for  private  bankers. 
Many  of  these  executives 
have  paid  surprisingly  little 
heed  to  their  personal  portfo- 
lios. Now,  in  developing  a  fi-  i 
nancial  plan,  many  bankers  ' 
suggest  investing  at  least  157'  | 
of  assets  in  stocks  and  bonds 
offshore  to  guard  against  the! 
ups  and  downs  of  the  U.  S.l 
economy.  I 
That's  certainly  been  Ray-  ,s 
mond  Laub's  experience.  A  a 
Milwaukee  insurance  broker,  fii 
Laub  entered  the  world  of  pri-  j 
vate  banking  when  Bank  Ju-  )t 
lius  Baer  provided  him  with  a  s 
letter  of  credit  to  back  up  his 
membership  in  Lloyd's  of 
London.  Satisfied,  Laub  then 
turned  to  the  Swiss  bank  tojil! 
manage  his  "several-hundred- 
thousand-dollar"  bond  portfo 
lio.  "They'll  put  money  into 
foreign  government  bonds|e 
and  earn  5'/'  more  than  Trea 
suries,"  says  Laub.  "That 
gives  me  a  lot  of  confidence." 

With  the  Bundesbank  keep- 
ing money  tight,  "European 


you  will  find  no  tellers,  cash 
machines,  or  racks  of  bro- 
cliures  pushing  li;As  and 
home  mortgages — just  a  smil- 
ing receptionist  seated  l>efore 
a  portrait  of  Bessemer's  be- 
whiskered  founder,  turn-of- 
the-century  steel  magnate 
Henry  Phipps.  And,  oli,  yes, 
one  retiuirement:  You 
should  be  planning  to  in- 
vest at  least  $5  million. 

For  nmch  of  this  centu- 
ry, gilt-edged  private 
banks  such  as  Bessemer 
have  ministered  to  needs 
of  the  wealthiest  by  cliii- 
ping  coupons,  helping  get 
their  kids  into  the  right 
schools,  and  managing 
their  complicated  estates. 
Indeed,  "we  still  do  a  lot 
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Chase  Miuihattan  Bank  Vice- 
President  Richard  Dolny. 
"Our  clients  are  looking  for 
unique  services," 

Such  demands  are  prompt- 
ing banks  to  present  to  their 
best-heeled  customers  many 
services  once  available  only  to 
large  corporations  or  pension 


A  SAMPLER  OF  SERVICES 

BESSEMER  TRUST  A  global  stock  portfo- 
lio returning  17%  annually  since  1977 

BANK  JULIUS  BAER  Letters  of  credit  and 
international  bonds 

BANKERS  TRUST  Foreign-exchange 
trading  funds  and  custom-tailored  CDs 

CHASE  MANHATTAN  Help  in  restructur- 
ing and  selling  family  businesses 


major  stock-market  iniiices  of 
15  countries,  including  Germa- 
ny, Japan,  and  the  U.  S. 

You're  even  likely  to  find 
your  banker  offering  loans 
and  advice  for  your  business. 
Bankers  Trust  may  invite  you 
to  take  courses  at  the  Owner 
Managed  Business  Institute, 
its  affiliate  in  Santa  Bar- 
bara, Calif.  Or  it  may  roll 
out  corporate-finance  ex- 
perts to  help  get  a  deal 
done.  Not  long  ago,  Leh- 
man heloed  a  retiring  cli- 
ent rework  his  will,  sell 
part  of  his  business,  and 
set  up  a  medical-research 
foundation  with  $2.5  mil- 
lion of  the  proceeds. 

Assisting  such  post- 
World  War  II  entrepre- 


yields  are  outstanding  right 
now,"  says  Baer's  private 
banking  chief,  Henry  Looser. 
He  currently  favors  French 
government  bonds  payingi 
8.17'.  Looser  and  other  bank-, 
ers  are  also  high  on  a  wide  t 
range  of  European  equities. 

Such  advice  isn't  free.  On  afli' 
typical  portfolio  of  $10  mil 
lion,  Bessemer  will  chargeirl 
about  $90,000.  Fees  generally  t- 
decline  as  your  assets  grow 
But  what  doesn't  decline 
bankers  insist,  is  their  devo-jaci 
tion  to  keeping  your  assets  se-  ,y> 
cure.  "A  private  client  doesn't  m 
want  to  lose  money,  period," 
says  Looser.  Despite  the  new 
wrinkles,   that's   what  most 
customers  still  want  to  hear  is? 
first.  William  Gla.sc/all  Iv, 
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Collecting- 

;n't  that 
fhistler's 

UFFER? 


■  ven  more  golf  nuts  than 

■  usual  converged  on  Scot- 

■  land  this  month,  and  not 
t  because  the  British  Open 
s  being  held  at  Muirfield. 
9  occasion  was  a  threesome 
golf-collectibles  sales  at  the 
:heby's,  Christie's,  and  Phil- 
)  auction  houses. 

\.s  in  years  past,  old  golf 
bs  and  balls  generated  ex- 
iment.  But  lately,  many 
lectors  have  also  taken  a 
m  interest  in  antique  golf 
work,  such  as  vatercolors, 
paintings,  and  prints.  "In 

■  last  two  years,  it's  really 
;en  off,"  says  Mort  Olman, 
Cincinnati  art  dealer  and 
f  historian.  "Now,  every- 
ly  wants  golf  art." 

Phe  supply  of  good  antique 
f  art  happens  to  be 
•y  limited.  You  know 
at  that  means:  Prices 
:  going  up.  Two  years 
),  a  turn-of-the-centu- 

watercolor  by  J.  Mi- 
lel  Brown  went  for 
!0,000.  Sir  John  La- 
y's impressionistic  de- 
tion  of  Scotland's 
rth  Berwick  course, 
:a  1918,  recently  sold 

over  $110,000. 
rhe  largest  price  tag 

a  piece  of  golf  art  is 
lieved  to  be  nearly 
10,000  for  a  sketch  by 
Francis  Grant.  He 
de  the  piece,  which 
d  last  year,  as  a  study 

a  full-sized  portrait  of 

Andrews  golfer  John 
lyte-Melville  in  1874. 
rOND  KNICKERS.  The 
:'liest  "proper"  golf 
— depicting  the  Scot- 
1  game,  not  a  similar 
tch  sport — can  be 
ced  to  the  mid-1700s, 
Edward  Monagle, 
ristie's  golf  specialist.  But 
!re  wasn't  much  of  it  until 
!  early  19th  century,  when 
few  wealthy  golfers  com- 
jsioned  portraits  of  them- 
ves  in  golfing  attire  or  pos- 


ing wiih  iheir  clubs. 
Most  of  the  origi- 
nals from  this  era 
are  either  in  muse- 
ums or  private  col- 
lections and  rarely 
change  hands. 

Budding  collec- 
tors who  don't  want 
to  bust  the  bank 
should  focus  on  the 
late  19th  century 
through  the  1930s. 
"A  rule  of  thumb 
for  collectors,"  says 
Kevin  McGrath,  a 
dealer  from  Mel- 
rose, Mass.,  "is  that 
the  era  of  antiquity 
ended  about  when 
the  golfers  stopped 
wearing  knickers." 

Brown  is  easily 
one  of  the  most 
popular  golf  artists 
of  this  period.  A  Scot,  he  is 
best-known  for  illustrations 
that  were  used  in  the  calen- 
dars of  a  Scottish  life  insurer. 
His  watercolor  of  a  golfer  and 
caddy  at  Hoylake  was  expect- 
ed to  fetch  $5,000  to  $9,000 


ichael  Brown 's  watercolor,  Hoylake.  The  turn-oj-the- 
century  painter  is  a  favorite  of  many  golf  art  collectors 


Dutch  "colfer"  by  a  follower  of 
Wy  brand  De  Geest:  Is  it  golf  art? 


at  Christie's  on  July  16. 

Lots  of  collectors  get  a  kick 
out  of  Francis  P.  Hopkins,  a 
British  golf  journalist  and  il- 
lustrator who  liked  to  portray 
himself  in  his  paintings  as  a 


character  named  Major  Short- 
spoon.  And  Harry  Rountree,  a 
transplanted  New  Zealander 
who  died  in  1950,  is  best-loved 
for  his  dramatic  landscapes  in 
The  Golf  Courses  of  the  Brit- 
ish Isles  by  Bernard  Darwin. 
LONG  SHOT.  George  Stra- 
ton  Ferrier,  a  little- 
known  landscape  artist 
from  Edinburgh,  appar- 
ently did  only  one  golf 
painting.  But  that  didn't 
dampen  collectors'  enthu- 
siasm. Sotheby's  just 
sold  the  century-old  wa- 
tercolor for  around 
$30,000.  In  golf,  that's 
::  what's  known  as  begin- 
ner's luck. 
Two  of  the  few  Ameri- 
'  cans  to  dabble  in  golf 
scenes — in  the  knickers- 
wearing  days,  that  is — 
were  Howard  Chandler 
Christy  and  A.  B.  Frost. 
Both  did  much  of  their 
work  as  illustrators  for 
magazines  such  as 
Harper's. 

Sensing  a  hot  market, 
some  auction  houses  are 
trying  to  sell  paintings  of 
the  Dutch  game  coif,  or 
kolf,  to  golf  collectors. 
On  July  16,  Christie's 
hoped  to  bring  around 
$15,000  for  a  portrait  of  a 
young  colfer  by  an  unknown 
follower  of  Wybrand  De 
Geest.  Yet  some  collectors 
won't  have  anything  to  do 
with  the  Dutch.  Coif,  played 


on  ice,  "is  not  really  golf," 
sniffs  McGrath,  "It  would  be 
like  a  baseball  person  collect- 
ing cricket  items." 

For  the  time  being,  it's  not 
easy  for  Americans  to  jump 
into  golf  art  collecting.  Al- 
though McGrath  holds  occa- 
sional auctions  at  his  firm. 
Sporting  Antiquities,  you'll 
most  likely  have  to  travel  to 
England  and  Scotland  for  the 
big  sales.  But  the  way  prices 
have  been  going  lately,  pay- 
ing for  a  trip  across  the  At- 
lantic will  be  the  least  of  your 
expenses.  Peter  Finch 


Worth  Noting 

■  YOUR  BID.  A  Las  Vegas  ca- 
sino and  a  Hilton  Head  Is- 
land golf  course  are  among 
70  properties  worth  a  total  of 
$500  million  to  be  auctioned 
by  a  private  real  estate  com- 
pany on  Aug.  13  in  Los  An- 
geles. Minimum  bids  range 
from  $700,000  for  a  Minne- 
apolis office  building  to  $22 
million  for  a  Los  Angeles 
apartment  tower.  A  100-page 
catalog  is  free:  800  522-6664. 

■  HEALTH  CALL.  The  Arizona 
Heart  Institute  &  Founda- 
tion's toll-free  number  (800 
345-4278)  provides  informa- 
tion on  heart  disease.  Opera- 
tors answer  from  8  a.  m.  to  5 
p.  m.  (mountain  time)  with 
general  tips,  treatment  alter- 
natives, and  emergency  help. 
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AN  OFFER 
WORTH  THE  PAPER 
IT'S  PRINTED  ON. 

With  every  new  subscription. 

Business  Week  will  plant  a  tree 

in  one  of  America's  Heritage  Forests. 


Every  week  Business  Week  brings  you  up  to 
date  on  the  world  of  business.  We're  committed 
to  bringing  you  coverage  of  business  news  that 
is  not  only  timely  but  insightful.  Now,  we're 
also  committed  to  teaming  up  with  you  to  make 
a  positive  contribution  to  our  environment. 

With  the  help  of  the  Global  ReLeaf  Campaign 
of  the  American  Forestry  Association  (AFA),  we 
will  plant  a  tree  in  one  of  America's  Heritage 
Forests  with  every  new,  paid  Business  Week 
subscription. 

Global  ReLeaf  educates  people  on  opportunities 
to  enhance  the  environment  through  improve- 
ment of  trees  and  forests.  The  campaign  creates 
these  positive  environmental  opportunities  for 
individuals,  community  groups  and  businesses. 

The  Heritage  Forest  Program  is  one  such 
opportunity.  Heritage  Forests  are  special  public 
lands,  selected  by  the  AFA  as  lands  where 
private-sector  donations  can  create  new  forests, 
that  would  not  be  possible  under  existing  public 
programs  and  budgets. 


SUBSCRIBE  TO  BusinessWeek  NOW 

We'll  plant  your  tree  and  still  offer  you 
substantial  savings.  At  only  89(an  issue, 
you  save  64%  off  the  $2.50  cover  price 
and  make  o  positive  contribution  to  the 
environment. 

Enjoy  the  convenience  of  having  Business 
Week  delivered  and  the  satisfaction  of 
having  done  something  to  help  improve 
and  preserve  America's  forests. 

It's  easy  to  do.  Fill  out  one  of  the 
post-paid  cards  found  in  this  issue  and 
drop  it  in  the  mail  today  or  call  toll-free 
I-800-635-I200. 

For  tnore  information  on  the  Globol  ReLeaf  Program,  toll  (202)  667  3300 
or  wirte  to  them  al  P  0  Box  2000.  Woshinglon,  DC  2001 3 
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nvestment  Figures  of  the  Wee 


KMENTARY 

aeen  a  generally  upbeat  week 
e  financial  markets,  spurred 
enewed  confidence  in  tfie 
lomy,  Tfie  Dow  Jones  industri- 
i/eroge  climbed  3  1  points  on 
9,  and  more  broadly  based  in- 
es  gained  as  well,  as  investors 
lered  that  tfie  recovery  would 
falter.  But  traders  took  profits 
uly  1  5,  with  the  Dow  falling  1  3 
its  offer  the  Federal  Reserve  re- 
ed a  0.3%  decline  in  industrial 
Juction  during  June,  The  news 
led  a  rally  in  the  bond  market, 
ever 
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+9.4% 


52-week  change 
+9.6% 


 fc-H-L 


1-week  chancje 
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THE  DOLLAR 

July       Jon.       July      July  8-15 


1  -week  change 
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lARKET  ANALYSIS 


>.  STOCKS 
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%  change 
Week  52-week 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

/  JONES  INDUSTRIALS 
COMPANIES  (Russell  1000) 
LL  COMPANIES  (Russell  2000) 
COMPANIES  (Russell  3000) 

3345.4 
220  5 
191.1 
234.3 

16 
1.7 
2  9 
18 

12  3 
10  6 
116 
10  7 

90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  SOO  PRICE/EARNINGS  RATIO 

3.25% 
7.63% 
3.01% 
23.6 

3.30% 
7.61% 
3.07% 
23.2 

5.8% 
8.5% 
3.2% 
18.7 

tElCN  STOCKS 

Latest 

%  (hange  (1 
Week 

Deal  currency) 
52-week 

TECHNICAL  INDICATORS 
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Reading 

S&P  500  26-week  moving  overage 
Stocks  above  26-week  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

410.8 
44.9% 
0.38 
2.01 
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40,7% 
0.47 
2.10 
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Neutral 
Neutral 
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DON  (FINANCIAL  TIMFS  100) 
rO  (NIKKEI  INDEX) 
ONTO  (TSE  COMPOSITE) 
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1.6 
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-2.0 
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% 

4-week 
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EALTH  CARE  SERVICES 

12.1 

47  3 
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18  3 
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8  % 
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1  1.0 

4.0 
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16.5 

9.6 

37 
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FEDERAL  EXPRESS 

13  7 

12  7 

46  V4 
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9.7 

20.3 

NIKE 

17.1 

56-2 

67 

OSPITAL  MANAGEMENT 

9  7 

-33.1 

HUMANA 

13  6 

-27  3 

23 

JR-WEEK  LAGGARDS 

%  change 
4-week  52-week 

Weakest  stock  in  group 

%  change 
4-week  52-week 

Price 

RUCKING 

-13.7 

16 

ROADWAY  SERVICES 

-16.6 

13.1 

60  'A 

IVERSIFIED  MACHINERY 

-6.9 

-6.4 

INGERSOLL-RAND 

-12.7 

3.9 

26  Vs 

NGINEERING  AND  CONSTRUCTION 

-6.4 

-15.3 

FLUOR 

-8.6 

-17  4 

38  Vs 

OYS 

-6.0 

46.7 

HASBRO 

-6.9 

35  4 

26  % 

HEMICALS 

-5.7 

4.2 

B.  F.  GOODRICH 

-15.7 

4.8 

43  1/2 

lUTUAi  funds: 
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OERS 

-week  total  return 

% 

LAGGARDS 
Four-week  total  return 

% 

IDELITY  SELECT  SAVINGS  &  LOAN 
IDELITY  SELECT  BIOTECHNOLOGY 
ENTURY  SHARES 

7.7 
7  6 
6  9 

LEXINGTON  STRATEGIC  INVESTMENTS 
UNITED  SERVICES  GOLD  SHARES 
SCHIELD  AGGRESSIVE  GROWTH 

-13  8 
-13.3 
-10,1 

veek  total  return 

% 

52-week  total  return 

% 

IDELITY  SELECT  SAVINGS  &  LOAN 
IDELITY  SELECT  REGIONAL  BANKS 
REEDOM  REGIONAL  BANK  B 

64.6 
59  8 

51.6 

LEXINGTON  STRATEGIC  INVESTMENTS 
UNITED  SERVICES  GOLD  SHARES 
G.  T.  JAPAN  GROWTH 

-54.9 
-42.9 
-29.2 

4-week  totol  return 


i  --  I  Average  fund 
52-week  totol  return 


EUTIVE  PORTFOLIOS 


lar  amounts 
resent  the  present 
ue  of  $10,000 
estecJ  one  year  ago 
:ach  portfolio 


centages  indicate 
-day  total  returns 


Treasury  bonds 
$11,896 

-0.85% 


nil 


U.  S.  stocks 
$11,169 

+2.08% 


Foreign  stocks 
$10,466 

+0.67% 


Money  market  fund 
$10,384 

+0.06% 


DATA  RESOURCES  INC 


(lold 
$9,487 

+  1.34% 
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major  supplier  ot  digital  switches  to  the  Baby  Bells.  Today, 
Northern  Telecom  is  the  second-largest  supplier  of  telecom- 
munications ecjuipment  in  the  U.  S.  market,  with  $4.3  billion  in 
U.  S.  sales  last  year  (page  54). 

Northern  Telecom's  success  in  the  U.  S.  has  brought  enor- 
mous benefits  to  l)oth. countries.  If  the  company  had  not  been 
able  to  compete  in  the  IJ.  S.  mm'ket,  it  is  doubtful  it  would  e\'cii 
be  around  today,  pi'oviding  employment  to  22,000  Canadians, 
and  about  22,000  Americans  as  well.  Because  of  Northern 
Telecom's  fierce  competition  with  AT&T,  U.S.  phone  compa 
nies  now  pay  the  world's  lowest  prices  for  central  office  switch 
es,  the  guts  of  the  phone  system. 

In  the  1990s,  Noilhern  Telecom  is  gTowing  hy  jumping  into 
newly  opened  overseas  markets  in  Europe  and  Asia,  where 
deregulation  and  privatization  are  just  beginning  to  open  the 
door  a  crack  for  foreign  coiporations.  It  l)ought  the  Biitish  tele 
com  company  STC  and  has  recently  taken  a  stake  in  Fi-ance's 
Matra.  In  Japan,  Northern  Telecom  is  the  leading  foi'ei.gn  sup- 
plier of  phone  equipment. 

Continued  protectionism  may  serve  tlie  interests  of  local  sui)- 
pliers,  but  it  imposes  a  heavy  burden  on  corporations  and 
consumers.  In  Europe,  for  example,  phone  companies  pay  far 
more  for  central  office  switches  than  their  U.  S.  and  Canadian 
counterparts.  Tliat's  why  the  remaining  l)amers  to  fi'ee  compe 
tition  in  telecommunications  need  to  be  eliminated.  That's  why 
open  markets,  in  the  end,  work  for  everyone. 


THE  DEMOCRATS 
FIHAIIY  GET  IT  

Democrats  of  America,  welcome  to  the  economic  real- 
ities of  the  '90s!  It  may  have  taken  a  string  of  de- 
feats in  Pre.sidential  elections  to  pound  the  message 
home,  but  the  Democratic  Party  has  finally  got  it.  Tradi- 
tional re(listril)utionist  economics  are  as  popular  among  vot- 
ers as  Saddam  Hussein.  Seeking  redemption,  the  Democra- 
tic Party  in  its  platform  this  year  says  yes,  we've  learned 
that  markets  are  more  impoilant  than  big  spending  pro- 
grams, that  individual  responsibilities  come  with  collective 
rights,  and,  above  all.  that  a  government  that  ixjosts  its 
economy  does  more  to  solve  social  problems  than  one  that 
simply  divides  an  existing  pie. 

The  economic  heart  of  the  platform  is  its  emphasis  on  in- 
vesting in  i)eople  and  infr-astructure.  Here  the  traditional  ac- 
tivist government  imi)ulse  of  the  Democratic  Party  is  I'efo- 
cused  on  educating  and  retraining  the  work  force  and 
rebuilding  highways,  both  the  concrete  and  fil)er-optic  kind. 
Upgrading  work-force  skills  is  one  of  the  best  ways  to  im- 
prove the  nation's  productivity  and  global  competitiveness. 
By  calling  for  apprenticeship  programs,  expanded  opportu- 
nities for  college  education,  and  more  funding  for  Head 
Start,  the  platform  is  right  on  target.  Its  investment  tax 
credits  and  capital-gains  cuts  for  patient  investors  are  in  the 
bull's-eye  as  well. 

What  is  missing,  of  course,  is  who  pays.  Defense  cuts  are 
necessary  but  not  sufficient— and  the  Democrats  know  it.  But 
Barl)ara  .Jordan  was  the  only  speaker  at  the  convention  to 
openly  admit  it.  In  her  brave  speech,  Jordan  said,  "We 
must  frankly  acknowledge  our  complicity  in  the  creation 
of  the  unconscionable  budget  deficit ...  and  recognize,  pain- 
ful though  it  may  lie,  that ...  we  must  address  the  question 
of  entitlements.  That's  not  easy,  but  we  have  to  do  it."  For 
all  the  distance  the  Democrats  have  traveled  in  transfoi-ming 
their  economic  positions,  this  is  the  final  step.  Without  tak- 
ing it,  none  of  their  other  dreams  can  come  true. 


DON'T  LET  THE  TRADE 
DOORS  SWING  BACK  NOW 

Northern  Teleccjm  Ltd.'s  remarkable  success  in  cracking 
global  markets  for  telecommunications  equipment  pro- 
vides a  timely  reminder  ot  the  benefits  of  fi'ee  trade  to 
a  world  threatening  a  retreat  to  protectionism.  In  Canada, 
Northern  Telecom's  liome,  the  U.  S.-Canada  Free  Tr-ade  Agi"ee- 
ment  is  becoming  extremely  uni)opular.  In  the  U.  S.,  pressure 
is  building  this  presidential  election  year  to  ditch  efforts  to 
throw  open  U.  S.-Mexican  trade  borders.  Overseas,  the  General 
Agi'eement  on  Tiunffs  &  Trade  are  stalled,  and  many  service  in- 
du.stries  still  remain  protected.  Northern  Telecom  has  built 
its  success  l)y  (luickly  jumping  into  telecommunications  mai'kets 
as  soon  as  they  open.  In  1984,  with  the  breakup  of  the 
American  Telephone  &  Telegraph  Co.  monopoly,  it  became  a 


RUSSIA:  SHAREHOLDER 
POWER  TO  THE  PEOPLE 

It's  a  powerful  idea  that  may  finally  put  former  communist 
nations  firmly  on  the  road  to  market  capitalism:  Give  the 
people  a  taste  of  ownership,  and  they  just  may  like  it. 
That's  what  Czechoslovakian  Finance  Minister  Vaclav  Klaas's 
hugely  successful  vouchei'  program  is  doing  (page  43).  In  the 
fall,  Russia  plans  to  distribute  vouchers  that  can  be  exchanged 
for  shares  of  ownership,  and  the  Baltic  nations  are  investigat- 
ing vouchers  as  part  of  their  [jrivatization  pi'ograms.  In  coun- 
tries where  powerful  interests  from  local  apparatchiks  to  en- 
trenched managers  ai"e  vying  for  control  of  industrial  as.sets,  it 
makes  sense  to  spreafl  ownership  throughout  the  population. 
What  once  l^elonged  to  the  peoi^le  in  theory  can  now  belong  to 
the  people  in  fact. 

The  privatization  of  Russian  state  enterprises  was  officially 
launched  by  presidential  decree  on  July  1  (page  48).  Beginning 
in  the  final  months  of  the  year,  vf)uchers  will  be  distriijuted, 
fi'ee  of  charge,  to  everyone.  Their  value  is  likely  to  be  10,000 
nibles— about  three  months'  wages— and  they  will  entitle  each 
citizen  to  ol)tain  stock  in  newly  privatized  companies  at  auc- 
tions. Tlie  v<Aichers  will  be  freely  tradalile,  so  some  individuals 
may  become  big  shai'eholders. 

So  far,  the  West  has  focused  too  much  on  pressing  Russia  to 
pur.sue  monetary  and  fiscal  discipline.  That's  a  worthy  goal.  But 
making  sure  that  govemment-owned  enterprises  pass  into  the 
hands  of  the  people  is  even  more  important  for  the  economic 
and  political  success  of  Russian  reform.  The  voucher  plan  de- 
serves to  get  mor-e  technical  help  in  the  fonn  of  mtu-keting  and 
training  assistance  from  the  West. 
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rn.  The  .sun  rises  on  the  i.s- 
•I  tij  Jurii.  .sliinins  down  on  <i 
ri  Irarrlllng  the  Siirolxn  <i- 
losono  line.  The  track  circuits 

ours.  A  Jew  lionrs  later,  tlie 
ic  sun  rises  over  our  pon-er 
'ion  at  Mers  El  Hadjadj,  Alge- 
And.  Idler  .still,  orer  our  geo- 
rnial  plants  in  Middlettiirn. 
i/ornia.  Hour  after  hour,  the 

rises  orer  our  aeli lereiiient s 
'()  eoiinl ries.  In  .U)  of  these  we 
established  sales  and  pro- 

tion   oraanizal ions.    II  e  at 


WITHOUT  MOVING  AN  INCH 
WE  SEE  THE  SUN  RISE 
70  TIMES  A  DAY. 


ANSALDO 


INDUSTRY  POWER  TRiNSPORTATION 


\usaldo  are  irorld  leaders  in 
eleetroiiieehaiiies.  lie  know  lioir 
to  eoiiihiue  adranced  desivu  anil 
const riiel lonal  ability',  fle.iiblw 
That  s  how  we  are  able  lo  supply 
specific  solutions  for  i ndust rv. 
power  and  transportation.  Fields 
united  In  a  coniiiion  strate- 
gic rision.  based  on  adranced 
lechmdogv.  research,  and  the 
ipiiilil\'  id  our  hiiiiian  resources. 
Sto/i,  now.  and  think:  at  this 
instant,  somewhere  in  the  world, 
the  sun   is   risius;  on  Ansaldo. 


O 
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ItRims  On  Gasoline.  But  Most 


The  charge  is  entirely  posi- 
tive. An  electrifying  surge 
of  raw  power  generated 
by  a  250-hp  32-valve  V8  engine. 
The  Lexus  SC  400  can  muster 
60  exhilarating  miles  per  hour 


©7992  Lexus,  A  Division  Of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seat  belts  and  obey  all  speti 
comparison  only,  and  was  obtained  with  prototype  vehicles  under  test-track  conditions  by  professional  drivet"^ 


n15 


rivers  Sajifs  Electric. 


just  6.9  seconds! 

Yet  for  all  that  strength, 
5  SC400  responds  obedi- 
tly  to  your  commands. 

A  racing-inspired  double- 
shbone  suspension  provides 


excellent  stability  and  quick, 
true  handling.  Engineering  re- 
finements cushion  the  vibration 
that  usually  accompanies  such 
performance,  so  you  feel  the 
road  but  not  many  of  its  jolts. 


And  while  the  excitement 
never  stops,  the  car  most  as- 
suredly will— thanks  to  an 
advanced  anti-lock  braking 
system  with  large  vented  discs. 

Motor  Trend  magazine 
was  electrified  enough  to 
name  the  Lexus  SC400  their 
1992  Import  Car  of  the  Year. 

Now  it's  your  turn. 

If  you've  forgotten  how 
much  fun  driving  can  be,  get 
behind  the  wheel  of  an  SC400. 
Fill  up  the  tank.  And  prepare  to 
have  your  battery  recharged. 


® 


The  Relentless  Pursuit  Of  Perfection. 


more  information,  call  800-872-5398  (800-USA-LEXUS).  *This  0-60  mph  performance  capacity  figure  is  foi 
:ial  safety  equipment  and  procedures.  This  should  not  be  attempted  on  public  streets  or  highways. 
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PRODUCTION 

change  from  last  week:  -0.2% 
Change  from  last  year:  1.7% 
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The  production  index  edged  lower  during  the  week  ended  July  11  On  a  sea- 
sonally od[usted  basis,  output  of  autos,  trucks,  paper,  and  paperboord,  as  well  as 
rail-freight  traffic,  declined  Lumber,  coal,  electric  power,  and  steel  production  in- 
creased, while  crude-oil  refining  output  was  unchanged  from  the  previous  week.  Be- 
fore colculation  of  the  four-week  moving  average,  the  index  dropped  to  180  6  from 
181  in  the  prior  week 

BW  production  inde«  cop/r.ghl  1992  by  McGraw-Hill  Inc 


LEADING 

Chonge  from  last  week:  -0.4% 
Change  from  last  year:  0  4% 
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The  leading  index  declined  during  the  week  ended  July  1  1  The  index  has 
weakened  considerably  over  the  past  two  months.  A  sharp  increase  in  the  number 
of  business  failures  and  slower  growth  in  the  money  supply,  real  estate  loans,  ond 
materials  prices  offset  higher  stock  prices  Bond  yields  were  virtually  unchanged  Be- 
fore calculation  of  the  four-week  moving  average,  the  index  dropped  to  213  6,  from 
214  1  in  the  prior  week. 

Leading  inde*  copyngtit  1992  by  Center  for  Internationol  Bu,inei5  Cyc'e  Research 


PRODUCTION  INDICATORS 


LEADING  INDICATORS 


latest 
week 

Week 
ago 

%  Chonge 
year  ago 

week 

Week 
ago 

%  Change 
year  ago 

STEEL  (7/18|thous.  of  net  tons 

1,723 

1,796# 

7.7 

STOCK  PRICES  (7/17)  S&P500 

416.56 

412.43 

10.4 

AUTOS  (7/18)  units 

106,098 

84,596r# 

160 

CORPORATE  BOND  YIELD,  Aaa  (7/17) 

8  09% 

8.08% 

-10.5 

TRUCKS  (7/18)  units 

68,830 

43,162r# 

-1.9 

INDUSTRIAL  MATERIALS  PRICES  (7/i7) 

98.1 

98  6 

-0.3 

ELECTRIC  POWER  (7/l  8)  millions  of  kilowatt-hours 

67,744 

65,43  1# 

1.1 

BUSINESS  FAILURES  (7/iO) 

432 

313 

13.7 

CRUDE-OIL  REFINING  (7/i8)thous  of  bbl /doy 

14,097 

14,178#r 

2.2 

REAL  ESTATE  LOANS  (7/8)  billions 

$400.0 

$399. 6r 

-3.3 

COAL  (7/1  1 )  Ihous.  of  net  tons 

]6,814# 

16,647 

-6.8 

MONEY  SUPPLY,  M2  (7/6)  billions 

$3,404.1 

$3,429. 1r 

0.6 

PAPERBOARD  (7/ll)thous.offons 

784. 9# 

815. 7r 

5.6 

INITIAL  CLAIMS,  UNEMPLOYMENT  (7/4)thous 

401 

416 

3.^ 

PAPER  (7/1  l)thous.  of  tons 

71  1.0# 

760.0r 

6.8 

Sources:  Standard  &  Poor's,  Moodys,  Journal  of  Commerce  (index:  1 980=1 00),  Dun  i 
street  (failures  of  large  companies),  FecJeral  Reserve  Board,  Labor  Dept.  CIBCR  seasonally 
data  on  business  failures  and  real  estate  loans 

i  Brad 
adjust 

LUMBER  (7/1  1)  millions  of  ft. 

446.6# 

376  8 

-11. 2 

RAIL  FREIGHT  (7/l  l)  billions  ofton-miles 

19. 6# 

19.0 

4.8 

Sources:  American  Iron  &  Steel  Institute,  Word  s  Automotive  Reports,  EcJison  Electric  Institute, 
American  Petroleum  Institute,  Energy  Dept ,  American  Paper  Institute,  WWPA',  5FPA',  Association 
of  American  Railroads. 


MONTNLY  ECONOMIC  INDICATORS 


LoIl-l! 

week 

A'f  ,..|r 

□  go 

Year 
ago 

JAPANESE  YEN  (7/22) 

127 

125 

138 

GERMAN  MARK  (7/22) 

1.49 

1.48 

1.75 

BRITISH  POUND  (7/22) 

1.9 

1.93 

1  68 

FRENCH  FRANC  (7/22) 

5.03 

4.99 

5.94 

CANADIAN  DOLLAR  (7/22) 

1  19 

1.20 

1.15 

SWISS  FRANC  (7/22) 

1  32 

1.34 

1.52 

MEXICAN  PESO  (7/22)' 

3,099 

3,101 

3,028 

Sources:  Ma|or  New  York  bonks  Currencies 
pound  expressed  in  dollars. 

expressed  in  units  per  U 

5  dollar,  exce 

pt  for  British 

PRICES 

lotast 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (7/22)  $/troyoz. 

358.750 

350.900 

-2  0 

STEEL  SCRAP  (7/2 1 )  #  1  heavy,  $/ton 

88  50 

88  50 

-0  6 

FOODSTUFFS  (7/20)mdex,  1967=100 

198  5 

200  9 

-0  1 

COPPER  (7/18)  C/lb. 

1  19.5 

1  14  7 

15  8 

ALUMINUM  (7/18)  c/lb 

59.8 

600 

-0.3 

WHEAT  (7/18)  #2  hard,  $/bu. 

3.56 

3.55 

24.5 

COTTON  (7/18)  strict  low  middling  1-1/16 

in  ,  c/lb.  61.34 

61  58 

-13  5 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Commodity  Research  Bureau,  Medals 
Week,  1-  ansas  City  market,  Memphis  market 


Latest 
month 

Month 
ago 

%  Chang 
year  ag 

HOUSING  STARTS  (June)  onnuol  rote,  thous. 

1,167 

1,205 

12. 

RETAIL  SALES  (June)  billions 

$159.8 

$159.0 

3 

IMPORTS  (May)  millions 

$42,865 

$43,469r 

7. 

EXPORTS  (May)  millions 

$35,485 

$36,406r 

1. 

Sources:  Commerce  Dept ,  Census  Bureou 

Lotest 
week 

Week 
ago 

%  Chang 
year  ag 

MONEY  SUPPLY,  Ml  (7/6) 

$960.4 

$949. 2r 

12 

BANKS'  BUSINESS  LOANS  (7/8) 

279.0 

282. 4r 

-10 

FREE  RESERVES  (7/8) 

620r 

984r 

116. 

NONFINANCIAL  COMMERCIAL  PAPER  (7/8) 

143.5 

141.6 

-3 

Sources:  Federal  Reserve  Board  (in  billions,  except  for 
two-week  period  in  millions) 

Tee  reserves. 

A-hich  ore  expressed  for 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Yec 
ag 

FEDERAL  FUNDS  (7/2i) 

3.15% 

3.25% 

5.75' 

PRIME  (7/22) 

6.00 

6.00 

8.50 

COMMERCIAL  PAPER  3-MONTH  (7/2i) 

3  41 

3.42 

5.98 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (7/22) 

3  33 

3  35 

5.97 

EURODOLLAR  3-MONTH  (7/i8) 

3.35 

3.44 

6.00 

Sources:  Federal  Reserve  Board,  First  Boston 
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Thevalueswete 
teaching  kids  ane  years 
behind  the  times 


It's  7:30  a.m.  And  not  one  minute  later. 
A  small  army  of  young  people,  known  as 
the  San  Francisco  Conservation  Corps,  meets 
outside  its  headquarters  at  Rort  Mason  for 
morning  exercise. 

There  are  130  of  them.  Of  all  ethnic  back^ 
grounds.  From  all  over  San  Francisco, 

Quickly  they  divide  into  work  crews  and 
head  outforevery  corner  of  The  City  To  plant 
trees.  To  clear  weeds.  To  build  playgrounds. 
To  renovate  community  centers. 

Butalongwith  makingvitally  needed  civic 
improvements,  these  kids  learn  valuable 

lessons.  About  taking  responsibility 
Giving  and  receiving 
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respect. The  diligence 
needed  to  get  a  job 
done  right.  And  the 
feeling  of  dignity  that 
results.  Lessons  they 
might  not  have  learned 
otherwise. 

It's  all  in  a  day's  work. 
The  Civilian  Conser- 
vation Corps  proved  it 
50  years  ago,  helping  young  people  to  help 
themselves  and  their  communities  beat 
the  Depression. 

Today  the  SFCC  addresses  similar 
problems  that  weigh  heavily  on  the  minds  of 
San  Francisco  businesspeople.  Unemploy- 
ment. Declining  city  infrastructure.  And, 
developing  a  strong  work  ethic  among 
^  .  young  people. 

^■^    So  far  the  SFCC  has  realistically  tackled 
these  problems  with  demonstrated  success. 
But  the  future  depends  on  additional 
funding  from  the  San  Francisco  business 
community 

Of  equal  importance,  SFCC  "graduates" 
need  real  job  opportunities.  And  frankly, 
to  find  employees  with  such  solid  work  ethics 
you'd  have  to  be  up  pretty  early  in  the 
morning.  7:30  a.m.  to  be  exact. 

To  find  out  more  about  the  SFCC,  write  to 
E xecutive  Director.  SFCC.  Building  III.  Fort  Mason.  San  Francisco. 
CA  94 125  or  call  4 151928-7522 

San  Francisco 
Conservation  Corps 
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n  1959,  Mrs.  C.  Bechen  pf  Dixon,  Illinois,  banged  out 
880  words  in  5  minutes  to^ut  herself  in  the  record  books. 


ScanMon"  gets  the  job  done  in  2, 
and  can  put  Mrs.  Bechen  into  onytliing  you  like. 


ScanMan. 

Better,  Faster  Documents. 


Don't  re-type  it-scan  it  directly  into  your  computer! 

SconMan  "reads"  text  in  virtually  any  typeface, 

MVP 

and  pops  it  into  your  PC  faster  than  any  typist.  iiM^ 
j^iN,  Even  your  word  processing  software  won't  know 
VJ^V"^  the  difference!  ScanMon  also  transfers  photos 
and  diagrams  into  documents  in  256  super  sharp  levels 
of  gray  And  it  comes  with  powerful  image  editing 
and  retouching  software.  Scan  large 
areas:  Logitech™  AutoStitch  soft- 
ware* automatically  and  seamlessly 


Edit  them 

as  you  wish. 


Stitches  individual  scans  together.  ScanMon  con 
handle  over  twice  the  area  o  flatbed  con  scon,  but 
costs  a  third  of  the  price!  For  MS-DOS"  or  Windows." 
SconMan  comes  in  tvi/o  highly-awarded  and  easy  to 
^2^^  use  versions:  Model  256  with  Ocron  Perceive™ 
'''-ss^  Personal  OCR  software  ($549  list)  for  Windows 
3.0  &  3.1;  and  Model  32  with  Logitech  CatchWord  " 
OCR  softvi/are  ($359  list)  for  MS-DOS. 
They're  at  your  local  dealer,  [Tp 
or  call  1-800-231-771/  S 


Run  ScanMon 
over  text  or  images 


Produce  better 
documents,  faster. 


'AvQiloble  with  SconMon  Model  2S6  only 
™/ ©-Peiteive  is  o  liodemotk  of  Ocion  Corp 
Othei  tfodemoiks  ote  the  property  of  then 
legisteted  ownets  Out  thonb  ond  congiolulations  to 
Coiole  Fomsroll  Woldscfilaget  Betfien, 
who  now  lives  in  Blown  City,  Michigon 
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When  it  comes  to  teaching  youngsters  how 
to  read,  General  Foods  has  never  been  at  a  loss  for 
words.  Or  at  a  loss  for  inspired  literacy  programs. 

Their  Reading  Rocket  workshop,  for  example, 
has  been  instrumental  in  instilling  a  real  fondness 
and  desire  for  reading  in  primary  school  children. 

in  addition,  their 
Partners  in  Change, 
Jello  Jigglers  program. 
Star  Serve,  Maxwell 
House  Learning  Center, 
and  involvement  with 
I  iteracy  Volunteers  of 
Westchester  County 
have  greatly  impacted 
the  literacy  problem 
as  a  whole.  Recognizing  the  importance  of  com- 
munity service  in  the  workplace.  General  Foods  has 
supported  programs  like  these  since  1958. 

This  is  the  kind  of  corporate  activism  that  the 
Points  of  Light  Foundation  hopes  to  promote.  The 
Foundation  is  an  independent,  non-profit  organi- 
zation founded  in  1990  to  encourage  community 
service.  Like  General  Foods  and  other  businesses 
that  promote  public  service,  we  are  committed  to 


solving  serious  social  problems  on  a  local  level, 
with  innovative  solutions. 

And  even  though  employees  are  often  re- 
quired to  give  time  to  these  social  programs 
during  working  hours,  companies  have  reported 
only  positive  effects  on  their  businesses,  such 

as  enhanced  em- 
ployee self-esteem 
and  morale,  and 
improved  leader- 
ship and  teamwork. 

With  the  partici- 
pation and  support 
of  our  nation's  busi- 
nesses, we  know 
that  real  progress 
can  be  made  in  solving  local  social  problems  (as 
General  Foods  has  demonstrated). 

To  learn  more  about  corporate  involvement  in 
community  service,  please  call  the  Points  of  Light 
Foundation  at  1-800-888-7700.  You're  probably  well 
aware  of  how  desperately  your  community  needs 
your  help.  There's  no  need  to  spell  it  out  for  you. 

« Points  OF  Light  m 
FOUNDATION  GoinCll 
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THE  WORLD  OF  BOB  CRANDALL: 

NO  TEA  PARTY  

Al'ler  readinji;  your  story  on  Ameri- 
can Airlines  ("The  airline  mess," 
Cover  Story,  July  6),  I  immediately  real- 
ized the  reason  for  their  success:  Robert 
Crandall.  Obviously  the  man  realizes  he 
is  not  at  a  tea  party.  He  has  taken  the 
bull  by  the  horns  and  is  fulfilling  his 
responsibility  to  do  whatever  it  takes  to 
keep  his  airUne  competitive. 

I  see  Robert  Crandall  and  Ross  Perot 
cut  from  the  same  cloth — businessmen 
who  live  by  the  motto,  "Lead,  follow,  or 
get  the  hell  out  of  the  way!"  Instead  of 
criticizing  his  management  style,  maybe 
Carl  Icahn  should  get  off  his  high  horse 
and  watch  Crandall,  a  real  airline  man, 
go  to  work. 

Christopher  P.  Johnson 
Athens,  Ga. 

Crandall  is  the  problem.  Several  years 
ago,  he  thought  he  was  God.  After 
two  antitrust  problems,  he  found  out  he 
was  not.  Now,  however,  he  thinks  God 
reports  to  him. 

Carl  L.  Bryant 
Worthington,  Ohio 

Your  article  sounds  in  part  as  if  it 
were  written  by  the  American  Air- 
lines Public  Relations  Dept.  in  prepara- 
tion for  contract  negotiations — in  partic- 
ular, your  saying  "the  average  pilot  [will 
receive]  a  pay  increase  of  14%  in  each  of 
the  coming  two  years." 

Our  contract  gives  captains  47c  annual 
increases,  and  their  pay  constitutes  more 
than  70%  of  the  pilot  payroll.  A  pilot  of  a 
narrow-body  who  is  able  to  upgrade  to  a 
widebody  would  receive  an  additional 
10%  pay  increase,  but  that  is  hardly  "av- 
erage."" The  last  contract,  1987  to'  1989, 
gave  captains  2%  annual  increases, 
which  meant  losing  ground  to  inflation. 
Those  who  are  co-pilots  or  flight  engi- 
neers are  getting  larger  percentage  in- 
creases, but  hardly  enough  to  bring  the 
average  up  to  14%.  In  the  meantime, 
Bob  Crandall  makes  close  to  three  times 
what  Delta's  CEO  takes  home,  while  my 
Delta  counterparts  make  3;37<  more. 

The  long-term  cost-benefit  balance  of 
the  two-tier  wage  structure  is  yet  to  be 


determined.  A  107  across-the-board 
wage  cut  in  1983  would  have  provided 
equivalent  savings  from  1983  to  1990 — 
with  the  added  benefit  of  providing  im- 
mediate cost  benefits — instead  of  gradu- 
ally increasing  savings.  Working  side  by 
side  with  someone  doing  the  same  job 
for  half  the  salary  tends  to  generate 
hostility.  It  is  no  coincidence  that  we  had 
"especially  bitter  negotiations  in  1990." 
As  long  as  AMR  management  continues 
to  play  Divide  and  Conquer,  both  be- 
tween and  within  employee  groups,  ne- 
gotiations will  be  acrimonious. 

David  0.  Aldrich 
Pilot 

American  Airlines  Inc. 
St.  Charles,  111. 

As  a  frequent  flier  (67  flights  last 
year  alone),  I  want  to  add  my  com- 
ments. Bob  Crandall  is  the  problem.  I 
was  a  devoted  American  Airlines  cus- 
tomer— frequent-flier  program.  Citibank 
AAdvantage  Visa  card,  and  MCl  Commu- 
nications to  get  mileage  on  American, 
etc.  If  I  flew,  it  was  always  on  Ameri- 
can. But  over  the  past  couple  of  years, 
Crandall  has  made  it  clear  to  me  that  I 
am  not  a  wanted  customer. 

First,  he  pulled  American  out  of  the 
Los  Angeles-San  Francisco  route,  forc- 
ing me  to  Delta  Air  Lines.  This  year,  he 
"lowered"  prices  through  his  new  pric- 
ing schedule.  Well,  I've  got  news  for 
you:  The  new  prices  are  twice  as  high  as 
I  was  paying  before.  I  realize  the  airline 
business  is  highly  competitive,  but  we 
know  that  all  airlines  charge  the  same 
prices.  Crandall  has  continued  to  mess 
up  the  airline  industry,  yielding  price 
changes  as  fruitless  efforts.  What  he 
needs  to  do  is  remember  his  days  at 
Wharton  School — use  product  differenti- 
ation instead  of  pricing.  Bob,  do  you  re- 
member that  class? 

Neil  Ticktin 
President 
Xplain  Corp. 
Los  Angeles 

■ found  it  most  ironic  that  the  share- 
holders of  America  West  Airlines 
(many  of  whom  are  America  West  em- 
ployees) were  suing  American  Airlines 
for  predatory  pricing.  Do  America  West 
shareholders  have  such  a  short-term 
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memory  that  they  have  forgotten  that 
just  a  Httle  over  a  year  ago  it  was  Amer- 
ica West  that  slashed  its  prices  in  half? 
You  didn't  see  Southwest  Airlines  whin- 
ing about  predatory  pricing. 

Howard  Ackerman 
Long  Beach,  Calif. 

As  one  who  has  traveled  constantly 
over  the  past  25  years,  I  marvel  at 
the  way  greed  has  been  used  to  sacrifice 
the  average  traveler's  right  to  fly. 
American,  Delta,  and  United  Airlines 
typify  greed  in  all  its  forms.  They  have 
not  learned  the  lesson  of  the  past  10  to 
15  years:  Unbridled,  avaricious  desire  to 
be  the  biggest  (not  necessarily  the  best) 
eventually  comes  full  circle.  And  then, 
what  happens  to  the  American  flying 
public,  innocent  bystanders  in  all  this 
craze  for  growth? 

The  consequences  of  any  of  the  pres- 
ent giant  airlines'  collapsing,  as  hypothe- 
sized in  your  article,  is  too  traumatic  to 
contemplate.  It's  time  for  control,  regu- 
lation— call  it  what  you  will — to  halt  this 
headlong  rush  to  possible  disaster  for 
the  American  public. 

J.  Brendan  Swan 
Deerfield  Beach,  Fla. 

It  should  l)e  obvious  to  everyone  why 
Robert  Crandall  is  playing  "commis- 
sioner of  fares"  in  today's  marketplace. 
Crandall,  along  with  Delta  and  United, 
must  get  rid  of  price  cutters  such  as 
TWA,  America  West,  and  Continental 
Airlines  before  the  two-tier  wage  struc- 
ture expires  and  labor  costs  soar. 

The  public  will  pay  dearly  for  Cran- 
dall's  visions. 

Barry  Stompe 
Calabasas,  Calif. 

Perhaps  we  should  ask  ourselves  how 
.\MR  Corp.  [Amei'ican's  parent]  lost 
$280  million  in  1990  and  1991  on  reve- 
nues of  $24.6  billion,  while  Cathay  Pacif- 
ic Airways,  with  only  217'  the  revenues 
of  American,  made  a  profit  of  $767  mil- 
lion. Both  carriers  were  dealing  with  the 
same  problems  of  high  fuel  costs,  the 
Mideast  war,  and  a  worldwide  recession. 
However,  Mr.  Crandall  is  entitled  to  his 
outrage  at  having  to  compete  with  carri- 
ers that  are  being  kept  alive  in  Chapter 
11,  using  their  protected  status  to  lower 
costs  unfairly. 

Barbara  Cameron  Slaton 
Menlo  Park,  Calif. 

THE  MELTING  POT 

NEEDS  A  GOOP  STIR  

n  regard  to  "The  immigrants"  (Cover 
Story,  July  13),  we  do  have  a  crisis  of 
values  in  this  country.  We  no  longer  val- 
ue diversity.  We  fear  it.  How  can  we 


CORRECTIONS  &  CLARIFIUTIONS 

In  a  table  accompanying  the  story  "It's 
chic  to  be  cheap:  A  penny-pincher's 
primer"  (Personal  Business,  July  20), 
we  published  an  incorrect  phone  num- 
ber for  the  newsletter  The  Bmiker's 
Secret  Bulletin.  The  correct  number  is 
914  758-1400. 

The  R&D  Scoreboard  (June  29)  should 
have  included  Legent  Corp.,  which  had 
an  R&D  expense  of  $23.5  million  in  1991. 


compete  in  the  world  when  we  are  fight- 
ing ourselves?  No  one  is  investing  time 
and  money  to  create  a  U.  S.  that  is  a 
melting  pot  again. 

As  long  as  our  leaders  give  us  sound- 
bite rhetoric  that  sounds  good  but  that 
isn't  specific,  we  will  be  in  a  state  of 
crisis. 

Mark  Vaughan 
Encinitas,  Calif. 

PROGRESS  FOR  THE  POOR? 

THAT'S  RICH  

Paul  Craig  Roberts,  in  "Trickle-down 
triumph:  In  the  '80s,  the  poor  got 
.  . .  richer"  (Economic  Viewpoint,  July 
13),  makes  the  significant  point  that  dur- 
ing the  Reagan  years,  "the  rich  got  a 
little  richer  and  the  poor  got  much  rich- 
er" when  tracked  on  an  individual  basis. 
There  is  no  question  that  Governor  Bill 
Clinton  is  in  error  when  he  claims  that 
"during  the  1980s  the  wealthiest  1%  of 
Americans  got  lO'/c  of  the  gains." 

It  is  also  clear,  however,  that  the  in- 
come gap  between  the  lowest  and  high- 
est quintiles  of  the  U.  S.  population  wid- 
ened during  the  1980s,  and  this  is  a 
matter  of  concern  even  if  the  individuals 
making  up  those  groups  changed  during 
the  period.  By  ignoring  this  factor,  Rob- 
erts joins  Governor  Clinton  as  someone 
who  is  prepared  to  use  statistics  "to 
prove  whatever  it  is  that  he  wants  to 
prove." 

Charles  V.  Sheehan 
Highlands,  N.  C. 

PLAIN  TALK 

ON  IMMIGRATION  

In  the  article  "Immigrants  have  worlds 
to  offer"  (Editorials,  July  13),  your 
conclusion — that  the  "up"  of  immigra- 
tion exceeds  the  "down" — most  certainly 
disregards  the  issue  of  illegal  immi- 
grants. No  one  is  certain  how  many 
there  are  (probably  in  the  millions),  and 
the  majority  of  them  work  for  substan- 
dard wages  under  the  table  but  pay  no 
taxes. 

Nor  does  it  take  into  consideration 


that  there  are  millions  of  Americans  who 
are  functionally  illiterate  and  that  dump- 
ing even  more  uneducated  people  has  to 
be  classified  as  pure  insanity.  Finally, 
only  an  overpaid  writer  would  suggest 
that  the  "pain  of  immigration"  is  worth- 
while. Get  real,  will  you?  Or  at  least 
label  your  editorial  as  "propaganda  of 
the  employed." 

M.  G.  Rhoads 
Syracuse,  N.  Y. 

Your  editorial  advocates  more  federal 
assistance  for  bilingual  programs. 
Wrong!  A  la  Andy  Grove,  I  did  not  get 
bilingual  education  but  was  helped  to 
learn  English. 

Bilingual  education  does  a  disservice 
to  immigrants,  especially  to  the  poor. 
Incidentally,  36  years  later  I  still  speak 
Hungarian,  eat  the  food,  and  enjoy 
Liszt. 

John  G.  Adier 
Chairman  &  CEO 
Adaptec  Inc. 
Milpitas,  Calif. 

WHY  HOME-EQUITY  LOANS 
SHOULDN'T  BE  RESTRICTED  

For  a  progressive  business  magazine, 
one  whose  editorials  customarily  re- 
flect a  refreshing  blend  of  social  con-i 
sciousness  with  an  understanding  ol. 
business  needs  and  economics,  you  made 
a  disappointing  call  for  restriction  of  the 
use  of  home-equity  loans  ("Let's  put  lim 
its  on  home-equity  loans,"  Editorials 
July  6). 

HELs  are  indeed  used  for  many  pur 
poses  other  than  just  home  improve 
ments  or  education.  Simply  put,  what  k 
wrong  with  that?  It  is  a  middle-class  too 
for  taking  some  of  the  sting  out  of  fi 
nancing  by  being  able  to  deduct  the  in 
terest  and  having  a  ready  source  of  (not 
too-expensive)  finance  available. 

Furthermore,  there  is  no  inequity  ir 
this  type  of  loan  being  available  only  tc,' 
people  who  are  homeowners.  Lest  wt 
forget,  homes  are  what  drive  our  coun 
try's  economic  machine.  The  middle  dasi. 
that  uses  these  loans  and  that  buy^i 
these  houses  is  in  good  part  responsible 
for  the  success  or  failure  of  our  coun: 
try's  economic  life. 

There  is  nothing  inequitable  about  al 
lowing  that  group  ready  (and  interest; 
deductible)  access  to  the  capital  it  has' 
worked  so  hard  to  secure.  ; 

Kalman  A.  Barsot; 
Bridgewater,  N.  J' 


Letters  to  the  Editor  should  be  sent  to  Reoderl 
Report,  Business  Week,  1221  Avenue  of  the  Ameri 
cos.  New  York,  N.  Y.  10020.  Fax:  (212)  512-4464 
Telex:  12-7960,  Intl.  4998204.  All  letters  must  ir 
elude  an  address  and  daytime  and  evening  tele 
phone  numbers.  We  reserve  the  right  to  edit  letterd 
for  clarity  and  space. 
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Connect 
the  dots 
and  get  in 
the  game. 


FIND  THE  HIDDEN 
REFRESHMENT  IN 

SEAGRAM'S  GIN. 

IT'S  AS  EASY  AS 
1,  2,  3. 


ECOCIDE  IN  THE  U.S.S.R. 

Murray  Feshbach  &  Alfred  Friendly  Jr. 
Basic  Books  •  376  pp  •  $24 


HOW  THE  SOVIET  UHIOH 
POISONED  ITS  OWN  WELLS 


D 


About  20  years  ago,  Soviet  scien- 
tists and  engineers,  trying  to 
l)ridge  a  widening  gap  between 
food  production  and  consumption,  came 
up  with  a  chemical  process  that  turned 
oil-refinery  byproducts  into  animal  fod- 
der. Pigs  ate  the  new  food  with  gusto 
and  got  fat  quicker. 

The  man-made  protein  earned  its  cre- 
ators numerous  awards  and  job  promo- 
tions. Valery  A.  Bykov,  director  of  the 
huge  plant  in  Kirishi,  near  St.  Peters- 
burg, that  pioneered  the  technique,  pole- 
vaulted  all  the  way  to  the  Kremlin, 
where  he  was  made  Medi- 
cal Industry  Minister.  The 
trumpeting  of  the  new 
achievement  of  Soviet  sci- 
ence drowned  out  the  few 
voices  who  warned 
against  making  an  untest- 
ed product  an  essential 
link  in  the  human  food 
chain.  Also  ignored  were 
warnings  about  Kirishi's 
poorly  designed  exhaust- 
filtering  systems. 

Later  studies  found 
that  meat  from  the  ani- 
mals fed  the  fodder  is  po- 
tentially carcinogenic  and 
that  polluted  air  had  sent 
the  incidence  of  asthma 
and  lung  cancer  around 
Kirishi  zooming. 

Poisoned  air  and  dead  rivers,  dying 
land  and  sick  people — such  is  the  legacy 
left  by  thousands  of  shortsighted  bu- 
reaucrats and  managers  after  74  years 
of  Soviet  communist  rule.  "It  is  theoreti- 
cally impossible  to  live  in  every  seventh 
[Russian]  city,"  said  a  top  Russian  ecolo- 
gist  three  years  ago.  Citizens'  groups 
want  to  put  many  of  the  party's  func- 
tionaries on  trial  for  failing  to  deliver 
the  healthy  lives  promised  by  every  Sovi- 
et leader  from  Joseph  Stalin  to  Yuri 
Androi)ov. 

Prosecutors  would  find  invaluable 
help  in  Ecocide  in  the  U.  S.  S.  R.  Mur- 
ray Feshbach  and  Alfred  Friendly  Jr. 
have  managed  to  put  together  a  compre- 
hensive— and  shocking — catalog  of  the 
damage  that  the  Soviet  system  has  in- 
flicted on  man  and  nature. 

P:  ge  after  page,  the  litany  of  horrors 
goes  on:  the  Aral  Sea  destroyed  by 
senseless  irrigation,  groundwater  and 


rivers  in  Central  Asia  poisoned  by  cotton 
herbicides,  life  expectancies  in  one  re- 
gion after  another  falling  to  Third  World 
levels. 

But  Feshbach,  an  authority  on  Soviet 
health  and  demographics,  and  Friendly, 
a  former  Newsweek  Moscow  bureau 
chief,  go  beyond  listing  ills  to  look  deep 
into  the  causes  of  ecological  suicide  and 
to  try  to  predict  whether  the  present 
situation  can  ever  be  healed. 

At  the  root  of  the  current  crisis  is  the 
fact  that  a  healthy  environment  was 
never  counted  among  the  values  in  the 


ead  rivers,  dying 
land,  and  sick 
people  — such  is  the 
legacy  of  74  years  of 
communist  rule 


MURRAY  FESHBACH  SSd 
ALf  RED  FRIENDLY JR,. 


Soviet  catechism.  There  were  no  proce- 
dures for  planners  and  managers  to  fac- 
tor in  the  costs  of  cleaning  up  dirty  air, 
water,  and  land.  And  ecological  data 
were  kept  secret  from  the  public. 

The  authors  say  the  prognosis  is 
l)leak:  "In  the  midst  of  internal  political 
stalemate  and  economic  collapse,  whole- 
sale environmental  rehabilitation  could 
only  be  a  distant  dream."  First  is  the 
cost  problem.  Clean  water  alone  would 
eat  up  the  entire  budgets  of  the  new 
nations.  Keep  in  mind  that  the  U.  S.  has 
been  spending  more  than  $24  billion  a 
year  for  15  years  to  get  rivers  and  lakes 
to  their  current  degree  of  cleanliness. 

As  industrial  production  sinks  and 
budgetary  constraints  mount,  invest- 
ment into  ecologically  safe  technologies 
and  upgraded  pollution  control  at  exist- 
ing sites  is  becoming  more  doubtful. 
"It's  rich  countries  that  can  allow  them- 
selves the  luxury  of  comprehensive  envi- 


ronmental protection,"  says  Yury 
Shcherbak,  Ukraine's  Environmental 
Minister  and  a  moving  force  behind  tht 
Ukrainian  parliament's  decision  to  shut' 
down  the  three  remaining  reactors  at 
the  Chernobyl  Nuclear  Power  Station. 

Making  matters  worse,  the  new  re-: 
publics  have  widely  varying  approaches; 
to  dealing  with  ecological  problems.  In 
1989,  Russia  treated  two-thirds  of  its 
waste  waters,  Azerbaijan  treated  one- 
fourth,  Georgia  less  than  one-fifth,  and 
Armenia,  almost  none.  The  riveij 
Dniestr,  the  main  source  of  drinking  wa-; 
ter  for  2.6  million  people  in  the  Ukraini 
an  port  of  Odessa,  carries  pesticide  run 
off  from  Ukrainian  farms  to  Moldov; 
and  from  Moldovan  farms  south  again 
into  Ukraine.  At  a  time  of  growing  eth 
nic  paranoia,  the  chances  of  conflict  over' 
who  polluted  what  seem  high. 

A  final  barrier  to  change  is  the  re 
gion's  immensely  monopolistic  corporatt 
structure.  Attempts  to  shut  down  unsaft 
chemical  plants,  for  exam 
pie,  have  led  to  immediattj 
and  acute  shortages  otj 
drugs  that  use  ingredi 
ents  made  by  these  facili 
ties.  And  closing  dangerl 
ous  nuclear  plants  wouk. 
black  out  vast  regions. 

Yet  unbearable  ecologi 
cal  conditions  in  Kazakh 
Stan,  Ukraine,  Belarus 
Lithuania,  Latvia,  anc 
parts  of  Russia  have  be 
gun  to  change  the  mind 
set  that  nature  should  be 
the  servant  of  the  people 
A  number  of  former  eco-i 
radicals  have  been  placer 
in  power  as  their  initia 
fives  have  grown  intq 
movements   and  parties 


Already,  the  authors  note,  some  regions 
have  "begun  to  move  down  the  long 
potholed  road  from  protest  to  reform." 

How  long  is  that  road?  The  poisoning, 
of  one-sixth  of  the  earth's  landmass  anc 
hundreds  of  millions  of  people  was  com 
mitted  by  the  Soviet  system.  That  sys 
tern  is  now  on  the  scrapheap  of  history 
and  limited  reform  movements  are  un 
der  way.  But  that  doesn't  mean  an  effec 
five  cleanup  will  take  place  anytimt 
soon.  Detoxification  will  come  hard  ancj 
and  at  great  cost,  succeeding  only  if 
becomes  a  national  goal.  As  a  womar 
from  Rostov  wrote  recently  to  the  week' 
ly  Nedelya:  "We  need  a  mass  party  tha 
would  unite  around  the  issue  of  healthji 
environment.  It's  the  only  way  we  car] 
restore  our  nation." 

More  calls  to  anns  such  as  Ecocide  i? 
the  U.  S.  S.  R.  should  speed  the  process! 

BY  IGOR  REICHLII 
Reichlin  writes  for  BW  from  Bonn 
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The  Experts  Have  A  Lot  To  Say  About  The  New  Bonneville. 
At  This  Rate,  They'fl  Be  Speechless. 


3.fAPR 

48-Month  GMAC  Financing 

•2,900 

Total  Savings 


TV's  MotorWeA  named  it  their  "Driver's  Choice"  as  "America's  Best  Sedan."  Kiplin^tYs 
PmondFimna  called  it  "Best  In  Its  Class"  and  "Best  New  Cat^'  while  Consumers  Digest 
chose  it  as  a  "Best  Buy"  in  its  class.  And  now,  the  award-winning  Pontiac "  Bonneville  is  available 
with  special  3.9%  APR/48-montli  GMAC  financing  terms  that  could  save  you  over  $2,900. 
Yet  even  with  its  wealtli  of  negotiating  power,  BomievOle "  is  still  tlioimnds  less  than  the  large 
sedans  from  BMV\^  and  Lexus.  It  adds  up.  More  car,  for  less  money  At  the  right  time. 


Call  toll-free  1-800-762-4900  for  more  product 
information  and  dealer  locations. 


poi^Iac    I'ONTIAC  cares   with  an  extensive  3-year/36.000-milc.  no-deduciiblc  warranty  (see  your  dealer  lor  terms  ol  this  limited  warranty) 
plus  24-llour  Roadside  Assistance  B.  BUCKLE  UP,  AMhRICA'  <  1992  CM  CORP  ALL  RIGHTS  RHSfcRVED 

48  months  at  $22,53  per  month  per  $1,000  financed,  21  9%  down,  actual  down  payment  may  vary  Dealer  financial  participation  niavaflet 
consumer  cost  Finance  charge  savings  ol  $2,93952  based  on  an  average  Bonneville  amount  financed  of  $17,664  40  for  48  months  at  the 
average  national  GMAC  APRol  II  32"',,  [lanuary  through  April,  1992  where  customer  chose  an  alternative  GM  rebate)  vs  3  9%,  APR  with 
21  9%  down  payment  Actual  savings  may  vary  This  linaiice  rale  may  not  be  available  with  other  incentives  See  your  dealer  for  details 
You  must  take  delivery  from  dealer  stock  by  9/23/92 


PONTIACW 

A  Higher  Level  of  Incitement  f 


iimflnnflBflflfl 


Because 


introducing  the  AIKT  MEGACOM'  FAMILY  OF  SERVIC  * 


If  you're  a  bigger  compan);  one  that  spends 
tx^tween  $3,000  and  $30,000  a  month  on  long 
distance,  AT&T  now  offers  a  unique  and  exciting 
choice  of  services:  the  ATsT  Megacom  Family 
of  Services. 

Megacom  Plus*  Service  and  Megacom 
Optimum  Service  are  the  ;/t^^/'C5/ members  of 
the  famiK'  for  single-  or  multi-location  businesses. 
Like  Megacom  Service,  and  Megacom  800  Service, 
ihey  can  give  you  all  the  reliability  service,  and 
flexibility  you  need— at  very  competitive  prices. 

If  you're  a  bigger  business,  take  a  minute 
to  find  out  which  Megacom  service  meets  your 
needs  best.  Sign  up  before  10/15, '92  and  you'll 
receive  free  installation** 


MM  MEGACOM  PLUS  SERVICE 


A  new  outbound  service,  wit/j  additional  savitigs 
and  a  choice  of  features,  intended  especially  for 
companies  with  multiple  locations  of  all  sizes.  | 

•  Combine  calls  from  all  )'0ur  locations,  including 
domestic,  AT&T  Calling  Card,  international  and  USA 
Direct®  calls,  into  one  bill-available  in  a  choice  of 
billing  formats:  PC  disk,  magnetic  tape,  or  hard  cop' 

•  Spot  trends  and  identify  potential  calling  fraud 
with  the  optional  PC  billing  package.  Select  from 
56  standard  rei:)orts  or  customize  your  own. 

•  Features  the  ad\'anced  maintenance  service 
option,  MegaWatchr  which  proactively  monitors 
your  service  and  equipment  to  help  keep  your 
business  up  and  running. 

•  Volume  and  term  plan  discounts  availaf')le  for 
even  greater  savings. 


More  chok  es  for  bigger  businesses.  Because  one  size  does  notfi% 

1992  AT&T  'oending  FCC  approval.  "Installation  must  be  made  by  12/31/92. 


comes  in  many  sizes. 


businesses  bigger  than  the  family  store,  but  smaller  than  the  FORTUNE  1,000. 


jm  MEGACOM  OPTIMUM  SERVICE 


t)r  single-  or  multiple-location  businesses,  this 
lew  service  is  the  "gold  standard','  offering  all  the 
eatures  included  in  Megacom  Plus  Service,  and 
nore,  with  the  highest  level  of  outbound  service 
ind  support  available  from  AT&T. 

►  Features  a  dedicated  24 -hour  customer  support 
:enter  to  handle  your  long  distance  operation, 
nstallation,  and  maintenance. 

»    Includes  the  standard  PC  billing  package, 
choose  your  own  bill  format,  even  CD  ROM,  to 
',ive  you  incredible  flexibility 

►  Choice  of  20  different  billing  dates.  Choose  the 
)ne  that  best  fits  your  company's  cash  flow. 

►  Includes  state-of-the-art  monitoring  to  help  spot 
)roblems  before  they  interfere  with  your  calling. 

•    Choice  of  two  domestic  rate  structures:  single 
lostalized  rates  or  3-tier  mileage  rate  structure. 


ARSr  MEGACOM  SERVICE 


•  Ofters  single-location  companies  essential  features: 
AW  quality  and  reliability  at  competiti\'e  prices. 

•  Opponunit)'  to  add  on  powerful  options,  such  as 
MegaWatch,  the  24-hour  proactK'c  maintenance  service. 


MEGACOM  800  SERVICE 


•  Guaranteed  emergency  backup  service  in  30  min- 
utes or  less  if  .service  is  ever  interrupted. 

•  Ad\'anced  routing  features  help  \\)U  complete  more 
calls. 

INTERNATIONAL  FEATURES 

•  Available  with  any  Megacom  ser\'ice— gives  you 
the  clearest  connections  to  over  200  countries  and  areas 
around  the  world. 

•  Includes  the  exclusix  e  ATsT  Language  Line®  Services, 
which  give  you  an  on-line  interpreter  in  kO  languages. 


/  800  858-MEGA,  ext  51 


conomic  Viewpoint 


CLINTONOMICS  HAS  WHAT  IT  TAKES 
FOR  THE  lONG  HAUL 


BY  ROBERT  KUHt  JER 


The  Democratic 
candidate  rejects 
both  trickle-down 
theories  and  the  call 
for  austerity  now. 
Instead,  he  is 
proposing  cures  for 
the  basic  building 
blocks  of  the 
economy 


B 


RCBtkT  KUnNER  IS  CO-EDITOR  OF  THE 

a/Vi£»((:an  ppospect  aud  author 
o:-  the  end  of  imssez-faire 


Clinlon's  economic  liluei)rint,  "Piit- 
People  First:  A  National  Economic 
Strateo-y  for  America,"  has  won  fi,'ruds- 
iiiK  praise  for  its  specificity.  I5ut  a  niiml)ei-  of 
commentators  have  faulted  it  for  downplaying 
the  fedei'al  deficit,  for  raisin,u;'  taxes  on  the 
wealthy,  for  increasing  jjuhlic  investment,  and 
lor  resisting'  calls  to  slash  entitlements. 

In  my  view,  the  proposal  deserves  i)raise, 
not  condemnation,  on  all  these  counts.  Econo- 
mists of  different  persuasions  tell  three  differ- 
ent stories  about  how  deficits  affect  the  econ- 
omy. In  the  first  stoi-y,  shared  by  Brookings 
institution  modei'ates  and  Wall  Street  conser- 
xatives,  large  deficits  are  lethal  for  the  econo- 
my because  they  drive  up  capital  costs  and 
crowd  out  productive  privati'  investment.  The 
only  trouble  with  this  story  is  that  the  feder- 
al deficit  is  at  a  3()-year  high,  while  short- 
term  interest  rates  are  at  a  3()-year  low. 
NEW  FRAMEWORK.  In  the  second  story,  the 
neo-Keynesian  view,  deficits  are  toleral)le  and 
even  salutary,  at  least  during  recessions.  The 
reason  that  l)ig  deficits  don't  raise  interest 
rates  dui'ing  recessions  is  the  presence  of  slack 
in  the  economy.  A  Mar.  ;!()  open  letter,  signed 
by  moix'  than  100  distinguished  economists 
organized  b\  Vale's  .James  Tol)in  and  MIT's 
Robert  iVI.  Solow,  argued  lor  a  recovery  led  by 
public  and  private  investment,  relying  on  in- 
vestment tax  credits  and  an  increase  in  di- 
rect public  outlay.  "Since  the  economy  has 
idle  resources ...  and  the  threat  of  inflation  is 
minimal,  it  is  appropi-iale  to  let  these  exi)endi- 
tvu'es  add  to  the  deficit,  financerl  by  boi-row- 
ing. . . ,"  it  sa.\'s. 

Nonetheless,  most  neo-Keynesians  b(>lieve 
that  once  a  I'ecovei'y  comes  and  high  emi)loy- 
ment  is  reached,  high  deficits  do  ci-eate  comjje- 
tition  for  scarce  capital.  At  that  point,  the 
economy  would  have  to  generate  increased 
savings  oi-  it  w{)uld  pay  the  i)i'ic'.'  in  the  form 
of  higher  interest  rates,  which  would  deter 
investment  and  choke  off  recovery. 

Clinton  tells  a  third  sloi'v.  He  shai'es  with 
the  neo-Keynesians  a  refusal  to  be  intimidated 
by  the  deficil.  Itul  unlike  that  of  tlu'  neo-Key- 
nesians, his  view  is  not  primarily  a  macroeco- 
nomic  stoi'y  at  all.  Rather,  it  is  concerned 
mainly  with  stiiictural  factors— how  effective- 
ly each  |>art  of  the  econom\'  works,  and  how 
efficiciUl.\'  the  pieces  fit  together.  The  Clin- 
tou  blueprint  emphasi/.es  the  ([uality  of 
America's  labor  aud  capital,  the  polenc\'  of 
its  technology,  the  state  of  its  infrastructure, 
and  sectoral  inefficiencies  such  as  health  care. 

In  effect,  Clinton's  economic  framewoi'k  I'e])- 
resents  a  turning  away  from  macroeconom- 
ics. Thus,  he  proi)oses  a  program  of  lifetime 
learuing  and  training  to  improve  tin-  iiuality  of 


the  work  force;  a  $50  billion-a-yeai'  pi'ogi'am  ol 
renewed  public  investment  aimed  at  repairing 
decayed  infrastructure  and  at  stimulating  ad-, 
vanced  technologies;  conversion  of  defeiisd 
technology  to  commercial  purposes;  targeted' 
tax  incentives  to  promote  private  investment: 
and  comprehensive  health  care  reform. 

Not  sui-i)risingly,  this  approach  contrast- 
radically  with  the  supply-side  strategy  of  tht 
past  decade,  which  claimed  that  tax  break- 
for  the  wealthy  would  increase  savings,  in 
vestment,  and  growth.  What  is  more  suri)ris 
ing  is  that  the  Clinton  program  also  breaks 
with  many  assumptions  of  the  neo-Keynesian 
bi-ain  trust,  which  has  advised  Democratic 
candidates  since  John  Kennedy.  All  of  Clinton'^ 
senior  economics  advisers— human-capital  ex- 
pert and  business  consultant  Ira  Magaziner. 
Harvard  political  economist  Rol)ert  B.  Reich. 
Occidental  College  planner  and  author  Derek 
Shearer,  and  Robert  J.  Shapiro  of  the  Pro- 
gressive Policy  Institute— are  people  who  look: 
at  the  economy  structui'ally  rather  than  ir, 
terms  of  macroeconomic  factors,  such  as  defi- 
cits. In  the  structural  view,  the  real  story  i.-' 
the  (luality  of  the  nation's  physical  and  humar 
capital,  the  organization  of  its  corporations 
and  the  way  capital  markets  serve  busines.'- 
enterprises.  An  economy  with  more  efficient: 
inputs  will  grow  faster  and  cut  the  deficit. 
PARALYSIS.  What  Clinton  has  done  is  to  take 
back  the  gi'owth  issue— and  in  a  novel  way 
that  rejects  both  the  supply-side  view  as  wel 
as  the  austei'ity  view  that  sees  future  growth, 
as  re(]uiring  belt-tightening  now.  Thus,  thougl 
Clinton  is  a  centrist  on  social  issues,  his  eco 
nomic  progi'am  is  more  in  the  Roosevelt-Ti'u 
man-Kennedy  tradition  than  those  of  hi.-i 
l)arty's  last  three  nominees. 

Nonethele.ss,  a  Clinton  Administration  woulci 
be  at  risk  in  three  distinct  I'espects.  If  Clintoi' 
is  elected,  the  usual  suspects  will  clamor  foi 
influence.  He  will  lie  warned  that  structuralist.v 
like  Magaziner  and  Reich  are  not  "real"  econ 
omists  and  that  Democrats  must  reassuri 
money  markets  by  appointing  apostles  of  aus 
terity.  P"urthei-more,  if  inflation  starts  to  rise 
and  the  stock  market  faltei's  before  January 
many  financial  commentators  will  see  anticiijai 
tion  of  a  Democratic  Administi'ation  as  the 
cause.  That  will  only  intensify  the  pi'essure  oi 
Clinton  to  embrace  fiscal  orthodoxy. 

Clinton's  program  is  primai'ily  a  long-ter'n 
cure  for  long-term  economic  problems,  not 
ipiick  fix.  If  we  get  a  "triple-dip"  recession 
Clinton  will  have  to  be  niml)le  indeed  to  dea 
with  a  short-term  crisis  withoiit  sacrificing  hi: 
long-term  vision.  But  that  vision  is  astute 
and  despite  the  nay-saying,  Clinton  shoulr' 
hold  his  coui'se. 


i 


;i  jUsiness  week/august  3,  1092 


economic  VIEWPOl 


Get  $1,000  Or  MORE  IN 

Credit  now  On  an 
international  thuck. 


There  are  quite  a  few  reasons  for  But  if  that's  not  enough,  from  now 
buying  an  International  medium  or    until  September  30,  there's  one  more. 

heavy  ^^^^'^'^^^P^^F^T^I^^^^^H  ^^^^  make 

Reliability. I  ^  ;  7  •  J  TTTk^^^B  your  best  deal.  Then,  we'll  give 
Durability.  ^^^^^^^Ti^X^g^^^^H  you  a  credit  worth  $1,000  on  a 
And  most  ^^H^nNM^^^^^^HIB^  medium  truck  or  $2,000  on  a 

importantly,  ViPBH^^  truck.  Good  for  free 

our  commitment  to  building  you  a  parts  and  service.  Plus  the  credit's  good 
truck  uniquely  suited  to  your  business,     on  any  truck  you  own.  Old  or  new. 


One  more  thing.  Be  sure  to  buy  and 
take  delivery  from  dealer  stock  between 
July  1  and  September  30. 

Call  1-800-44-TRUCK,  or  see  your 
nearest  International  dealer  for  details. 
And  take  part  in  Big  Bonus  Days  while 
they  last. 

INTERNATIONAL 


BIG  BONUS  DAYS. 


Whatto 
buy 

with  the 
money 

you  save 

ata 
discount 

broker. 


A  little  knowledge  is  never 
more  dangerous  than  when  it 
comes  to  managing  your  own 
portfolio.  But  that's  all  you  get 
from  a  discount  broker. 

Because  in  order  to  give  you  a 
discount  on  commissions,  they 
must  also  discount  the  value  of  a 
number  of  fundamentals  that  in 
our  experience  have  proven 
to  be,  well,  priceless. 

Of  course,  only  you  can 
decide  where  to  put  your 
trust.  But  an  understanding 
of  our  basic  investment  prin- 
ciples may  help  you  make 
what  we  believe  to  be  the 
right  decision. 

Research,  research, 
research. 

To  make  money,  we 
believe  you  must  first  be 
information  rich.  Which  is 
why  research  is  the  single 
biggest  corporate  invest- 
ment that  we  make  on  behalf 
of  our  clients. 

Our  research  depart- 
ments currently  have  206 
professionals  on  staff.  (The 
biggest  discount  brokers 
haveO.) 

We  closely  monitor  and 
report  on  52  industries  and 
575  companies.  (The  biggest 
discount  brokers  monitor  0.) 

We  assess  the  gold  mar- 
ket, track  the  bond  market, 
keep  up  to  speed  on  futures 
and  stay  ahead  of  the  U.S. 
markets  by  keeping  a  24- 
hour  watch  on  the  world's 
financial  markets  through  our 
international  offices. 

True,  you  can  get  some  infor- 
mation from  discount  brokers, 
but  it's  secondhand,  from  third- 
party  sources  and  they  often 
charge  for  it.  Worse,  in  our  eyes, 
it's  yesterday's  news. 

Analysis,  analysis,  analysis. 

Armed  with  a  wealth  of 
knowledge,  our  economists. 


analysts  and  strategists  can  spot 
trends,  form  opinions  and  make 
valuable  recommendations. 

Prudential  Securities  current- 
ly has  31  Senior  Equity  Analysts 
on  staff.  (Discount  brokers  have  0.) 

Since  January  1990  our 
Single  Best  Ideas  performance 
record  has  been  +50.8%,  com  - 


pared  to  the  Standard  &  Poor's  500 
average  of  +22.2%.* 

Prudential  Securities'  Chief 
Economist  is  Richard  D.  Rippe, 
who  has  been  selected  by 
Institutional  Investor  for  its  Ail- 
American  Research  Team  five 
times  since  1985.  (Another  econo- 
my of  discount  brokers  is  no 
economists.) 

And  our  Chief  Investment 
Strategist,  Greg  Smith,  has  consis- 


tently ranked  in  the  top  tier  in 
The  Wall  Street  Journal  for  his 
long-term,  asset  -  allocation 
recommendations. 

All  of  which  brings  us  to 
another  subject. 

One  that  we  believe  we 
know  a  lot  more  about  than 
discount  brokers  do:  you. 

You,  you, you. 

Your  personal  needs  and 
financial  goals  are  just  that, 
personal. 

So  before  we  advise  you 
on  how  to  invest  your  money, 
we  first  invest  the  time  it  takes 
to  get  to  know  you .  (Discount 
brokers  don't  know  you  from 
Adam.) 

To  this  end  Prudential 
Securities  has  highly  trained 
Financial  Advisors  in  offices 
throughout  the  country. 

Working  together,  we 
can  create  a  long-term  invest- 
ment strategy  and  financial 
portfolio  that  is  designed  to 
form  a  profitable  relationship, 
for  both  of  us. 

You  see,  while  discount 
brokers  don't  have  to  worry 
about  the  success  of  your 
investments,  ours  depends  on  it . 

If  you  have  any  ques- 
tions or  would  like  to  meet  a 
Prudential  Securities  Financial 
Advisor,  please  call  us  at 
1-800-654-5454,  ext.  1213  or 
drop  by  one  of  our  offices. 

And  you  don't  have  to 
bring  your  checkbook:  this 
service  is  free.  (It  always  has  been.) 
We  also  have  offices  in  every  major 
financial  center  around  the  world, 
if  they  can  be  of  any  help  to  you. 

We  hope  this  advertisement 
has  helped  you  see  financial 
service  fees  as  investments  unto 
themselves. 

And  introduced  you  to  a 
company  that, quite  simply,  offers 
you  a  better  return  on  yours. 


Prudential  Securities  im/j 
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conomic  Trends 


BY  KAREN  PENNAR 


THE  ECONOMISTS' 
OUIJA  BOARDS 
SPELL  'GEORGE' 


Separately,  economists  and  political 
scientists  may  not  be  known  for 
theii"  accuracy  at  predicting  the  future, 
i)ut  as  a  team,  there  is  one  thing  they 
have  lieen  able  to  get  right  almost  every 
time:  the  outcome  of  Presidential  elec- 
tions. And  what  these  experts  say  now 
is  that,  despite  the  sluggish  economy 
and  Bill  Clinton's  55%  post-convention 
approval  rating,  George  Bush  will  win. 

While  the  pollsters  report  large  and 
fi-e(iueiit  swings  in  voter  choice,  econo- 
mists and  political  scientists  track  the 
"fundamental  values"  that  determine 
votes  when  Election  Day  rolls  arounfl. 
Primary  among  these  is  the  state  of  the 
econonn'  and  the  incuml lency  factor. 


HOW  THE  ECONOMY  MAY  PUY 
IN  THE  EUaiONS 


If  1992  economic 
growth  is: 

The  vote  for 
Bush  is: 

Probability  of  a 
Bush  victory  is: 

-1% 

50.4% 

53% 

51.6 

64 

52.8 

73 

; 

54.1 

81 

DATA:  AlBEtTO  ALESINA,  NAKVARD  UNIVERSITY;  JOHN  lONDREGAN, 
PRINCETON  UNIVERSITY'S  WOODROW  WIISON  SCHOOl;  AND  HOWARD 


It  turns  out  that  the  economy  has  to 
he  in  awfully  poor  shape  for  an  incum- 
i)('nl  to  lose.  That  was  the  case  in  1980 
when  gross  domestic  pi'oduct  per  capita 
fell  by  5.9%  in  the  fir.st  half,  and  Jimmy 
Carter  was  I'outed  at  the  polls.  Ray  Fair 
ol'  Yale  IJnivei'sity  bases  his  predictions 
on  the  per  capita  GDP  growth  rate  in 
the  I'ii-st  half  of  1992  and  the  inflation 
rati'  for  the  past  two  years.  Assuming 
infhitidii  of  about  3%>  and  per  cai)ita 
growth  of  about  2%,,  Bush  would  win 
handily  with  about  a  57%  .share  of  the 
vote.  According  to  Fair's  calculations, 
even  if  the  economy  did  a  triple  dip  and 
<!I)P  declined  1%.,  Bush  would  still  beat 
Clinton  iiy  a  slim  margin  in  November. 

Calculations  based  on  a  model  devised 
by  Alberto  Alesina  of  Harvard  Univer- 
sity, John  Lonili'egan  of  the  Woodrow 
Wilson  School  at  Princeton  University, 
and  Howard  Flosenthal  of  Carnegie  Mel- 
lon Cr.iversity  show  that  growth  of 
about  1%.  in  the  current  calendar  year 
would  yield  a  52.8%<  vote  share  foi-  I5u.sh, 


but  because  of  Ihv  mai'gin  of  erroi'  in 
the  calculations,  the  prol>ability  of  a 
Bush  win  is  73%.  The  odds  rise  to  81%-  if 
growth  comes  in  at  2%  for  1992. 

Of  course,  foi'ecasters  like  to  hedge 
their  bets  a  bit.  Londi-egan  notes  that 
his  model  would  have  missed  the  1948 
win  for  Hai'ry  Ti'uman,  and  that  in  1976 
it  gave  Gerald  Ford  a  52%-to-48%  edge 
over  Carter.  Fair  cautions  that  voters 
might  judge  economic  gi'owth  to  be  poor 
based  on  three  years  of  sluggish  gi'owth 
rather  than  two  (piarters'  woi'th,  and 
that  cotild  woi'k  against  Bush. 


THE  CLOSET 

CAPITALISTS  OF  RUSSIA 
AND  UKRAINE 


Wester-ners  ai'gue  that  for  economic 
reform  to  advance  in  the  former 
Soviet  l-nion,  millions  of  Russians  and 
others  who  toiled  under  the  grip  of  a 
command  economy  must  shake  off  in- 
gi'ained  pi'ejudices  against  initiative  and 
shed  their  distrust  of  i)rofit-making.  The 
process,  some  believe,  could  take  a  gen- 
(M'ation  or  two. 

But  just  how  ingi'ained  are  these  atti- 
tudes? Is  there  in  fact  a  lio)tio  Soviet icus, 
whose  habits— indeed,  whose  personal- 
ity—is so  very  fixed?  No,  say  three  econ- 
omists who  have  conducted  extensive 
surveys  in  Russia  and  Ukraine.  Robert 
J.  Shiller  of  Yale  Univei"sity,  Maxim 
Boycko  of  Moscow's  Institute  of  World 
Economy  &  International  Relations,  and 
Vladimir  Korol)ov  of  the  Kherson  Peda- 
gogical Institute  in  Uki'aine  ([ue.stioned 
people  in  the  U.  S.,  Russia,  Ukraine, 
(iei-many,  and  Japan  on  risk-taking  and 
other  issues.  Their  findings  appear  in 
the  curi'ent  BnxikiiHis  Papers  on  Eco- 
iKiiiiic  Adirilji. 

Rus.sians  and  Ukrainians  are  more  in- 
clined to  take  I'isks  than  most  ob.servers 
might  expect,  the  study  rejiorts.  Peo- 
l)le  surveyed  demonstrated  a  willing- 
ness to  start  new  l)usinesses  to  the  same 
degree  as  Americans,  and  their  eager- 
ness to  invest  in  other  people's  ventui'es 
was  even  greater  than  that  of  Ameri- 
cans. In  Moscow,  for  instance,  51%  said 
they  would  lie  tempted  to  invest  a  sub- 
stantial poi'tion  of  their  savings  in  a  new 
business  started  by  friends,  knowing 
that  the  business  was  very  I'isky  and 
could  fail— or  make  investors  rich.  In 
Omsk,  a  city  in  western  Siberia,  42% 
indicated  an  interest  in  making  such  in- 
vestments. Ill  New  York,  by  contrast, 
the  figure  was  33%. 

Many  resjionses  appeared  to  reflect 
"situational"  rather-  than  "attitudinal"  fac- 
tor^. For  instance,  people  in  the  ex-com- 
mtmist   ountries  concede  that  workers 


do  not  do  quality  work— not  becausea 
they  are  unable  to,  but  because  thei-e  is 
a  lack  of  incentives  to  do  so.  If  incen- 
tives ai"e  offered,  the  authors  argue,  be- 
havior could  change  rapidly. 


SMALL  COMPANIES 
ARE  STILL  AFRAID 
TO  ADD  WORKERS... 


Add  another  theory  to  the  growing 
list  explaining  poor  growth  in  pay- 
rolls: Small  lousinesses,  which  fired  uj) 
the  great  American  job  machine  in  the 
1980s,  have  been  far  more  timid  in  their 
hiring  recently.  So  argues  David  H. 
Hale,  economist  at  Kemper  Financial 
Services  Inc. 

Fr-om  1979  to  1989,  the  U.  S.  economy 
created  more  than  20  million  new  jobs, 
but  employment  at  the  500  largest  com- 
panies fell  from  1B.2  million  to  12.5  mil- 
hon.  Hale  observes.  To  date  in  this  re- 
covery, though,  there's  no  indication  that 
small  companies  ar-e  offsetting  the  con- 
tinued contraction  in  jobs  at  large  com- 
panies. Indeed,  recent  surveys  indicate 
that  only  17%  of  small  companies  plan  to 
hire  this  yeai',  compai'ed  with  19%  a 
year  ago  and  23%  in  1990.  Hale  sug- 
gests several  reasons  for  this:  First,  con- 
tinued sluggishness  has  made  small  com-i 
panies  exti'a  cautious.  Second,  sinall 
businesses  depend  on  banks,  which  are 
consti'ained  by  tight  lending  standards,] 
for  ci'edit.  Third,  exports  have  i-eboimd- 
ed  since  1988,  but  small  firms  have  lim  ' 
ited  experience  in  exporting.  Finally 
says  Hale,  small  businesses  may  be  con 
cerned  aliout  costly  health  care  and  l)Ui' 
densome  federal  regulations. 


...BUT  AT  LEAST 
THEY'RE  PAYING 
THEIR  BILLS  FASTER 


Small  companies  may  also  have  beei 
suffering  from  cash  flow  consti'aints 
Now,  business  conditions  nay  be  lookinj^ 
just  a  tad  brightei':  Mo'-  -mall  compa 
nies  ai'e  managing  to  pay  their  bills  ofi 
faster  than  befoi'e. 

Accoi-ding  to  Dun  &  Bradstreet  Corp. 
which  tracks  payment  performance 
small  and  medium-.size(l  comiianies  (thost 
with  fewer  than  500  employees)  are  far 
ing  somewhat  better  ncv  than  as  o 
September,  1991.  But  t'^e  i,est  payment 
performance  all  is  coi'ung  from  com 
panies  with  moi-e  than  500  employees 
As  of  the  first  quarter,  according  t( 
D&P.,  4%.  more  (■f)mpanies  in  this  grou] 
are  paying  bills  at  a  faster  rate  thai 
are  jiaying  bills  at  a  slower  rate. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


THE  WORD  FROM  THE  FED:  THE  RECOVERY 
KEEPS  WHEEZING  ALONG 


When  Federal  Reserve  Board  Chairman  Alan 
Greenspan  gave  his  semiannual  testimony  on 
July  21  and  22  on  the  conduct  of  monetary 
policy,  the  congressional  committees  hurled  some  pretty 
tough  questions  at  him.  As  usual,  Greenspan  had  plenty 
of  answers — some  of  which  were  even  understandable. 

Why  is  the  recovery  so  ane- 
mic, asked  the  lawmakers? 
Greenspan  said  the  economy's 
structural  imbalances  were 
more  severe  and  more  enduring 
than  previously  thought,  but 
that  growth  will  soon  gain  mo- 
mentum. Why  is  the  unemploy- 
ment rate  so  far  above  the 
Fed's  forecast  of  only 


THE  FED'S  lATEST 
FORECAST 

PERCfNI  CHANGE  fOURTH  QUARTER 
TO  fOURIH  QUARTER 
1992  1993 

REAL  GDP 

2  1/4  to  2  3/4%       2  3/4  to  3% 
UNEMPLOYMENT  RATE* 

7  V4  to  7 1/2         6 1/2  to  7 

•EOURTH  QUARTER  LEVEL 

CONSUMER  PRICES 

3 10  3  1/2  2  3/4  to  3 1/4 

M2  TARGET  RANGE 

2 1/2  to  6 1/2         2 1/2  to  6  1/2 


DATA;  FEDERAL  RESERVE  BOARD 


SIX 


months  ago?  Answer:  The 
growth  of  the  labor  force 
surged  well  above  the  pace  sug- 
gested by  the  growth  of  the 
working-age  population,  so  both  labor  force  growth  and 
the  jobless  rate  should  retreat  in  coming  months. 

On  the  testy  subject  of  money  growth:  Why  has  the 
growth  of  the  M2  measure  fallen  out  of  bed?  Greenspan 
blames  "disintermediation,"  the  shifting  of  funds  from 
small-time  deposits  at  banks  to  higher-yielding  invest- 
ments that  are  not  a  part  of  M2.  But  isn't  slow  money 
growth  still  a  problem  for  the  recovery?  Not  really.  He 
says  that  the  velocity — or  turnover  rate — of  money  is 
rising,  and  that  money  doesn't  have  to  grow  as  fast. 

GREENSPAN    Greenspan  had  an  answer  for  everything. 
DID  SOME      Still,  his  cool  and  informed  responses  did 
DEFT  TAP       not  allay  the  nagging  worry  that  mone- 
DANCING       ^2Lry  policy  has  been  unable  to  address 
the  fundamental  underperformance  of  economic  growth. 
Despite  the  "23  separate  easing  steps,  beginning  more 
than  three  years  ago"  that  the  chairman  referred  to, 
economic  anemia  seems  entrenched. 

The  Commerce  Dept.'s  report  on  second-quarter  gross 
domestic  product,  to  be  released  on  July  30,  will  make 
that  point  clear.  BUSINESS  WEEK  estimates  that  real  GDP 
grew  about  1.5%  last  quarter.  That  pace  would  be  far 
below  the  first  quarter's  gain  of  2.7%  and  not  at  all 
reassuring  that  a  sustainable  recovery  is  under  way. 

Last  quarter's  real  GDP  suffered  from  a  sharp  widen- 
ing in  the  trade  deficit  that  offset  perhaps  all  of  the 
positive  contribution  from  a  pickup  in  inventory  growth. 
Elsewhere,  growth  in  domestic  demand  was  weak,  main- 
ly reflecting  puny  growth  in  consumer  spending. 


MONEY  IS  CHANGING 
HANDS  FASTER 

1,70  r 


Greenspan  tried  to  soothe  concerns  that  the  recovery 
might  be  petering  out.  His  succor  was  in  the  context  of 
the  Fed's  latest  economic  forecast  (table).  The  central 
bank  projects  that  real  GDP  will  grow  in  the  range  of 
2.25%  to  2.75%  in  1992,  measured  from  fourth  quarter  to 
fourth  quarter,  and  2.75%  to  3%  in  1993.  Based  on  sec- 
ond-quarter growth  of  1.5%',  the  Fed's  1992  forecast  im- 
plies a  second-half  pickup  in  growth  to  2.5%  to  3.5%'. 

As  expected,  Greenspan  addressed  the  notion  that 
money  growth  was  too  slow  to  be  consistent  with  the 
Fed's  projections  for  economic  growth.  Through  early 
July,  the  broad  M2  measure  of  money  was  growing  far 
below  the  lower  bound  of  the  Fed's  target  range  of  2.5% 
to  6.57".  In  fact,  for  M2  to  get  back  to  the  midpoint  of  its 
target,  it  would  have  to  grow  at  an  annual  rate  of  7.57 
from  now  until  the  end  of  the  year,  a  pace  that  hasn't 
been  achieved  in  nearly  three  years. 

Not  to  worry,  says  the  chair- 
man. Money  is  changing  hands 
more  rapidly.  The  velocity  of 
M2  rose  appreciably  last  quar- 
ter (chart),  and  it  now  stands 
well  above  its  average  level 
since  1980.  Higher  velocity  is 
implicit  in  the  Fed's  forecast, 
and  Greenspan  says  that  the 
trend  may  continue.  If  so,  it  will 
take  less  money  growth  to  sup- 
port a  given  pace  of  nominal 
GDP  growth — that  is,  growth  not  adjusted  for  inflation. 

However,  the  velocity  explanation  can  only  go  so  far. 
If  money  growth  continues  to  be  so  feeble,  especially  in 
the  face  of  weak  economic  growth,  further  Fed  easing 
later  this  year  cannot  be  ruled  out. 

HOUSING       Greenspan's  cautious  optimism  may  not 
MAY  BE  A       have  played  well  on  Capitol  Hill,  but  in 
'COMEBACK    his  defense,  the  improving  outlook  for 
KID,  TOO      housing  is  consistent  with  a  moderately 
upbeat  view  of  the  economy.  The  plunge  in  mortgage 
rates,  touched  off  by  the  Fed's  July  2  cuts  in  interest 
rates,  will  do  much  to  revive  this  important  sector. 

Homebuilding  ended  the  second  quarter  on  a  sour 
note.  Housing  starts  fell  by  3.27o  in  June  to  an  annual 
rate  of  1.17  million.  Construction  of  single-family  homes 
dropped  2.4%,  while  apartment  projects,  still  in  a  tailspin 
caused  by  past  overbuilding,  dropped  21.47". 

However,  homebuilding  should  get  a  boost  from 
cheaper  mortgages.  The  average  rate  on  a  30-year  fixed 
mortgage  in  mid-July  dropped  to  8.227" — the  lowest  in  19 


I  i 

M2  VtlOCITY  1 

1.69   J 

1  kl.  ^^^^^^^^■^^^p__ 


166  .J, 

▲  RATIO  OF  NOMINAL  GDP  TO  M2  MONEY  SUPPLY 
■  BW  ESI ,  ASSUMES  SECOND  QUARTER  GDP 
GROWTH  OF  4  5% 

DATA:  COMMERCE  DEPT.,  FEDERAL  RESERVE.  BW 
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years.  One-year  adjustable  rates,  at  5.367",  are  at  the 
lowest  since  they  came  into  existence  a  decade  ago. 

Little  wonder,  then,  that  mortgage  lenders  were  burn- 
ing the  midnight  oil  last  month.  According  to  the  Mort- 
gage Bankers  Assn.,  loan  applications  for  home  pur- 
chases surged  30.87c  in  the  two  weeks  ended  July  10. 

The  MBA's  index  of  applications  for  home  purchases  is 
now  at  its  highest  since  January,  when  the  Fed's  big 
easing  move  in  December  also  caused  a  surge  in  home 
buying  (chart).  Because  it  takes  about  60  days  for  a 
mortgage  to  be  approved,  this  rise  in  mortgage  applica- 
tions will  likely  cause  an  increase  in  the  government's 
data  on  home  sales  in  August  and  September. 

The  MBA  also  reports  that  ap- 
plications to  refinance  existing 
mortgages  have  soared  back  to 
their  Olympian  heights  of  Janu- 
ary. Lower  monthly  mortgage 
payments  will  free  up  money 
for  homeowners,  and  this  extra 
cash  will  lift  consumer  spending 
in  the  third  quarter. 

Long-term  rates  may  head 
even  lower.  Greenspan  lament- 
ed that  long  rates  remained 


HOME  BUYIHG 
HEATS  UP  IH  JULY 
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▲  INDEX  WEEK  Of  MAR  16,  1990=100 

DATA  MORTGAGE  BANKERS  ASSN 


"disturbingly  high,"  blaming  inflation  fears  generated 
by  federal  budget  deficits  projected  into  the  mid-1990s. 
Some  relief  may  be  on  the  way,  though. 

Based  on  data  through  June,  when  the  Treasury  post- 
ed a  small  surplus  of  $3.8  billion,  the  deficit  for  fiscal 

1992  now  seems  likely  to  end  up  in  the  range  of  $300 
billion  to  $315  billion,  far  below  the  feared  $400  billion 
mark.  A  slower  pace  of  spending  by  Resolution  Trust 
Corp.  for  the  thrift-industry  bailout  is  the  reason  for  the 
lower  1992  deficit,  although  red  ink  will  run  heavier  in 

1993  as  RTC  spending  picks  up  again. 

For  now,  though,  the  smaller  1992  deficit  means  that 
the  Treasury's  third-quarter  borrowing  will  be  about  $90 


billion — only  half  of  the  lOUs  implied  by  a  $400  billion 
deficit.  The  combination  of  less  Treasury  borrowing,  a 
slow  recovery,  and  low  inflation  could  produce  lower 
long-term  rates  this  summer.  That  would  give  housing 
an  additional  lift  and  provide  further  help  for  debt-' 
strapped  households,  to  repair  their  balance  sheets. 

OHE  DARK  Greenspan  made  little  mention  of  foreign 
ClAUD  trade  in  his  testimony — perhaps  because 

FROM  it  ig  turning  out  to  be  such  a  dark  cloud 

ABROAD  Qygj.  the  outlook.  Slower  growth  in  other 
countries  is  hampering  U.  S.  exports  (page  20),  while  the 
recovery  at  home  is  increasing  demand  for  imports. 

As  a  result,  the  merchandise  trade  gap  is  deteriorat- 
ing. In  May,  the  deficit  widened  to  $7.4  billion,  from  $7.1 
billion  in  April.  Exports  dropped  for  the  third  consecu 
five  month,  falling  2.57-  to  $35.5  billion.  Imports  also  fell, 
but  by  a  smaller  1.47-,  after  rising  in  March  and  April 
During  the  past  year,  imports  are  up  7.27,  compared 
with  last  May,  when  they  were  falling  1.57^'. 

The  wider  trade  gap  suggests 
that  foreign  trade  was  a  huge 
drag  on  the  economy  last  quar- 
ter. After  adjusting  for  price 
changes,  the  GDP  measure  of 
foreign  trade — net  exports — 
will  likely  show  a  doubling  in 
the  deficit  in  the  second  quarter 
(chart).  That  deterioration 
would  subtract  almost  two  per- 
centage points  from  the  quar- 
ter's annual  rate  of  growth. 


THE  TRADE  GAP'S 
DRAG  OH  GROWTH 


91  III      !V      r92  II  ESI 
▲  BIELIONS  OF  198?  DOLIARS,  ANNUAE  RATES 
•EXPORTS  Of  GOODS  AND  SERVICES  MINUS 
IMPORTS  AS  REPORTED  IN  GDP  ACCOUNTS 
DATA:  COMMERCE  DEPT  .  BW 


Sagging  foreign  trade  is  only  one  of  the  problems: 
facing  the  recovery.  If  you  take  Chairman  Greenspan  at 
his  word,  none  of  the  existing  troubles  is  too  overwhelm- 
ing for  the  economy  to  handle.  But  Greenspan  would 
undoubtedly  admit  that  the  task  of  mollifying  Congress 
is  a  lot  easier  than  keeping  the  recovery  on  track. 


THE  WEEK  AHEAD 


EMPLOYMEHT  COSTS 


Tuesday,  July  28,  8:30  a.m. 
Employment  costs  for  civilian  workers 
probably  rose  by  about  0.8'/"'  in  the  sec- 
ond (jiiarter,  say  economists  polled  by 
MMS  International,  a  division  of  McGraw- 
Hill  Inc.  In  the  first  quarter,  compensa- 
tion was  up  by  0.97-.  The  c  xpected  mild 
increase  would  place  second-ciuarter  la- 
bor costs  just  3,47'  above  their  pace  of  a 
year  earlier.  As  in  the  past,  increases  in 
benefits  last  quarter  continued  to  out- 
pace the  gains  in  wages. 


!;ONSUMEI^  ^'IliFIDEHCE 


!  iiesday.  July  28,  10  a.m. 

The  Conference  Board's  index  of  con- 

suiner  -onfidence  likely  slipped  to  70  in 


July,  from  71.7  in  June.  Blame  it  more 
on  the  election  than  on  the  economy — 
although  June's  jump  in  the  unemploy- 
ment rate  to  7.87'  also  raised  jitters. 

GROSS  DOMESTIC  PRODUCT  

Thursday,  July  30,  8:30  a.m. 
The  MMS  consensus  expects  that  the 
economy  grew  at  a  sluggish  1.87  annual 
rate  in  the  second  quarter,  after  rising 
at  a  more  respectable  2.77  clip  in  the 
first.  The  sharp  deterioration  in  the  for- 
eign-trade sector,  however,  argues  that 
the  economy  may  have  grown  even  slow- 
er last  quarter.  The  economists  also  ex- 
pect that  inflation,  as  measured  by  the 
GDP  price  deflator,  stood  at  a  37'  annual 
rate  in  the  second  quarter,  down  from 
3.17  in  the  first. 


HEW  SIHGLE-fAMIlY  HOME  SALES 

Thursday,  July  30,  10  a.m. 
New  homes  likely  sold  at  a  523,000  annu 
al  rate  in  June,  up  from  501,000  in  May 

PERSOHAL  IHCOME  

Friday,  July  31,  10  a.m. 
Personal  income  was  probably  flat  ir 
June,  following  a  0.37  gain  in  May.  De 
clines  in  jobs  and  weekly  pay  sugges' 
wages  and  salaries  were  weak.  Consum  \ 
er  spending  likely  rose  by  0.47'  in  June 
after  a  0.57c  increase  in  May. 

FACTORY  IHVEHTORIES 


Friday,  July  31,  10  a.m. 
Manufacturing  inventories  probably  ros< 
by  0.37f  in  June,  the  same  as  in  May. 
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IT'S  EVERYTHING  YOU  COULD  POSSIBLY 
WANT  IN  A  LUXURY  CAR. 


SO  HOW  COME  YOU  CAN  AFFORD  IT? 


^  2  ^^^^^^^  coined 

A  MONTH    the expressioni'If 
you  have  to  ask  how  much,  you  can't 
afford  it,"  probably  never  inquired 
about  our  leasing  program.  Because 
now,  the  great  value  offered  by  a 
Maxima"  GXE  can  be  yours  for  just 
$279/month  when  you  lease  it. 

Inside,  you'll  discover  all  l<inds  of 
amenities  you  wouldn't  expea  in  a 
sedan  at  this  price.  For  example,  you'll 
find  a  Digital  Touch  Keyless  Entry 
System,  air  conditioning,  AM/FM  cas- 
sette wath  Dolby'  and  a  sophisticated 
theft  deterrent  system. 


And  what  would  automotive  lux- 
ury be  without  the  performance  ae- 
dentials  to  match?  So  under  the  hood 
there's  a  sequential,  multi-point,  fuel- 
injeaed  160hp'V6  that  will  ensure  our 
interior  doesn't  mal<e  you  too  sedate. 

So  if  you've  had  your  sights  set  on 
a  luxury  sedan,  don't  lower  your 
expectations.  Just  lower  your  payments. 
By  leasing  a  Maxima  GXE  at  your 
Nissan  Dealer.  But  hurry  Because  a 
lease  lil<e  this 
is  a  luxury  we 
can  hardly 
afford  forever 


NISSAN 


BUILT  FOR  THE 
HUMAN  RACK." 


Dolby  IS  a  registered  trademark  of  Dolby  Laboratories  Licensing  Coqi  Actual  rate  of  $27900  for  36-tnonch  closed-end  lease  of  a  1992  hUxiina  CXE.  model 
#08-1 12  through  NMAC  Linvted-time  offer  avarlable  only  through  paitiapating  Nissan  Dealers  to  quahhed  lessees  Subject  to  availabdity  Rate  based  on  MSRPof 
$20.72500  including  freight  and  destination  charges,  les;  dealer  capital  cost  reduction  of  $1.51-1 00  and  non-rehindable  pre-paid  rental  reducuon  of  $1.30000  Actual 
capitalized  cost  of  $18.261 00  includes  a  non-rehindable  acquisition  fee  of  $35000  Dealer  pamcipauon  may  affect  actual  cost  Taxes,  registration,  tide,  insurance,  options 
and  locally  required  equipment  not  included  Total  of  monthly  payments  $10.04400  First  month  payment  of  $2^900.  a  refundable  security  deposit  ec^al  to 
one  mondi's  payment  rounded  to  the  next  $2500  increment,  the  non-refundable  pre-paid  rental  reduction  of  $1.30000.  tide,  registraaon  and  license  fees,  and  any 
applicable  taxes  required  at  consummation  Purchase  option  may  be  available  at  the  end  of  the  lease  for  a  purchase  price  of  $11.39875  plus  Apphcable  sales  tax  Lessee 
pays  for  maintenance,  repairs,  and  excessive  wear  and  tear  as  disclosed  in  lease  agreement  Mileage  charge  of  $0 15/ mile  for  mileage  over  15.000  per  year.  Lessee 
acquires  no  ownemhip  rights  m  the  lease  vehicle  if  the  option  to  purchase  is  not  exercised  by  payment  of  the  purchase  price  Payments  may  be  sLghtly  higher  in 
AR.  CTKYMO.  NC  Rl  TX.  VA.WV  For  more  informaaon  call  I-800-NISSAN-6  Smart  people  always  read  the  fine  print  And  they  always  wear  their  seat  fjelts 


THE  DOLLAR'S 
DEaiNE  ISN'T 
HELPING  EXPORT^ 


LOifiLY  CARGO:  SALES  OF 
CATEIIMUAII  EQUIPMENT 
TO  EUROPE  AND  JAPAN  ^ 
ARE  DOWN  SHARPLY 
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EXPORTS 
GOPffH 

AS  GIOBAL  GROWTH  WANES,  U.S.  SHIPMENTS  SHRINK 


One  of  the  few  heartening  aspects 
of  the  U.  S.  economy  in  recent 
years  has  been  the  nation's 
sui'ging  growth  in  exports.  As  spending 
by  consumers  and  investment  by  busi- 
ness dwindled,  double-digit  jumps  in  ex- 
ports during  the  late  1980s  gave  Ameri- 
can business  a  rush  so  real  it  seemed 
almost  addictive. 

No  ciuestion,  a  persistently  weak  dol- 
lar has  helped  American-made  products 
sell  in  Europe  and  Japan.  And  falling 
imi)ort  barriers  opened  Latin 
America  to  a  deluge  of  U.  S. 
goods.  But  whatever  the  rea- 
sons, when  the  U.  S.  economy 
sank  into  its  recessionary  dou- 
ble dip  last  year,  a  6.47f'  ex- 
pansion in  exports  cushioned 
the  fall.  It  even  set  econo- 
mists to  jabbering  about  an 
export-led  recovery. 
COLD  TURKEY.  But  now,  Amer- 
ica is  going  through  what 
could  be  a  nasty  case  of  with- 
drawal. As  economic  growth 
rates  in  Japan  and  Europe 
head  into  the  tank,  the  Ameri- 
can export  boom  is  winding 
down.  The  latest  evidence:  On 
July  17,  the  Commerce  Dept. 
announced  that  the  merchan- 
dise trade  deficit  in  May  wid- 
ened 4.5%,  to  $7.88  billion.  De- 
spite a  dollar  so  weak  that 
central  bankers  of  many  nations  on  July 
20  were  forced  to  rush  to  its  rescue, 
exports  declined  2..5'A  in  May,  to  $35.5 
billion.  That's  a  5.89J  fall  from  February, 
when  1992  merchandise  exports  peaked 
at  $87.7  billion.  Exports  of  goods  and 
services  are  expected  to  grow  only  -5"/ 
this  year. 

The  upshot?  At  a  time  when  Ameri- 
cans are  watching  pennies  ever  so  close- 
ly and  businesses  are  loath  to  make  new 
investments,  economists  and  executives 
:ire  worried  that  anemic  exports  may 
slam  the  brakes  on  an  already  sluggish 
recovery.  Asks  Lester  C.  Thurow,  dean 
of  Massachusetts  Institute  of  Technol- 


Economists  and 
executives 
worry  that 
anemic  exports 
may  slam  the 
brakes  on  a 
sluggish 
recovery.  One 
expert  asks: 
'Where  will  the 
jump  start 
come  from?' 


ogy's  Sloan  School  of  Management: 
"Where  will  the  jump  start  come  from?" 

That's  what  corporate  executives  in  in- 
dustries ranging  from  heavy  equipment 
to  chicken  farms  are  wondering.  Cater- 
pillar Inc.,  to  take  one  example,  is  hav- 
ing trouble  hawking  its  heavy  construc- 
tion equipment  overseas.  Poultry  giant 
Tyson  Foods  Inc.  also  has  lost  foreign 
sales.  Computer  companies  including 
IBM  and  Digital  Equipment  Corp.  have 
seen  once-soaring  overseas  sales  stag- 
nate. Says  Jeff  A.  Werner,  se- 
nior vice-president  at  Dallas- 
based  Chaparral  Steel  Co., 
whose  overseas  sales  have 
fallen  to  37'  of  total  revenues 
from  a  peak  of  10%:  "The 
turndown  has  been  steep." 

No  industry  has  been  hit 
harder  than  aircraft,  once 
America's  big  bully  boy  on 
the  export  front.  Civilian  air- 
craft shipments  account  for 
60%  of  the  export  decline 
since  February.  Now,  Seattle- 
based  aircraft  manufacturer 
Boeing  Co.  is  taking  a  few 
blows,  getting  pummeled  by 
European  rival  Airbus  Indus- 
trie. Gone  are  the  days  when 
Boeing  could  prop  up  U.  S.  ex- 
port figures  by  shipping  its 
widebody  planes  around  the 
world.  Beyond  competition 
from  Airbus,  Howard  A.  Rubel,  an  air- 
craft industry  analyst  with  C.  J.  Law- 
rence Inc.,  notes  that  a  key  reason  for 
the  recent  softness  in  Boeing's  exports 
is  simply  that  aircraft  demand  has 
peaked.  Rubel  says  Boeing  will  ship 
about  50  of  its  747  widebody  jets  this 
year,  compared  with  59  in  1991.  Boeing 
suggests  that  May's  sharp  drop  was  an 
aberration.  "There's  plenty  of  room  to 
grow,"  says  a  spokesman. 

Probably  the  single  biggest  culprit  for 
the  easing  in  exports  is  slower  economic 
growth  abroad.  Japan's  economy  is  ex- 
pected to  expand  only  2.5%  this  year,  in 
the  estimate  of  Long-Term  Credit  Bank 


of  Japan  economist  Masahide  Tsuru 
That's  down  from  47  last  year  and  5.7/ 
in  1990.  As  a  result,  U.  S.  exports  t 
Japan  declined  47  during  the  first  fiv 
months  of  the  year.  Especially  hard  hi 
are  wood,  aluminum,  and  semiconduc 
tors.  In  Europe,  it's  the  same  story,  say 
3M  corporate  economist  John  McDeviti 
The  slowing  of  U.  S.  exports  to  the  Cor 
tinent,  he  notes,  is  directly  related  to  th 
sluggish  economic  growth  there  o: 
around  1.57. 

Germany's  tight  monetary  policy  isn' 
helping  matters,  either.  On  July  16,  th 
Bundesbank,  citing  inflationary  pres 
sures,  hiked  its  discount  rate  to  8.75/ 
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from  8','  ([ni^v  'M}.  Mure  expensive  bor- 
rowing should  further  dampen  Germa- 
ny's appetite  for  U.  S.  manufactured 
goods,  especially  such  big-ticket  items  as 
construction  equipment.  Annette  Fuhr, 
an  economist  at  the  German  Industry  & 
Trade  Chamber  in  Bonn,  estimates  that 
American  exports  to  Germany  will  grow 
5%  this  year,  a  sharp  drop  from  last 
year's  16%  rise. 

At  the  same  time,  Japanese  companies 
are  trying  to  export  their  way  out  of  a 
recession,  stiffening  competition  for 
U.  S.  exporters  in  Asian  markets.  Ja- 
pan's worldwide  trade  surplus  hit  a  rec- 
ord high  of  $49  billion  during  the  first 


iialf  of  this  year,  up  more  than  50%  from 
last  year.  Tenneco  Automotive  President 
John  P.  Reilly,  says  Japanese  rivals  have 
begun  challenging  the  auto  parts  suppli- 
er in  Southeast  Asia,  where  it  controls 
as  much  as  50%'  of  the  market  for  shock 
absorbers.  To  make  inroads,  he  says,  the 
Japanese  have  slashed  prices  15%  and 
cut  margins  in  half  to  10%'.  Tenneco  has 
responded  by  chopping  its  prices.  Vows 
Reilly:  "We're  not  going  to  give  up  any 
market  share." 

But  other  companies  haven't  been  able 
to  use  price  cuts  to  hang  on  to  their 
piece  of  the  international  market.  At 
Caterpillar  Inc.,  for  example,  second- 


quarter  foreign  sales,  more  than  half  of 
them  exported  from  the  11.  S.,  fell  18%, 
to  $1.35  billion.  Industrywide  sales  of  the 
company's  construction  equipment  are 
off  more  than  30%  in  Japan  and  107'  in 
Europe,  reckons  Smith  Barney,  Harris 
Upham  &  Co.  industry  analyst  Tobias 
Levkovich.  Donald  V.  Fites,  Caterpillar's 
chairman,  puts  it  plainly:  "We  have  a 
demand  problem." 

And  it's  not  just  the  big,  old-line  man- 
ufacturers who  are  hurting.  Novellus 
Systems  Inc.,  the  San  Jose  (Calif.)  manu- 
facturer of  computer  chipmaking  gear, 
saw  first-half  profits  fall  49%,  to  $4.2 
million,  on  a  sales  decline  of  7%  ,  to  $36.1 
million.  Sales  to  Japanese  companies, 
which  last  year  made  up  35%  of  reve- 
nues, are  off  by  40%  this  year.  And  al- 
though the  company  is  boosting  market- 
ing efforts  in  Japan,  it  doesn't  expect  a 
rebound  soon.  Says  Chief  Financial  Offi- 
cer Gary  Harmon:  "They're  going  to 
have  to  ride  out  their  own  recession" 
before  Novellus  sees  new  business. 
LATIN  CUSHION.  There's  precious  little 
the  U.  S.  government  can  do.  The  dollar 
already  has  plummeted  against  the  yen 
and  the  German  mark  (chart).  Further 
depreciation,  amid  weak  demand  over- 
seas, is  unlikely  to  help.  "American  sup- 
pliers are  cost-competitive  at  this  level," 
says  Tenneco's  Reilly. 

Federal  Reserve  Chairman  Alan 
Greenspan  was  peppered  with  questions 
on  the  sluggish  economy  and  the  falling 
dollar  when  testifying  on  July  21  before 
a  Senate  panel  (page  22).  But  Greenspan 
remained  resolute:  "I  certainly  see  no 
benefit  to  the  U.  S.  economy  from  depre- 
ciating the  dollar  at  this  time." 

Optimists  see  some  bright  spots.  Fore- 
casters think  European  and  Japanese 
growth  rates  will  pick  up  by  next  year. 
"The  good  news  is  that  U.  S.  goods  are 
incredibly  cheap  overseas,"  says  eco- 
nomic forecaster  Laurence  H.  Meyer. 
When  foreign  markets  eventually  pick 
up,  he  argues,  U.  S.  exporters  will  be 
well  placed.  That's  true  at  Caterpillar, 
which  faces  no  strong  European  rival 
for  its  biggest  construction  gear  and  re- 
cently boosted  its  dealer  network  there. 

Meantime,  U.  S.  companies  are  count- 
ing on  developing  countries  to  cushion 
sinking  demand  elsewhere.  Mexico,  for 
example,  is  expected  to  grow  3%  this 
year,  making  it  an  appealing  market  for 
U.  S.  exporters.  Truckmaker  Freight- 
liner  Corp.  says  its  sales  to  Mexico  will 
jump  25%  in"  1992  to  $100  million,  up 
from  zero  three  years  ago.  But  the 
promise  of  more  exports  in  Latin  Ameri- 
ca tomorrow  is  doing  too  little  for  the 
American  economy  today. 

By  Kevin  Kelly  in  Chicago,  with  Michael 
J.  Mandel  in  New  York,  and  bureau  reports 
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Commentary/by  Mike  McNamee 


MEMO  TO  DEMOCRATS:  READ  ALAN'S  UPS 


Twice  a  year,  the  chairman 
of  the  Federal  Reserve 
does  battle  with  Capitol 
Hill  as  the  central  bank  reports 
on  its  handling  of  the  economy. 
It's  hardly  a  fair  contest.  Alan 
Greenspan  spends  most  of  his 
waking  hours  thinking  about  the 
economy  and  the  Fed.  The  typi- 
cal senator  or  representative 
snatches  up  a  handful  of  newspa- 
per clippings  and  staff-written 
questions  on  his  way  to  the  hear- 
ing, then  forgets  the  questions 
when  the  cameras'  red  lights  ig- 
nite his  urge  to  make  a  speech 
instead.  Little  wonder  that 
Greenspan,  like  his  predecessors, 
has  largely  cowed  his  nominal 
overseers  in  Congress. 

This  summer's  hearings,  how- 
ever, were  supposed  to  be  differ- 
ent. The  economy  is  mired  in  a 
sluggish  recovery.  The  most  po- 
litically sensitive  barometer,  the  unem- 
ployment rate,  shot  up  to  7.87'^  in  June. 
And  Democrats  on  the  Senate  Banking 
Committee  came  to  their  July  21  inqui- 
sition loaded  with  quotes  from  Green- 
span's earlier  optimistic  testimony,  ex- 
amples of  Fed  forecasting  mistakes, 
and  a  burning  urge  to  pin  the  Fed 
chairman  to  the  wall. 
DUMB  POUTKS.  They  .still  couldn't  win. 
Not  because  Greenspan's  record  is 
spotless.  His  Fed  has  consistently  mis- 
judged the  undertow  of  debt  tugging 
on  the  economy.  Greenspan  denied  the 
existence  of  a  credit  crunch  for  months 
after  New  England  banks  quit  lending, 
then  embraced  it  as  his  own  recession- 
ary poster  child.  The  Fed  cut  short- 
term  interest  rates  often — 23  times  in 
three  years — but  usually  in  steps  too 
tiny  to  affect  the  markets.  Even  Green- 
span's sup{)orters  inside  the  Fed 
balk  at  his  claim  that  the  central 
bank  couldn't  have  shown  more 
leadership  for  fear  of  sending 
long-term  rates  soaring. 

But  the  lawmakers  failed  to 
score,  largely  because  of  their 
own  myopia.  Senator  Paul  S.  Sar- 
banes  (D-Md.)  spent  more  than  a 
half  hour  hammering  Greenspan 
for  the  Fed's  failure  to  predict 
the  unemployment  rate's  sharp 
summer  spike.  But  that's  a  fore- 
casting error,  not  a  policy  mis- 
take. If  Sai  l  anes  wanted  to  nail 


Greenspan,  he  should  have  asked 
about  the  Fed's  consistent  failure  to 
deliver  even  the  modest  money-supply 
growth  that  it  has  promised  (chart). 
That  question,  however,  barely  arose. 

In  four  hours  of  grilling,  the  sena- 
tors never  got  to  the  key  issue:  Should 
the  Fed  be  trying  to  boost  the  economy 
in  the  short  run — i.e.,  before  Novem- 
ber— or  pursuing  Greenspan's  long- 
view  goal  of  bringing  down  intlation? 
There  aren't  many  on  Capitol  Hill  who 
believe  that  long-term  price  stability  is 
worth  the  pain  of  10  million  jobless 
Americans.  But  Senate  Banking  Chair- 
man Donald  W.  Riegle  Jr.  (D-Mich.), 
who  now  criticizes  Greenspan's  infla- 
tion fight,  led  the  Democrats  in  voting 
unanimously  just  last  February  to  rec- 
ommend Greenspan  for  a  second  four- 
year  term  at  the  Fed's  helm. 
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The  Democrats'  frustration 
over  the  economy  is  obvious,  but 
their  reaction  wasn't  even  smart 
politics.  This  year's  big  contest 
isn't  Don  Riegle  vs.  Alan  Green- 
span. It's  Bill  Clinton  vs.  George 
Bush.  The  President's  woeful 
economic  record — a  0.9%  annual 
growth  rate  over  3V2  years — is 
Clinton's  best  weapon,  and  Capi- 
tol Hill  Democrats  should  ham- 
mer that  point  home.  But  the 
Fed  chairman  makes  a  poor 
proxy  for  Bush.  For  all  his  fail- 
ings, Greenspan  has  done  more 
than  the  "Message:  I  care"  Pres- 
ident to  boost  the  economy. 
'VIRTUALLY  IMPOTENT.'  If  law- 
makers had  paid  more  attention, 
they  would  have  heard  lifelong 
Republican  Greenspan  make  the 
thinking  Democrat's  case  against 
Bush.  Today's  malaise,  he  said,  is 
the  direct  result  of  the  deficit- 
and  debt-fueled  boom  of  the  Reagan- 
Bush  years.  "The  way  we  got  here," 
Greenspan  reminded  them,  "was  by 
producing  record  budget  deficits  dur- 
ing periods  of  growth  and  expansion." 
Like  the  government,  consumers  and 
businesses  built  up  towering  debts  in 
the  1980s.  Now,  they're  too  busy  pay- 
ing old  bills  to  do  any  new  spending. 

The  1980s  created  "a  type  of  charac- 
teristic in  the  economy  that  we  haven't 
seen  since  World  War  II,"  Greenspan 
said.  The  burden  of  this  "balance-sheet 
recession"  not  only  ruled  out  tax  cuts 
and  spending  stimulus,  he  added,  but 
also  nearly  neutralized  the  Fed's  rate 
cuts.  In  short,  Washington  has  been 
"virtually  impotent"  to  repair  the 
world's  largest  economy.  Shades  of 
Herbert  Hoover. 
Democrats  have  trouble  embracing  ' 
Greenspan's  argument,  thanks  to  i 
their  ov/n  role  in  building  up  the  ( 
1980s  deficits.  But  the  tilts  with  | 
Greenspan  raise  serious  doubts 
about  the  out-of-office  party's 
economic  credentials.  Capitol 
Hill's  weak  oversight  of  the  Fed 
is  nothing  new — but  it's  especial- 
ly worrisome  after  two  long 
years  of  recession  and  weak  re- 
covery. If  Democrats  can't  score 
points  against  the  Fed's  policies 
now,  what  case  can  they  make 
that  they'll  do  a  better  job  if 
they're  put  in  charge? 


THE  PRESIDENCY  I 


WHERE  PEROT'S  CHIPS 
MAY  FALL 


For  Clinton,  the  South  is  shakier,  but  he  has  a  shot  in  places  he  didn't 


Against  the  counsel  of  many  of  his 
advisers,  Bill  Clinton  decided  to 
keep  his  Presidential  campaign 
headquarters  in  Little  Rock.  Perhaps 
Battle  Creek,  Mich.,  would  have  been  a 
better  choice. 

Thanks  to  the  abrupt  end 
of  Ross  Perot's  candidacy, 
Clinton  will  be  forced  to 
spend  a  lot  less  time  in  his 
native  South  and  a  lot  more 
touring  the  Rust  Belt.  Demo- 
crats had  counted  on  Perot  to 
strip  votes  from  President  Bush,  allow- 
ing Clinton  to  carry  states  in  the  South 
and  West.  Now,  Clinton,  who  casts  his 
candidacy  as  a  break  from  the  Demo- 
cratic past,  must  dust  off  a  more  tradi- 
tional Democratic  battle  plan  that  relies 
on  the  Rust  Belt  and  California. 

That's  a  fight  Republicans  relish. 
"Clinton's  people  were  preparing  for  a 
three-dimensional  chess  game.  Now,  the 
game  is  boxing,"  says  GOP  consultant 
Jay  Severin  III.  "This  is  a  game  we 
know  how  to  win." 

But  knowing  how  to  win  isn't  the 
same  as  winning.  Although  Clinton's 
post-convention  surge  in  the  polls  will 
subside,  Republicans  were  taken  aback 


by  the  Democrat's  29-{)oint  lead  in  the 
latest  Washington  Post/ABC  News  poll. 
Even  more  disturbing  was  evidence  that 
up  to  two-thirds  of  Perot  voters  were 
leaning  toward  Clinton.  Still,  the  calcu- 
li! a  recent  poll, 
two-thirds  of 
Perot's  backers 
favored  Clinton. 
But  the  calculus  of  the 
Electoral  College  favors 
the  Republicans 

lus  of  the  Electoral  College  favors  the 
Republicans  because  GOP  strength  in  the 
Sunbelt  gives  the  party  a  leg  up  on  the 
270  electoral  votes  needed  for  victory. 

A  BUSINESS  WEEK  analysis  suggests 
that  once  the  Clinton  balloon  deflates  a 
bit,  Bush  has  the  edge  in  states  with  a 
total  of  263  electoral  votes.  Clinton  has 
the  inside  track  on  233  votes,  and  42 
more  are  toss-ups.  "The  Clinton  people 


are  keenly  aware  that  it's  a  tough  race," 
says  Democratic  consultant  Wendy 
Sherman.  "They  don't  have  any  illusions 
that  this  is  a  cakewalk." 

The  GOP  is  giving  Clinton  a  taste  of 
things  to  come  with  assaults  ranging 
from  charges  that  his  proposed  tax  hikes 
on  the  wealthy  will  soon  hit  middle-class 
voters  to  innuendoes  about  his  ties  to 
homosexual  activists.  Their  immediate 
goal:  peel  away  the  Perot  supporters 
who  have  flocked  to  Clinton's  banner. 

Perot's  departure  alters  the  campaign 
outlook  by  putting  some  states  into  play 
for  Clinton  that  otherwise  would  have 
been  beyond  his  reach,  while  moving 
other  states  firmly  into  the  Bush  camp. 
A  tour  of  the  regions: 

■  The  South.  It's  nearest  to  home  that 
Perot's  withdrawal  hurts  Clinton  the 
most.  The  Arkansas  governor  had  hoped 
to  eke  out  narrow  victories  with  the  sol- 
id backing  of  blacks  and  pro-choice  wom- 
en while  Bush  and  Perot  split  the  white 
male  vote.  "With  Perot  skimming  the 
cream  off  the  Republican  vote,  Clinton 
had  a  real  opportunity  to  take  the 
South,"  says  Democratic  consultant 
Raymond  D.  Strother.  Now,  Clinton  has 
only  an  outside  shot  at  Texas  and  virtu- 
ally no  chance  in  Florida. 

■  The  West  Coast.  California,  Oregon, 
and  Washington  remain  hostile  territory 
for  Bush.  Clinton's  stock  has  soared 
since  he  chose  environmentalist  Al  Gore 
as  his  running  mate.  And  at  least  for  the 
time  being,  Clinton  appears  to  have  in- 
herited many  of  Perot's  independent- 
leaning  and  suburban  supporters. 

■  The  Rocky  Mountain  States.   What  was 
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INVESTIGATIONS 


DID  SEARS  TAKE  OTHER 
CUSTOMERS  FOR  A  RIDE? 


Employees  say  overselling  wasn't  confined  to  auto  centers 


Just  months  ago,  Michael  J.  Stumpf 
was  a  walking:  advertisement  for 
Sears  Roebuck  &  Co.  "We  had  an 
ail-American  relationship  with  Sears," 
said  Stumpf,  a  32-year-old  industrial  vid- 
eo producer,  at  a  July  21  Senate  subcom- 
mittee hearing  looking  into  auto  fraud. 
But  when  his  fiancee  brought  their  1987 
Ford  to  a  Sears  Automotive  Center  for 
an  advertised  $89.99  strut  job,  she  ended 
u\)  with  a  $650  repair  bill  instead.  Fumes 
Stumpf:  "Trust  shaken  is  not  easily 
gained  back." 

Stories  like  Stumpf's  are  beginning  to 
sound  familiar  as  investigations  into 
sales  abuses  at  Sears'  auto  centers  con- 
tinue. What  has  not  been  revealed  is 
that  the  same  pressures  that  may  have 
led  to  abuses  in  the  auto  centers  exist  in 
other  areas  of  Sears'  vast  empire.  Inter- 
views with  18  current  and  former  auto 
employees,  major-appliance  salespeople, 
and  Allstate  Insurance  agents  all  reveal 
an  atmosphere  in  which  employees 
feared  getting  fired  if  they  didn't  meet 
sales  quotas.  Some  even  say  they  felt 
pressured  to  cheat  to  keep  their  jobs. 

Sears'  top  executives  say  they  never 
knowingly  approved  or  endorsed  such 
practices  and  dismiss  such  talk  as  anec- 
dotal evidence  from  a  few  disgruntled 
employees.  "There  is  a  distinct  possibili- 
ty that  there  are  people  managing  that 


way  out  there,"  says  Forrest  R.! 
"Woody"  Haselton,  who  became  the 
auto  group's  head  in  1989  and  was  pro- 
moted to  president  of  the  $31  billion 
Sears  Merchandise  Group  in  January. 
"But  it  is  not  systemic.  And  when  we 
find  it,  we  react  against  the  people  who 
are  managing  that  way." 

Last  month.  Sears  Chairman  Edward 
A.  Brennan  strongly  asserted  that, 
based  on  a  r2-day  internal  investigation, 
no  systemic  problem  led  to  cheating  in 
the  auto  centers.  "Isolated  errors?  Yes," 
he  conceded.  "But  a  pattern  of  miscon- 
duct? Absolutely  not."  Nevertheless, 
Brennan  scrapped  commissions  and 
product-specific  sales  goals  for  auto  cen- 
ter employees  nationwide. 
'TOTALLY  INEVITABLE.'  Government  in- 
vestigators, law  enforcement  officials, 
and  private  attorneys  representing  for- 
mer Sears  auto  center  employees  con- 
tend that  such  policies  add  up  to  system- 
ic fraud.  "There  was  a  deliberate 
decision  by  Sears  management  to  set  up 
a  structure  that  made  it  totally  inevita- 
ble that  the  consumer  would  be  over- 
sold," charges  Roy  Liebman,  a  deputy 
Attorney  General  in  California. 

Of  course,  commissions  and  quotas 
are  a  routine  part  of  the  retail  business. 
But  at  the  auto  centers,  management 
checks  designed  to  prevent  overselling 


SEARS'  THREE-YEAR 
PRESSURE  COOKER 


1990  .  . 


Sears  announces  a  40%  drop  in  eamii  s 
and  a  $155  miUion  write-off 

Net  income  for  Sears'  merchandise 
,t,'roup,  which  includes  auto  centers  ai 
appliance  sales,  drops  60% 

Sears  standardizes  compensation  for  ii 
service  employees  nationwide,  introc  :• 
ing  commissions  and  by-the-job  pay  r  s 
in  some  areas 

Contrary  to  existing  corporate  policy 
Sears  sets  tough  production  goals  for  J 
state  agents  whose  jobs  are  in  jeopar^  . 


once  Perot's  strongest  region  is  now  a 
Bush  bastion.  Clinton  could  snare  Colo- 
rado and  New  Mexico,  with  their  large 
Latino  populations,  but  elsewhere,  pros- 
pects look  bleak. 

■  The  Northeast.  Post-convention  polls 
show  Clinton  getting  his  biggest  boost 
in  this  traditionally  Democratic  region. 
Perot's  departure  clearly  helps  Clinton 
in  New  York  and  Pennsylvania.  But 
Bush  gains  in  New  Jersey,  which  hasn't 
voted  Democratic  in  a  Presidential  elec- 
tion since  19(i4. 

■  The  Industrial  Midwest.  Clinton  is 
counting  on  a  weak  economy  for  victory 
here.  Republicans  hope  to  turn  Gore's 
environmentalism  into  a  liability,  argu- 
ing that  his  policies  would  cripple  auto- 
motive and  other  manufacturing  jobs. 
Says  Democratic  pollster  Anna  Bennett: 
"It's  going  to  be  a  real  shoot-out  to 
the  end." 

The  importance  of  the  Rust  Belt  was 
reflected  in  the  itinerary  for  Clinton's 
post-convention  bus  tour  through  Middle 
America:  New  Jersey,  Pennsylvania, 
West  Virginia,  Ohio,  Kentucky,  Indiana, 
Illinois,  and  Missouri.  Bush  countered  by 
scheduling  lightning  visits  to  four  of  the 
same  states.  As  Republican  pollster  Lin- 
da DiVall  puts  it:  "You  can  go  back  to 
the  old  political  maps,  and  you  know 
what  the  key  states  are."  The  large 
crowds  that  greeted  Clinton  and  Gore 
gave  their  campaign  a  big  lift.  Bush's 
visits  to  New  Jersey  and  Pennsylvania 
seemed  listless  in  comparison. 

While  Democrats  and  Republicans  plot 
strategy,  Perot  hovers  as  a  specter  over 
the  contest,  with  his  name  on  the  ballot 
in  at  least  34  states.  No  one  is  sure  what 
impact  the  timid  Texan  could  have  on 
the  final  results,  but  most  experts  be- 
lieve that  if  Perot  garners  2'/  of  the  vote 
as  a  protest,  most  would  come  from  one- 
time Reagan-Bush  backers.  "There  are 
people  who  would  never  vote  for  a  Dem- 
ocrat but  who  might  cast  a  protest 
vote,"  says  George  Washington  Univer- 
sity political  scientist  Christopher  F.  Ar- 
terton.  "It's  most  likely  to  come  out  of 
Bush's  hide." 

Clinton  stands  to  gain  from  residual 
Perot  nostalgia  in  states  such  as  Mon- 
tana and  North  Dakota,  where  the  inde- 
pendent had  been  strong.  But  in  a  close 
race,  he'll  get  the  biggest  boost  in  large 
battleground  states,  such  as  California, 
Michigan,  and  Illinois,  where  even  a 
small  protest  vote  might  be  enough  to 
swing  the  result  Clinton's  way.  It's  a 
long  shot,  of  course,  but  it's  the  best 
way  to  explain  why  Clinton  is  mention- 
ing Perot's  name  every  chance  he  gets 
as  he  barnstorms  across  America  in 
search  of  i;  way  to  break  the  GOP's  elec- 
toral grip. 

By  Richui-'l  S.  Dunham  in  Washington 


IN  BAD  HANDS:  LARRY  MELODY  SAYS  ALLSTATE 
FIRED  HIM  FOR  NOT  MEETING  SALES  QUOTAS 


Some  are  fired  for  missing  sales  targ(  i, 


I 
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may  liavi'  \wvn  tnissiiifr.  And  siiico  the 
sattie  policies  exist  in  other  S(!;irs'  divi- 
sions, management  oversight  may  be 
lacking  in  those  areas,  too.  In  March, 
Sears  changed  the  pay  structure  for  its 
retiiil  salespeople,  cutting  base  salaries 
and  emphasizing  commissions  instead. 
At  the  same  time,  the  company  may 
have  pushed  employees  too  hard  to  sell 
maintenance  agreements  on  big-ticket 
appliances.  These 
agreements  generate 
up  to  50%  of  annual 
store  earnings,  some 
employees  say,  and  can 
cost  more  than  35%  of 
the  appliance's  value. 
One  30-year  Sears  sales- 
man in  Sacramento, 
who  retired  in  Febru- 
ary, says  he  received 
more  than  a  dozen  let- 
ters from  his  manager 
over  the  past  two  years 
stating  that  he  would 
be  fired  if  he  didn't 
boost  the  number  of 
agreements  he  sold. 
"An  unhappy  salesman 
who  figures  he's  been 
shafted  is  going  to 
shaft  someone  else,"  he 
says.  Ruth  Kaylor,  a 
saleswoman  in  Sears'  Vernon  Hills  (111.) 
store,  agrees:  "The  pressure  is  much 
greater  today  than  it  used  to  be." 
NO  QUOTAS.  Allstate  agents  also  say 
they've  come  under  pressure  since  1989 
to  write  more  policies.  The  Sears  subsid- 
iary got  rid  of  production  quotas  several 
years  ago  because  of  concerns  that  they 
would  force  agents  to  cut  corners,  say 
several  agents,  and  Allstate's  vice-presi- 
dent for  corporate  relations,  Kevin  Sulli- 
van, says  they  are  not  used.  Yet  in  re- 


CEO  BRENNAN:  "A  PATTERN  OF 
MISCONDUCT?  ABSOLUTELY  NOT 


cent  months,  some  agents  say  they've 
been  fired  for  not  meeting  sales  quotas. 

One  is  Lawrence  R.  Melody,  who 
joined  Allstate  as  an  agent  working  in  a 
booth  in  a  Florida  Sears  store  in  1986. 
He  says  that  although  the  amount  of 
money  Sears  paid  on  his  clients'  claims 
was  well  below  the  company  average,  he 
was  terminated  this  month  for  low  pro- 
duction. Instead  of  selling  $12,093  worth 
of  j)ersonal  property  in- 
surance in  four  months, 
Melody  sold  $10,760. 
Similarly,  Clifton  W. 
Welier  III,  a  Baltimore 
agent  who  joined  All- 
state in  late  1990,  says 
he  was  fired  for  not 
meeting  a  $600  monthly 
quota  for  life  insurance 
premiums.  He  has  filed 
a  complaint  with  Mary- 
land regulators,  charg- 
ing that  his  manager 
pressured  him  to  ignore 
underwriting  guidelines 
to  close  a  sale.  All- 
state's  Sullivan  says  it's 
company  policy  not  to 
comment  on  "specific 
employee  matters." 

Allstate  agents  na- 
tionwide are  concerned 
about  reports  of  a  number  of  agents 
who  have  received  official  warnings  in 
recent  months  that  if  they  don't  bring  in 
a  certain  amount  of  premiums,  they'll 
lose  their  jobs.  Says  Jim  Cason,  presi- 
dent of  an  Allstate  agents  group:  "If  the 
reports  are  true,  I  honestly  believe  it's 
bottom-line  management  at  its  worst." 

What  has  gone  wrong  at  a  company 
that  was  once  one  of  the  nation's  most 
enlightened  employers?  The  answer  may 
be  as  simple  as  profit  pressure  (table). 


District  and  regional  heads  are  compet- 
ing against  one  another  to  rack  up  the 
biggest  profit  gains — and  keep  their 
jobs. 

Some  of  those  managers,  suggests  a 
former  top  Sears  executive,  may  have 
become  overzealous  in  pushing  sales 
performance.  "We  talked  about  the  pres- 
sure, pressure,  pressure  to  get  the  dol- 
lars," says  Jerry  C.  Waddy,  who  worked 
in  Sears'  San  Bruno  (Calif.)  store  before 
he  was  fired,  he  says,  for  not  meeting 
his  quota  of  16  oil  changes  a  day.  Waddy 
says  that  on  the  advice  of  his  manager 
he  started  cheating  in  the  final  week  to 
try  to  save  his  job.  He's  now  seeking  $1 
million  from  Sears  in  a  wrongful  dis- 
charge suit.  Sears  spokesman  Gerald  E. 
Buldak  says  the  company  is  taking  the 
charges  "very  seriously." 
BETRAYED  TRUST.  Haselton  and  others 
maintain  they've  built  checks  into  the 
system,  such  as  shopping  audits  and  cus- 
tomer response  cards,  that  help  prevent 
overselling.  But  Sears  will  probably 
have  to  explain  all  this  in  court.  Al- 
though it  settled  charges  with  New  Jer- 
sey on  June  21  by  agreeing  to  pay 
$200,000  to  the  National  Association  of 
Attorneys  General  for  an  auto  repair  in- 
dustry reform  fund,  California,  Florida, 
and  Alabama  are  continuing  their  inves- 
tigations. Sears  General  Counsel  David 
Shute  says  that  at  least  a  dozen  auto- 
related  class  actions  have  been  filed. 

And  what  about  such  once  loyal  cus- 
tomers as  Michael  Stumpf  and  his  fian- 
cee, Jane  Doyle?  "I  won't  go  to  a  Sears 
auto  center  again,"  vows  Doyle.  It  may 
not  be  long  before  Sears  hears  the  same 
bitter  words  from  appliance  and  insur- 
ance customers,  too. 

By  Julia  Flynn  in  Chicago,  with 
Christina  Del  Valle  in  Washington  and 
Russell  Mitchell  in  San  Francisco 
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DATA:  BW,  CALIFORNIA  CONSUMER  AFFAIRS  DEPT 
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CORPORATE  PROFITS  I 


A  SNEAK  PEEK  AT 
THE  SECOND  QUARTER 


The  early  results  are  in — aiid  BW's  new  listings  are  user-friendlier 


Quarter  by 
quarter,  the 
game  for  in- 
vestors remains  the 
same:  Try  to  forecast 
corjjorate  profits  well 
enough  that  your  win- 
ning stocks  outnum- 
ber losers.  Often, 
there's  a  vast  gulf  be- 
tween trying  and  suc- 
ceeding. But  all  told, 
as  BUSINESS  week's 
flash  report  on  sec- 
ond-quarter corporate 
profits  shows,  Wall 
Street  analysts  seem 
to  have  made  pretty 
fair  estimates  of  the 
quarterly  results. 

BW  has  revised  its 
quarterly  flash-profits 
report  to  offer  readers 
a  fuller  and  faster  understanding  of  cor- 
porate earnings  news — and  the  implica- 
tions for  investors.  In  past  reports, 
along  with  sales  and  earnings,  we  noted 
companies'  net  profit  margins.  Since 
that's  a  figure  readers  can  reckon  for 
themselves  simply  by  dividing  net  prof- 
its into  sales,  we're  now  adding  more 
information  to  the  table  by  supplanting 
the  net  margin  data  with  three  new  col- 
umns. The  first  lists  Wall  Street's  con- 


sensus estimate  (as  of 
the  Thursday  preced- 
ing the  quarter's 
close)  of  each  compa- 
ny's earnings  per 
share.  The  next  lists 
the  earnings  per  share 
each  company  actually 
posted.  The  final  col- 
umn shows  the  differ- 
ence in  dollars  and 
cents.  This  way,  read- 
ers can  tell  at  a  glance 
which  companies  met 
or  dashed  the  mar- 
ket's expectations. 
A  PENNY  HERE.  We've 
also  divided  the  flash 
report  by  general  cat- 
egories: industrials, 
services,  technology, 
and  utilities  and  tele- 
communications. And 
we've  reckoned  composites  for  each 
group's  performance,  the  better  to  judge 
individual  companies  against  The  com- 
posites show  that  earnings  surprises 
were  few  this  quarter:  Industrial  compa- 
nies, for  instance,  came  in  just  three 
cents  below  forecasts,  while  service 
firms  did  a  penny  better  than  expected. 
But  specific  cases — check  AMR  Corp.  and 
Texas  Instruments  Inc.,  to  name  two — 
held  lots  to  shock  and  delight  investors. 


Current 

qtr.  sales 

IMni  ICTDI  A  1  C 

INUUslRIAL) 

95,277.3 

ABBOTT  LABORATORIES 

1,908.7 

ALCOA 

2,406.1 

AMERICAN  HOME  PRODUaS 

1,756.2 

AMOCO 

7,370.0 

ANHEUSER-BUSCH 

3,382.4 

BRISTOL-MTERS  SQUIBB 

2,880.4 

CATERPILLAR 

2,600.0 

CINCINNATI  MILACRON 

185.6 

COCA-COLA 

3,550.4 

COLGATE-PALMOLIVE 

1,799.6 

CORNING 

926.7 

GENERAL  DYNAMICS 

1,609.0 

GENERAL  ELEaRIC 

15,400.0 

GEORGIA-PACIFIC 

3,046.0 

GILLETTE 

1,198.9 

INTERNATIONAL  PAPER 

3,400,0 

JOHNSON  a  JOHNSON 

3,413.0 

KELLOGG 

1,584.0 

LILLY  (ELI) 

1,478.3 

LOCKHEED 

2,480.0 

MAYTAG 

770.1 

MERCK 

2,373.6 

NORTHROP 

1,441.8 

OWENS  CORNING 

732.0 

PEPSICO 

5,210.8 

PHILIP  MORRIS 

12,935.0 

SCHLUMBERGER 

1,553.2 

UNION  CARBIDE 

1,257.0 

UNITED  TECHNOLOGIES 

5,736.0 

UPJOHN 

892.5 

AMR 

3,587.0 

CAPITAL  CITIES/ABC 

1,391.3 

CBS 

780.6 

CHASE  MANHATTAN 

NA 

CHEMICAL  BANKING 

NA 

CITICORP 

NA 

CONRAIL 

843.0 

KROGER 

5,072.2 

MARRIOTT 

2,036.0 

McGRAW-HILL 

484.3 

MERRILL  LYNCH 

3,356.3 

MORGAN  (J.  P.) 

NA 

CORPORATE  PROFITS  I 


THE  PC  WAR 
WINNERS 


As  PC  makers  bash  one  another, 
PC  parts  makers  are  getting  rich 


There's  an  upside  to  the  personal- 
computer  price  wars — and  not  just 
for  customers.  As  PC  vendors  slash 
prices  and  their  own  profit  margins, 
prices  of  some  disk  drives,  chips,  and 
software  are  holding  firm  while  volumes 
surge.  That  means  fat  profits  for  compo- 
nent makers  with  the  right  products. 

One  of  the  major  beneficiaries  is  Con- 
ner Peripherals  Inc.  (table).  Last  year, 
the  maker  of  premium  disk  drives  looked 
like  just  another  fallen  star.  Fourth- 
quarter  revenues  were  running  flat,  and 


earnings  had  dropped  72%  from  the  pri- 
or year.  Among  those  who  had  apparent- 
ly lost  faith:  Chairman  Finis  F.  Conner, 
who  has  sold  350,000  Conner  Peripherals 
Inc.  shares,  or  about  22%'  of  his  stake, 
since  the  first  of  the  year. 

But  1992  is  a  different  story.  When  PC 
makers  began  slashing  prices  in  the 
spring,  customers  started  buying  more 
powerful  computers.  Result:  Demand 
for  larger  disk  drives  surged,  and  Con- 
ner saw  its  second-quarter  earnings  re- 
bound 72%  from  a  year  ago,  to  $46  mil- 
lion. Revenues  gained  36%,  to  $551 
million.  Conner  predicts  that  "some  of 
these  changes  are  going  to  yield  very 
long-term  positive  results." 
RIGHT  ON  TOP.  Those  changes  have  been 
fast  and  dramatic.  I'C  prices  dropped  as 
much  as  40%  from  June,  1991,  to  June, 
1992,  according  to  International  Data 
Corp.,  with  major  players  such  as  Com- 
paq Computer  Corp.  offering  machines 


for  less  than  $1,000.  Even  IBM  joined  tl 
fray,  cutting  its  prices  up  to  30%  on  i 
PS/2  line  on  July  21. 

Consumers  are  clearly  happy.  PC  r 
taller  ComputerLand  Corp.  reports  th 
its  unit  sales  soared  457"  from  May 
June.  And  the  trend  should  continue:  II 
now  predicts  that  U.  S.  PC  sales  will  ri; 
8%  in  1992,  up  from  the  4.7%  gain  pr 
jected  earlier  in  the  year. 

That  translates  into  profits  for  Conn- 
and  rival  drivemakers  Seagate  Technc 
ogy  Inc.  and  Maxtor  Corp.  AH  thn 
started  1991  swimming  in  unsold  inve 
tory.  This  year,  their  big  problem 
meeting  demand.  "The  computer  indu 
try  just  went  gangbusters,"  says  At 
F.  Shugart,  CEO  of  Seagate,  which  we] 
from  a  $47.8  million  loss  for  the  quartj 
ended  last  Sept.  30  to  a  $59.3  milli(i 
profit  for  the  fiscal  fourth  quarter  end(j 
June  30.  Maxtor  turned  a  profit  of  $28| 
million  for  the  quarter  ended  June  2 
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MICROSOFT 

815.4 
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+  52 
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0.71 

+  0.02 

MOTOROLA 

3,141.0 

+  12 

146.0 

+  23 

1.08 

1.09 

+  0.01 

POLAROID 

557.7 

+  7 

35.5 

+  32 

0.46 

0.74 

+  0.28 
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-2 
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1.23 
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TELEDYNE 

744.8 

-9 

7.4 

-33 

0.36 

0.14 

-0.22 

TEXAS  INSTRUMENTS 

1,867.0 

+  11 

72.0 

NM 

0.41 

0.75 

+  0.34 

TRW 

2,154.0 

+  9 

60.0 

+  150 

0.81 

0.93 

+  0.12 

UNISYS 

2,088.5 

-5 

88.4 

NM 

0.28 

0.35 

+  0.07 

WESTINGHOUSE  ELEHRIC 

3,146.0 

-1 

122.0 

-4 

0.40 

0.35 

-0.05 

UTILITIES  &  TELECOM. 

54,615.7 

+  2  4,719.2 

+  7 

0.73 

0.75 

+  0.02 

AMERITECH 

2,805.9 

+  2 

343.0 

+  13 

1.21 

1.28 

+  0.07 

AT&T 

15,845.0 

+  1 

961.0 

+  4 

0.72 

0.72 

— 

BELL  ATLANTIC 

3,149.0 

+  1 

314.9 

-3 

0.81 

0.74 

-0.07 

BELLSOUTH 

3,816.8 

+  7 

458.5 

+  26 

0.82 

0.94 

+  0.12 
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ENRON 

3,216.8 

+  6 

51.4 

+  37 

0.26 

0.43 

+  0.17 

GTE 

5,063.0 

+  4 

446.0 

+  13 

0.50 

0.49 

-0.01 

NYNEX 

3,284.1 

-2 

331.1 

+  14 

1.55 

1.62 

+  0.07 

PACIFIC  GAS  &  ELEORIC 

2,519.7 

+  7 

336.4 

+  10 

0.72 

0.75 

+  0.03 
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SCECORP 

1,765.5 

+  4 

158.1 

-6 

0.77 

0.71 

-0.06 

SOUTHERN 

2,011.0 

0 

223.0 

+  30 

0.61 

0.70 

+  0.09 

SOUTHWESTERN  BELL 

2,388.6 

+  7 

304.5 

+  20 

0.93 

1.01 

+  0.08 

SPRINT 

2,277.3 

+  3 

94.0 

+  6 

0.45 

0.43 

-0.02 

US  WEST 

2,543.3 

+  2 

309.5 

+  12 

0.74 

0.75 

+  0.01 
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after  losing  $10.7  million  a  year  ago. 

Lower  PC  prices  are  giving  a  lift  to 
chipmaker  Intel  Corp.  too,  as  customers 
move  to  more  powerful  models  that  use 
the  newest  Intel  microprocessors.  This 
summer,  the  new  generation  of  486- 
based  PCs  fell  within  the  $3,000  budget 
of  many  corporate  buyers,  meaning  add- 
ed sales  for  Intel's  proprietary  486  chip. 

Intel  could  use  the  business:  A  price 
war  in  older  386  chips  drove  second- 
quarter  earnings  down  87'.  Daniel  L. 
Klesken,  an  analyst  with  Robertson,  Ste- 
phens &  Co.,  estimates  that  sales  of  In- 
tel's 486  microprocessors  will  increase  to 
1.5  million  units  in  the  third  quarter 
from  900,000  units  in  the  second.  He 
says  that  should  be  enough  to  boost 
third-quarter  profits  by  7%. 

And  don't  forget  Microsoft  Corp.  As 
the  supplier  of  the  leading  PC  operating 
system  DOS,  any  unit  sales  increases  go 
directly  to  its  bottom  line.  Price  cuts  also 


enable  more  buyei's  to  pick  up  machines 
with  enough  power  to  run  its  Windows 
graphics  program,  now  offered  at  no  ex- 
tra charge  by  9  of  the  top  10  PC  makers, 
according  to  Microsoft  Executive  Vice- 
President  Steven  A.  Ballmer.  On  June 
22,  Microsoft  reported  a  gain  in  second- 


quarter  earnings  of  487,  to  $210  million, 
on  sales  of  $815  million,  a  557  jump. 

The  price  war  has  not  been  a  windfall 
for  every  software  vendor,  however. 
Those  who  failed  to  offer  products  for 
high-end  machines  are  watching  the  pa- 
rade pass  them  by.  Borland  Internation- 
al Inc.,  which  came  late  to  the  Windows 
market,  reported  an  85.57  drop  in  earn- 
ings, to  $1.7  million,  on  a  revenue  drop 
of  16.37',  to  $114.8  million. 

Even  the  beneficiaries  must  be  won- 
dering: What  happens  when  the  rush  is 
over?  Drivemakers  face  the  biggest 
risks  if  capacity  grows  too  much.  But 
summer  is  usually  slow,  making  the  cur- 
rent spike  especially  encouraging,  and 
further  price  cuts  are  expected  this  fall. 
That  should  add  up  to  more  easy  pick- 
ings for  companies  selling  the  right 
stuff. 

By  Richard  Brandt  in  San  Francisco, 
with  bureau  reports 
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INSURERS! 


A  PLAGUE  UPON 
INSURERS 


Floods,  riots,  and  tornadoes  strew 
wreckage  across  the  industry 


There's  only  one  word  to  describe 
the  second-quarter  results  that  the 
nation's  property-casualty  insurers 
are  about  to  report:  disaster. 

The  first  half  of  1992  brought  a  record 
number  of  catastrophes,  both  natural 
and  man-made.  Flooding  in  Chicago,  riot- 
ing in  Los  Angeles,  and  a  ton  of  torna- 
does helped  [jropel  claims  to  $3.7  billion 
in  the  spring  quarter,  estimates  Ameri- 
can Insurance  Services  Group  (AIS(;),  an 


industry  organization.  That's  a  two- 
thirds  jump  over  the  year  before.  And 
prices  for  business  insurance  are  down 
some  107'  from  1991.  No  wonder  Trans- 
america  Corp.  said  on  July  20  it  planned 
to  unload  its  property-casualty  business. 

Real  estate  woes  are  making  matters 
worse  at  some  companies.  In  June,  Aet- 
na Life  &  Casualty  Co.  said  it  would 
take  a  $46  million  charge  on  a  financial 
guarantee  bond  it  issued  to  Olympia  & 
York  Developments  Ltd.  With  second- 
quarter  disasters  shaving  a  further  20<t 
a  share  off  earnings,  the  company  will 
be  lucky  to  avoid  a  loss  for  the  period, 
according  to  Salomon  Brothers  Inc. 
FEROCIOUS  WINDS.  Wall  Street's  already 
meager  expectations  for  insurers'  earn- 
ings may  be  too  rosy.  Analysts  had  earli- 
er forecast  that  CIGN.A  Corp.'s  second- 
quarter  earnings  would  come  in  at  about 
$1.25  a  share,  down  from  $1.75  a  year 


ago.  But  on  July  17,  CIGNA  passed  thi 
word  that  even  that  sickly  estimate  wa; 
too  high. 

The  Los  Angeles  riots  were  by  far  thi 
single  biggest  calamity  in  the  quarter 
But  the  weather  actually  caused  greate: 
dollar  damage.  Insurers  face  $775  mil 
.lion  in  claims  for  the  L.  A.  disturbances 
MSG  figures,  while  tornadoes  in  the  Mid 
west  caused  more  than  $1  billion  ii 
losses. 

Surprisingly,  stocks  of  the  major  prop 
erty-casualty  companies  have  held  u] 
well.  Salomon  Brothers'  insurers'  inde: 
rose  6%  in  June,  while  Standard  i 
Poor's  500-stock  index  fell  2%.  But  th 
market's  patience  may  soon  wear  thin 
unless  premium  prices  stage  a  miracli 
comeback.  About  the  best  thing  insureri 
can  do  now  is  pray  to  Mother  Nature  fo: 
a  peaceful  second  half. 

By  Tim  Smart  in  New  Havet 


BANKRUPTCIES! 


AMERICA  WEST: 
THE  FINAL  CRISIS? 


Almost  out  of  cash,  the  line  is 
halting  lease  payments  on  planes 


It  looked  like  the  end  of  a  beautiful 
friendship.  For  the  past  decade,  Ed- 
ward R.  Beauvais  and  Michael  J. 
Conway  worked  as  a  team  in  running 
America  West  Airlines  Inc.,  the  Phoenix 
carrier  Beauvais  founded  in  1981.  But 
the  duo  began  to  split  a  year  ago,  when 
the  carrier  filed  for  bankruptcy  and 
Beauvais  stepped  down  as  CEO. 

On  July  17,  the  last  tie  was  severed: 
With  apparent  nudging  from  Conway, 
Beauvais  stepped  down  as  chairman. 
Then  he  blabbed  to  a  Phoenix  radio 
audience  that  layoffs  were 
minent,  flights  would  be 
slashed,  and   routes  to 
Hawaii  could  soon  be  a 
memory.  Responds  Con- 
way:   "An  unfortunate 
combination  of  misinterpre 
tation  and  misstatement." 
SCHEMING.  The  embarrass- 
ing flap  is  just  the  latest 
problem   for  the  Phoenix- 
based  airline.  America  West  is 
facing  what  may  be  its  final 
crisis.  For  months,  Conway  has 
talked  optimistically  of  a  hefty 
cash  infusion  to  allow  the  carrier 
to  move  toward  reorganization. 
The  money  has  yet  to  materialize. 
And  this  summer's  savage  fare 
wars  have  slaughtered  hopes  of 
stockpiling  cash  for  the  less-profit- 


able fall  and  winter  seasons.  Cash  re- 
serves are  down  to  about  $40  million,  a 
knowledgeable  source  says,  compared 
with  $70  million  at  the  end  of  April.  The 
airline  has  suspended  payments  for  60 
days  on  many  of  its  85  leased  planes.  It 
is  looking  to  cut  its  fleet  of  104  aircraft 
by  15'/;  and  to  lay  off  1,500  of  its  12,000 
workers.  The  carrier  will  reduce  service 
at  its  six-month-old  Columbus  (Ohio)  hub 
and  eliminate  daily  flights  to  Hawaii  at 
least  temporarily.  America  West  has 
sold  baggage-handling  and  other  equip- 
ment to  Phoenix  for  $500,000.  Beauvais 
had  to  leave,  says  Conway,  to  show  pro- 
spective investors  "no  stone  will  be  left 
unturned."  Beauvais  was  identified  with 
the  wildly  expansionist  schemes  that  got 
the  airline  into  trouble,  says  Conway. 
Beauvais  isn't  commenting. 

FOUNDER  BEAUVAIS  WAS  NUDGED  OUT  BY 
CONWAY,  THEN  TOLD  TALES  OUT  OF  SCHOOL 


But  these  moves  may  be  fruitless  un 
less  Conway  can  woo  new  investors.  Hi 
swears  help  will  come  through  "in  ; 
matter  of  days."  But  the  airline's  lag 
gard  performance  killed  an  earlier  dea 
to  win  private  placement  money  fron 
investors  in  Columbus.  Now,  Conway  ii 
pinning  his  hopes  on  a  fragile  coalitioi 
that  includes  Aeromexico,  Ireland's  GPi 
Group,  a  syndicate  of  Phoenix  business 
es,  and  possibly  a  group  of  Columbu 
investors  headed  by  Banc  One  Capita 
Corp.,  sources  say.  Several  partie 
would  pony  up  $60  million  in  bankruptc; 
financing.  Others  would  promise  $10( 
million  in  equity  for  an  80%  stake  in  tb 
company  when  and  if  it  emerges  fron 
bankruptcy.  One  potential  investor  say; 
he  believes  America  West  will  sei 
changes  in  route  structure,  financesf 
personnel,  and  strategy  that  will  creab 
a  "fundamental  change"  in  the  carrier. 

America  West  is  bet 
ting  that  aircraft  lessor, 
won't  lose  patience.  li 
a  glutted  market,  therJ 
is  little  incentive  for  then| 
to  repossess  planes  ever 
if  airlines  suspend  paj 
ments.  This  way,  the  aii 
line  is  hoping  to  sav 
money  by  renegotiatinj 
leases. 

Now  that  Beauvais  i 
gone,  Conway  must  ref 
resent  the  airline  on  radi 
himself.  If  he  can  pull  of 
his  latest  scheme,  he  ma; 
find  himself  in  great  de 
mand.  If  not,  he  ma; 
wish  he  had  Beauvai 
around  to  take  the  heat, 
By  Eric  Schine  in  Lo 
Angeles,  with  Paula  Dwye 
in  London 
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THIS    IS    THE  PRINTER 


THAT    PRINTED    THE  PROPOSAL 


THAT    CLINCHED    THE  DEAL 


THAT    PUT    A    NEW    CLIENT    ON    THE  ROSTER 


AND    MIKE    ROGERS'  NAME 


ON    THE  DOOR 


The  better  your  ideas  look  on  paper,  the  better  you 
look  on  the  job.That's  the  simple  idea  behind  the  sophis- 
ticated IBM  LaserPrinter,  and  the  company  that  created 
it:  Lexmark  International. 

Lexmark  is  a  new,  independent  company,  two  billion 
dollars  strong,  created  from  a  division  of  IBM.  We're  over 
4000  people,  doing  business  in  over  UX)  countries,  creating 
IBM  personal  printers,  IBM  typewriters,  advanced  com- 
puter keyboards  and  IBM  office -equipment  supplies. 


And  dedicated  to  making  our  mark  by  building  better  ways 
to  help  you  make  yours. 

To  learn  more  about  Lexmark,  call  us  at  1 800358-5835, 
ext.  222. 


Lexm^vrk 


Make  Your  Mark 


IBM  IS  a  registered  trademark  ot  International  Business  Machines  Corporatron  in  the  U  S  and/or  other  countries,  and  is  used  under  license  Lexmark  is  a  trademark  of  Lexmark  International,  Inc  ©1992  Lexmark  International,  Inc. 


THE  OLYMPICS  I 


TOO  MANY  LOGOS  SPOIL  THE  PITCH?  ISL'S  CRAIG  SAYS,  "ATLANTA  WILL  BE  A  TOUGHER  SELL" 


THE  REAL  MARATHON: 
SIGNING  OLYMPIC  SPONSORS 


Promoters  are  already  trying  to  lure  reluctant  advertisers  for  1996 


This  year's  Olympic  torch  hasn't 
even  been  lighted  yet,  and  Andrew 
Craig  already  is  worrying  about 
the  next  summer  games,  scheduled  for 
Atlanta  in  1996.  Craig,  deputy  CEO  of  ISL 
Marketing,  the  International  Olympic 
Committee's  exclusive  agent  for  spon- 
sorship sales,  has  to  convince  skeptical 
corporations  that  sponsoring  the  Atlanta 
games  is  a  wise  investment.  The  1996 
sponsor's  fee  is  expected  to  be  about  $43 
million,  more  than  double  this  year's 
levy,  so  it's  no  surprise  that  Craig  con- 
cedes, "Atlanta  will  be  a  tougher  sell." 

In  a  year  when  the  Olympics'  glamour 
event  seems  to  be  "ambush  marketing," 
that's  an  understatement.  At  the  '92 
Olympic  Games  opening  July  25  in  Bar- 
celona, 12  corporations  that  paid  an  aver- 
age of  $15  million  for  global  rights  to 
promote  their  link  with  the  Olympics  are 
wrestling  to  get  maximum  impact  from 
their  outlays — roughly  $450  million  in  to- 
tal advertising  and  promotion  costs.  Of- 
ficial sponsors  are  increasingly  jittery 
about  competitors  who  buy  broadcast 
airtime  during  the  Gaines  and  come  off 
looking  like  backers  for  no  fee  at  all. 

There  may  be  a  lot  less  to  entice  po- 
tential sponsors  for  Atlanta  and  the  1994 
Winter  Games  in  Lillehammer,  Norway. 
Big  spenders  that  have  already  signed 
on  for  the  next  go-round — such  as  Coca- 
Cola  Co.  and  Eastman  Kodak  Co. — are 


pressing  the  International  Olympic  Com- 
mittee to  protect  their  investments.  And 
the  Atlanta  games'  organizers  are  sign- 
ing up  their  own  sponsors  at  $40  million 
a  pop.  With  Olympics  advertising  clutter 
and  ambush  promotions  on  the  rise, 
"this  thing  is  growing  into  a  monster," 
says  Michael  Tette,  Kodak's  Olympics 
manager. 

INSULATED.  Slaying  the  monster  is  the 
job  facing  ISL,  the  independent  Swiss 
outfit  that  since  1985  has  been  the  lOC's 
marketing  agent.  Founded  by  the  late 
Horst  Dassler,  who  also  started  Adidas, 
ISL  cooked  up  the  notion  of  wrapping 
global  Olympic  marketing  rights  into  a 
single  package.  The  scheme  has  given 
the  games  a  revenue  base  insulated 
from  the  vagaries  of  TV-rights  fees, 
bringing  the  Olympic 
movement  a  record 
$170  million  this  year. 
It  also  earned  iSL  a 
reputation  as  the  fore- 
most marketer  of  pre- 
mier sporting  events, 
including  soccer's 
World  Cup. 

Atlanta  poses  ISL's 
biggest  challenge  yet. 
Companies  complain, 
for  example,  that  their 
rights  to  advertise  as 
an  official  sponsor  of 
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GETTING  GOLDEN 


■92  '96 

▲  MILLIONS  OF  DOLLARS 

■IOC  TARGEl,  INCLUDING  FEES  FOR  1 994  WINTER  GAMES 
DATA:  ISL  MARKETING,  SffCMl  fVEWTS  MfQKl 


the  games  do  not  prevent  competitors 
from  underwriting  individual  teams.  Fuji 
Photo  Film  Co.  this  year  is  trumpeting 
its  link  with  the  U.  S.  track-and-field 
squad — and  undercutting  the  value  of 
Kodak's  Olympic  investment,  Tette 
grouses.  Partly  to  ward  off  attacks  from 
PepsiCo  Inc.  and  others,  Coke  also 
bought  rights  to  38  separate  U.  S.  teams. 

But  such  maneuvers  haven't  prevent- 
ed the  war  of  the  airwaves.  Companies 
without  a  sponsorship  tie-in  are  growing 
more  aggressive  about  jumping  on  the 
Olympic  bandwagon.  Federal  Express 
Corp.  ran  a  series  of  spots  during  the 
1992  winter  games  in  Albertville, 
France,  that  led  61%  of  viewers  polled  to 
believe — wrongly — that  Federal  was  an 
official  sponsor.  The  news  was  not  ex- 
actly greeted  with  rapture  at  the  U.  S. 
Postal  Service,  an  official  sponsor. 
FREEZE  OUT.  As  ambushers  get  more  sav- 
vy, the  rising  sponsor  fees  get  harder  to 
swallow.  ISL  and  the  lOC  "may  be  pricing 
themselves  out  of  the  market,"  says 
Theo  Leenders,  events  director  for  Mars 
Inc.,  a  Barcelona  sponsor.  To  help  justify 
the  high  costs,  ISL  is  spreading  into  ev- 
erything from  sports  market  research  to 
merchandise  licensing.  Most  important, 
it  has  begun  selling  broadcast  rights  on 
behalf  of  the  owners  of  sports  events, 
using  the  position  to  freeze  out  ambush- 
ers and  cut  good  deals  for  sponsors. 
New  ISL  CEO  Brian  McGrath,  former 
head  of  Columbia  Pictures'  TV  and  film 
marketing,  should  help  that  effort. 

It's  easy  to  see  why  iSL  wants  to  vault 
into  TV  sales,  especially  in  Europe, 
where  fees  are  soaring  just  as  U.  S. 
rates  are  cresting.  This  spring,  ISL  made 
its  first  sale— for  the  1993  and  1995 
Track  &  Field  World  Championships — 
which  cleared  $92  million.  The  average 
15%  commission  on  such  deals  should 
add  nicely  to  isl's  estimated  1991  bill- 
ings of  about  $200  million. 

But  while  ISL  believes  that  the  new 
services  benefit  clients,  others  see  thein 
as  potential  conflicts  of  interest.  One 
example:  Is  it  kosher  for  ISL  to  offer 
market  research  on  events  for  which  it 
also  sells  sponsorships? 

But  that's  not  An- 
drew Craig's  biggest 
worry.  Executives  of 
multinational  corpora- 
tions will  soon  be  ask- 
ing him,  "What,  exact- 
ly, does  $43  million 
buy  me?"  He'll  need 
triumphant  results  in 
Barcelona  to  provide  a 
satisfactory  answer. 

By  Jonathan  B. 
Levine  in  Barcelona, 
until  Karen  Thurston  in 
Atlanta 


We  should 've  seen  it  coming. 
Suddenly,  we're  getting 
a  reputation  we  simply 
weren't  expecting.  Racy 

After  all,  the  Camry  SE 
was  born  with  the  185  horse- 
power 24-valve  V6  engine  that 
USA  Today  touts  as  "providing  ve  Engme 
as  much  power  as  a  conventional 
V8."  Plus,  this  new  arrival  to 


the  family  is  gifted  with  a  startling  list  of 
talents  unique  in  the  Camry  ancestry. 
Like  stiffer  sport  suspension, 
a  5-speed  manual  transmission, 
'  a  quicker  steering  ratio,  standard 
sport  alloy  wheels,  black-out  window 
trim,  leather-trimmed  steering  wheel 
and  shift  knob,  5-way  adjustable  sport  seat 
with  bolsters,  and  color-keyed  rear  spoiler. 
And  while  its  performance  and  handling 


are  leaving  people  wonderfully 
stunned,  one  thing  about  the 
Camry  SE  is  purposefully  predict- 
able. It  was  raised  to  be  just  as 
safety  conscious  as  its  siblings,  with 
a  standard  driver-side  air  bag*  and 
available  ABS.  Of  course,  at  Toyota, 
we  love  all  our  Camrys  equally  but 
when  it  comes  to  shock  value,  the 
SE  is  the  heir  to  all  we  have. 


Naturally  it's  been  a  shock 
to  the  family 


The  all-new  1992  camry  se. 

We  JUST  COULDN'T  LEAVE  WELL  ENOUGH  ALONE 


Call  1-800-GO-TOYOTA  for  a  brochure  and  toeation  ot  your  nearest  dealer, 
'.■yways  use  your  seadjeit.  Drker-ade  air  bag  is  a  suKJlementai  restraint  system. 
Buckle  Up!  Do  it  for  those  who  love  you.  ©m  Tovota  Motor  Sales,  U&A.,  Inc: 
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Emm 


Granted,  the  American 
Dreann  has  taken  a  beating 
lately,  but  Annericans  ore 
still  No.  1  in  home  ownership, 
aren't  they?  Not  even  close. 
In  the  1992  Britannico  World 
Data  Annual's  rankings  of 
owner-occupied  housing  in 
developed  nations,  the  U.S. 
trails  eight  other  countries 

Country  Percent  ol  homes 

owned  by  oauponts 


TAIWAN 

79.1  7o 

NEW  ZEALAND 

74.1 

GREECE 

73.1 

ISRAEL 

72.9 

AUSTRALIA 

69.1 

IRELAND 

67.9 

FINLAND 

67.7 

NORWAY 

66.6 

U.S. 

63.5 

CANADA 

62.1 

DATA:  1992  BUmHIU  mRlD  D/JA  mm 

HANDS— WELL,  WINGS 
—ACROSS  THE  WATER 


►  British  Airways  announced 
on  July  21  that  it  has  agreed 
to  buy  a  447''  stake  in  USAir 
for  $7.50  million.  If  the  deal, 
which  was  expected,  wins  ap- 
proval from  the  Transporta- 
tion Dept.,  it  would  create  a 
formidable  new  competitor  in 
the  increasingly  international 
airline  industry.  The  venture 
would  have  even  more  fire- 
power if  u.SAir  acquires  assets 
from  TWA,  as  industry 
sources  predict. 

While  the  BA-USAir  accord  is 
likely  to  receive  Washington's 
approval,  the  U.  S.  may  drag 
its  feet  to  win  concessions 
from  Britain  in  bilateral  nego- 
tiations over  their  airline  trea- 
ty. The  Bush  Administration 
wants  expanded  operating 
rights  for  American  carriers 
landing  in  Britain. 


A  POTENT  DRUG 
FOR  FIGHTING  AIDS 


►  Upjohn  announced  on  July 
22  the  synthesis  of  a  drug, 
BHAP-E,  that  in  the  test  tube 
is  more  potent  than  AZT,  DDI, 
or  any  other  similar  drugs  be- 


ing used  against  HIV,  the  vi- 
rus that  causes  AIDS.  Clinical 
trials  on  healthy  people  will 
begin  in  September. 

Irwin  Chen,  a  collaborator 
in  the  Upjohn  study,  adds  a 
note  of  caution  to  Upjohn's  re- 
port. He  points  out  that  the 
virus  eventually  develops  re- 
sistance to  the  new  drug.  He 
believes  that  bhap-E  will  most 
likely  be  used  in  combination 
with  other  drugs  in  a  kind  of 
chemotherapy  approach  to 
treating  AIDS. 

Chen  notes  that  Merck  and 
Boeringher-Ingelheim  devel- 
ojjed  drugs  similar  to  BHAP-E 
but  dropped  them  when  early 
results  showed  HIV  resistance 
developing.  "That's  too  bad," 
he  says,  adding  that  the  more 
drugs  available  for  combining 
against  AIDS,  the  better  the 
chance  of  success. 


THE  OSPREY  COULD  BE 
ASiniNG  DUCK 


►  The  July  20  crash  of  a  pro- 
totype V-22  Osprey  military 
aircraft  could  doom  the  con- 
troversial plane,  being  devel- 
oped by  Boeing  and  Textron 's 
Bell  Helicopter  unit.  For  three 
years,  Defense  Secretary 
Dick  Cheney  has  tried  to  elim- 
inate the  $30  billion  V-22  pro- 
gram. But  the  plane's  many 
backers  on  Capitol  Hill  have 
repeatedly  pumped  money 
into  V-22  development. 

On  July  2,  Cheney  reluc- 
tantly agreed  to  spend  the 
$790  million  Congress  appro- 


HOW  DO  YOU  SPELL  CD-ROM? 


Zyxt.  No,  that's  not  an  especial- 
ly ugly  typo,  it's  the  last  of 
616,500  entries  in  the  second  edi- 
tion of  the  Oxford  English  Dic- 
tionary, first  published  in  1989 
and  now  available  on  CD-ROM. 

That's  right,  CDs,  those  shiny 
little  discs  associated  more  often 
with  Garth  Brooks  or  Sir  Mix-a- 
Lot  than  with  the  biography  of 
the  English  language.  It's  not 
just  an  electronic  dictionary,  ei- 
ther. Fancy  search-and-retrieval  software,  courtesy  of  aw 
Software  of  Rotterdam,  lets  Scrabble  freaks  find  all  words  i 
which  the  letter  "q"  is  not  followed  by  the  letter  "u."  (• 
lawyers  can  find  out  what  a  word  meant  when  lawmakers  us  l 
it  200  years  ago.  BUSINESS  WEEK  editors  can  look  up  the  phras 
"young  fogey"  and  take  quiet  pride  in  knowing  that  thr 
magazine  is  cited  to  show  how  the  word  is  used. 

And  zyxt?  It's  an  obsolete  word  meaning  "see,"  worth  mai- 
Scrabble  points. 


priated  last  year  to  build  and 
test  production  prototypes. 
Cheney  isn't  backing  away 
from  his  compromise  agree- 
ment yet.  But  if  investigators 
determine  that  a  fundamental 
design  flaw  caused  the  crash, 
the  second  one  in  13  months, 
the  V-22  could  be  grounded 
permanently. 


COOL  DEVELOPMENT: 
SONY'S  BLUE  LASER 


►  Sony  has  developed  a  semi- 
conductor laser,  or  diode,  that 
emits  blue  laser  light — the  ob- 
ject of  intense,  worldwide  re- 
search for  years.  Such  a  de- 
vice could  triple  the  amount 


of  information  packed  on) 
spinning  optical  disks.  Thai; 
because  blue  light  has  i 
shorter  wavelength  than  t; 
red  light  emitted  by  the  las" 
diodes  in  today's  compact-di; 
players,  so  blue  laser  lig 
can  be  focused  to  a  mui 
smaller  dot. 

A  marketable  version  of  t ; 
diodes  would  make  it  possib 
to  squeeze  up  to  SV2  hours  f 
digital  music  onto  a  5-inch  ( . 
The  problem  is  that  Sonj; 
new  diodes  now  perform  or' 
at  temperatures  around  -295. 
So,  it's  going  to  be  a  wh; 
before  Sony  can  get  this  c- 
velopment  out  of  the  lab  ai 
into  homes. 


ROD  CANION  HAHGS 
OUT  HISSHIHGLE 


►  Nine  months  after  his  ou: 
er  from  Compaq  Comput( 
the  company's  co-founder,  i 
seph    "Rod"    Canion,  h 
formed  a  consulting  firm  ) 
advise  companies  on  mana^- 
ment  and   high-tech  issu«. 
Canion's  new  Houston-basS 
venture,  Insource  Manage 
ment  Group,  will  use  expei.5 
from  computer  services,  bu- 
ness  operations,  and  employe 
management.  So  far,  the  fin 
has  no  clients,  but  Canii 
says  a  first  contract  is  in  te 
offing.  I 
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BAKER  OR  NO  BAKER,  GEORGE  BUSH 
WILL  HAVE  TO  SAVE  HIMSELF 


The  imminent  return  of  James  A.  Baker  III  may  leave  the 
Secretary  of  State  nostalf^ic  for  a  simjiler  challenge— like 
Middle  East  ])eace.  Baker,  who  ran  both  Bush's  1988  cam- 
paign and  Ronald  Reagan's  1980  bid,  will  give  the  demoi-alized 
Bushies  some  badly  needed  focus  and  a  sense  of  mission.  And 
Baker  may  be  the  one  pei'son  who  can  hanfl  the  R-esident  a  sol- 
id campaign  script  and  make  him  stick  to  ii.  But  that  alone 
m.ay  not  be  enough.  One  senior  cor  strategist  even  contends: 
"This  campaign  has  suddenly  gone  fi'om 
George  Bush's  to  win  to  Bill  Clinton's  to  lose" 
(page  28). 

Under  the  latest  Bakei'  i)lan.  th(_'  architect 
of  Bush's  New  World  Ordei'  would  turn  to 
drafting  a  domestic  l)lueprint  for  Bush's  sec- 
ond term,  while  Deputy  Secretary  Lawi'ence 
S.  Eaglei^urger  would  take  charge  at  State. 
The  troika  of  Robert  M.  Teeter,  Fi-ederick  V. 
Malek,  and  Robert  A.  Mosbacher  would  nom- 
inally stay  in  charge  of  the  campaign.  But 
no  one  can  miss  the  message.  "Wherever 
Baker  sits  down,  he's  at  the  head  of  the  ta- 
ble," says  a  high-ranking  campaign  aide.  "No- 
body goes  ai'ound  Baker." 
DRIFTING.  Baker's  challenge  is  to  overcome 
the  perception  that  Bush  has  Ijoated,  golfed, 
and  fished  while  the  economy  floundered. 
"Between  breaking  his  no-tax  pledge  and 
the  President's  failure  to  enact  a  growth  agenda,  the  public 
has  concluded  Bush  will  do  nothing  constructive  about  the 
economy,"  says  retiring  Representative  Vin  Weber  (R-Minn.). 
"Putting  Baker  in  charge  is  sufficiently  dramatic  that  people 
might  finally  believe  a  second  term  would  be  different." 

The  arrival  of  Baker  would  shake  up  a  White  House  that 
has  been  adrift  for  months.  It's  a  slap  at  Chief  of  Staff  Samuel 
K.  Skinner.  And  some  Bush  aides  hope  that  Baker  can  manage 
his  rambunctious  protege.  Budget  Director  Richard  G.  Dar- 
man.  "Finally,  we'll  have  someliody  who  pushes  Dai-man 
around,"  says  one  staffer.  "That's  a  switch." 


BAKER:  SHAKING  UP  THE  WHITE  HOUSE 


Baker's  ascendancy  is  fueling  speculation  about  the  fate 
of  Vice-President  Dan  Quayle,  whose  selection  Baker  opposed 
in  1988.  Although  polls  show  that  60%  of  voters  want  Bush  to 
dump  the  Veej),  Quayle  probably  has  the  job  as  long  as  he 
doesn't  decide  to  give  it  up.  Quayle  is  not  only  Bush's  main 
link  to  conservatives  but  dropping  him  now  would  loc^k  desider- 
ate. "If  I  were  a  Democrat,  I  would  nail  the  President  for 
something  like  that,"  says  former  Reagan  aide  Thomas  C. 

Griscom.  "Bush,  having  broken  his  most 
important  1988  campaign  promise,  would 
be  disavowing  his  most  important  decision. 
The  Democrats  would  have  a  field  day." 

Besides,  most  COP  insiders  l)elieve, 
Cluayle  isn't  the  root  of  Bush's  problem. 
Nor  is  it  the  White  House  staff  or  the  cam- 
paign operation.  It's  Bush  himself.  Many 
worry  about  the  President's  inability  to  un- 
derstand the  extent  of  his  problems  and 
failure  to  engage  in  the  campaign.  "He 
seems  to  be  hurt  and  mad  at  the  pul)lic," 
says  Carleton  College  political  scientist  Ste- 
ven Schiei'.  "That's  a  losing  attitude." 
GOING  NEGATIVE.  Baker's  ability  to  shape  up 
the  President's  reelection  drive,  coupled 
with  a  telegenic  COP  convention  in  Houston, 
will  help  Bush  close  the  gap  with  Clinton. 
The  campaign,  which  ended  June  with  $10 


million  that  must  be  spent  before  the  convention,  is  consider- 
ing a  barrage  of  ads  showing  Bush  in  a  positive  light.  But  Bak- 
er won't  hesitate  to  go  negative.  The  campaign  is  also  ready- 
ing hard-hitting  ads  that  show  voters  images  of  a  dirt-poor 
Arkansas,  laying  the  mess  at  Bill  Clinton's  feet. 

But  will  this  be  enough  to  lift  Bush  to  victory?  In  1988,  vot- 
ers had  to  overcome  reservations  about  his  admitted  lack  of 
vision.  After  four  years  as  President,  he  still  doesn't  have  an 
agenda.  Until  Bush  stands  up  and  defines  himself,  reelection 
will  take  more  than  Jim  Baker's  sure  political  touch. 

Bj/  Dout/las  Hdiiircclit 


CAPITAL  WRAPUP I 


THE  SENATE 


A fight  to  streamline  the  Senate's 
creaky  i-ules  may  loom  when  the 
new  Congress  convenes  next  year.  Ma- 
jority Leader  George  J.  Mitchell  (D-Me.) 
is  readying  a  refonn  package  that  would 
make  it  much  easier  to  bring  a  IMll  to 
the  floor.  Under  current  procedures,  a 
l)ill  can  be  taken  up  only  if  no  senator 
objects  or  if  a  majority  approves  a  "m<> 
tion  to  proceed."  So  a  single  member 
can  hold  up  legislation  for  weeks.  And 
passing  a  controversial  measure  often 
requires  breaking  two  filibusters— one 
on  the  motion  to  proceed  and  another  on 
the  bill  itself.  Mitchell  wants  to  move 
to  a  system  like  that  used  in  the  House, 


where  legislation  is  taken  up  at  the  dis- 
cretion of  the  majoi'ity  leader.  Trouble  is, 
any  change  in  Senate  rules  itself  re- 
quires a  two-thirds  vote.  And  that  will 
l)e  difficult  even  if,  as  currently  project- 
ed, the  Democrats  add  a  seat  or  two  to 
their  57-43  margin  in  the  fall  elections. 

CAMPAIGN  RULES  

This  year's  campaign  could  be  the 
last  hurrah  for  Willie  Horton  and 
his  friends.  The  Massachusetts  convict 
became  a  household  name  after  an  in- 
dependent group  called  Americans  for 
Bush  ran  ads  telling  how  he  brutal- 
ized a  Maryland  couple  while  on  fur- 
lough from  prison  under  a  program 
approved  by  Michael  S.  Dukakis.  But 


the  Federal  Election  Commission  has 
just  voted  to  ban  "imauthorized  use"  of 
a  candidate's  name  by  political  action 
committees.  As  a  result,  campaigns 
can  no  longer  take  advantage  of  Hor- 
ton-like  spots  and  at  the  same  time 
claim  to  have  nothing  to  do  with  them. 
The  normal  3-3  parti.san  split  on  the 
FEC  was  broken  when  the  Administra- 
tion, which  is  still  taking  flak  for  al- 
leged complicity  in  the  Horton  ads, 
came  out  in  support  of  the  new  rules. 
But  to  avoid  mid-campaign  disruption, 
the  commission  voted  not  to  make  the 
regulations  effective  until  the  1993-94 
election  cycle.  Still  unresolved:  how 
the  new  rules  would  restrict  ads  at- 
tacking opponents. 
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GERMANY  I 


NO  BUDGING 

AT  THE  BUNDESBANK 


Helmut  Schlesinger's  anti-inflation  cnisade  is  straining  the  EC 


Chatting  as  he  sips  a 
morning  cup  of  coffee 
in  his  office  two  miles 
from  downtown  Frankfurt, 
Bundesbank  President  Hel- 
mut Schlesinger's  gestures 
are  as  spare  and  efficient  as 
the  decor  inside  the  German 
central  bank's  headquar- 
ters. But  as  the  talk  turns 
to  the  growing  global  criti- 
cism of  high  German  inter- 
est rates,  two  years  after 
unification,  Schlesinger  sud- 
denly leans  forward.  "Our 
policy  is  often  discussed  in 
other  countries  as  if  we 
were  the  Germany  of  1989," 
he  says,  his  voice  tightening 
and  his  eyes  narrowing  be- 
hind his  steel-rimmed  glass- 
es. "We  are  not.  We  are  the 
Germany  of  1992,  '93,  '94— 
and  we  have  quite  different 
problems." 

If  Germany's  global  part- 
ners hadn't  already  gotten 
the  message  that  domestic 
concerns  come  first  at  the 
Bundesbank,  there  should 
be  no  doubt  now.  Its  July  16  decision  to 
squeeze  domestic  inflation  by  raising  the 
discount  rate  by  three-quarters  of  a 
point,  to  8.757',  sent  bourses  and  bond 
markets  around  the  globe  reeling, 
pushed  the  dollar's  value  close  to  a  his- 
toric low  of  1.45  German  marks,  and 
forced  the  Federal  Reserve  to  organize 
an  intervention  campaign  to  prop  up  the 
greenback.  Schlesinger's  insistent  stand 
on  inflation  may  even  further  complicate 
the  European  Community's  efforts  to 
ratify  the  Maastricht  Treaty  on  econom- 
ic and  monetary  union.  "The  move  was 
very  destabilizing,"  says  Giorgio  Bodo, 
top  economic  analyst  at  auto  maker  Fiat. 
"If  I  wanted  to  be  really  nasty,  I'd  say 
that  the  Bundesbank  doesn't  mind  that 
European  unification  will  slow  down." 

For  the  67-year-old  Schlesinger,  the 
markets'  chaos  was  just  the  latest  epi- 
sode in  nearly  a  year  of  living  danger- 
ously as  the  Bundesbank's  head.  Schle- 


UNIFICATION  ^That 

requires  big  financial  assis- 
tance. But  it  must  be  done  on 
the  basis  of  keeping  the 
stability  of  our  money 

INTEREST  RATES  UOne 

cannot  make  a  forecast  now 
for  lowering  rates  or  of  a 
need  to  go  up  once  more  77 

EURO      U  Our  measures 
are  hi  '  -ful  for  the  European 
ComniiDMty  and  acceptance 
of  the  M  ;)  'istricht  Treaty  V 


singer  sees  himself  on  £ 
crusade  to  vanquish  infla 
tion  spawned  by  the  higl 
costs  of  unification.  If  noth 
ing  else,  that  has  estab 
lished  the  Bundesbank  a^ 
the  most  tangible  symbo 
yet  of  the  assertive  new 
Germany  that  many  neigh 
bors  fear.  Even  Germai 
business  leaders  are  con 
cerned.  With  the  globa 
economy  so  weak,  says 
Daimler-Benz  Chairman  Ed 
zard  Reuter,  "there  are  cer 
tainly  (juestions  whether  ii 
was  wise"  to  hike  rates 
"They  could  have  waited." 
'PLEADING.'  More  shock 
waves  could  lie  ahead.  Higl 
German  rates  will  cool  do 
mestic  growth,  keep  pres 
sure  on  the  dollar,  and  put  a 
further  damper  on  the  econ 
omies  of  Europe  and  evei 
Japan.  Until  July  16,  "then 
was  a  slight  chance  of  Ja 
pan  decreasing  the  discoun' 
rate  in  a  few  months,"  say: 
Kazuo  Ogura,  the  Japanesi 
Foreign  Ministry's  chief  economic  aide 
But  now,  "we'll  have  to  reconsider." 

It's  not  as  if  Schlesinger  and  the  Vi< 
other  members  of  the  Bundesbank's  pol 
icy-making  council  didn't  make  a  stab  a 
limiting  the  fallout.  The  council  confinec 
its  increase  to  the  largely  symbolic  dis 
count  rate.  But  traders  think  the  bani- 
will  eventually  increase  its  Lomban 
rate,  too.  Now  at  9.75%',  it  sets  a  flooi 
for  money-market  interest  rates  acros; 
Europe.  Schlesinger,  in  an  interview 
with  BUSINES.S  WEEK,  wouldn't  rule  out  i 
further  rate  hike.  "One  cannot  make 
forecast  now  for  lowering  rates  or  of  i 
need  to  go  up  once  more,"  he  says. 

In  trying  to  squeeze  Germany's  cur 
rent  4.3%  inflation  rate  and  break  th( 
back  of  9%  money-supply  growth  tha 
has  far  overshot  bank  targets,  Schle 
singer  has  discovered  how  limited  hi; 
leverage  really  is.  Since  unification 
Bonn's  budget  deficits  have  ballooned 
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and  liilliiins  ol'  marks'  udi'lh  of  rlu'ap, 
government-subsidized  loans  have 
poured  into  eastern  Germany.  The  loans, 
amounting  to  one-sixth  of  the  new  lend- 
ing in  all  Germany,  have  left  credit  de- 
mand largely  insensitive  to  interest 
rates.  "I'm  pleading  that  the  federal 
government  not  extend  these  mea- 
sures," Schlesinger  says.  "They  make 
our  own  work  more  difficult." 

That  reality  has  mocked  Bundesbank 
anti-inflation  rhetoric  ever  since  Decem- 
ber, when  the  council  last  raised  rates. 
Schlesinger  is  a  longtime  hard-liner  who 
says  he  is  devoted  to  "keeping  the  stabil- 
ity of  our  money."  So  until  money-sup- 
ply figures  drift  down  toward  the  5.57( 
annual  growth  target  the  bank  has  set 
for  itself,  the  chief  needs  to  keep  send- 
ing tight-money  signals  or  face  a  grow- 
ing credibility  gap.  July's  inflation  fig- 
ures are  expected  to  show  a  drop,  to  an 
annual  rate  of  3.5%.  Still,  few  expect  the 
tension  to  ease,  as  public-sector  workers 
prepare  for  wage  talks  this  fall. 
OUl  OU  NON?  EC  ministers  are  hoping 
that  inflation  i.'  all  that  Schlesinger  suc- 
ceeds in  killing.  The  central  banker  in- 
sists "our  measures  are  helpful  for  the 
European  Community  and  for  accep- 
tance of  the  Maastricht  Treaty."  But  a 
Brussels  official  confides  that  EC  finance 
ministers  have  "decided  to  keep  their 
mouths  shut"  to  avoid  dramatizing  the 
latest  Bundesbank  move.  That  may  be 
wise.  With  France's  crucial  referendum 
on  Maastricht  scheduled  for  Sept.  20, 
French  voters  could  easily  find  the 
Bundesbank's  current  domination  of  Eu- 
ropean monetary  policy  reason  enough 
to  reject  a  deal  that  will  force  countries 
to  cede  monetary  sovereignty  to  a  new 
bank  run  largely  by  Germans. 

Even  if  France  votes  yes,  higher  Ger- 
man rates  will  certainly  strain  European 
unity  by  putting  pressure  on  countries 
such  as  Italy  and  Britain  to  devalue  cur- 
rencies and  risk  a  breakup  of  Europe's 
system  of  managed  exchange  rates. 
"The  whole  concept  of  the  [system]  was 
based  on  low  inflation  and  low  interest 
rates  in  Germany,  and  we've  got  the 
reverse  of  that,"  complains  Ronald  Co- 
hen, chairman  of  the  British  venture-cap- 
ital group  Apax  Partners  Ltd. 

For  Schlesinger,  the  need  to  look  over 
his  shoulder  at  the  impact  of  Bundes- 
bank decisions  on  Europe  has  made  his 
hot  seat  at  the  Bundesbank  all  the  more 
uncomfortable.  But  choosing  a  path  out 
of  the  dilemma  doesn't  give  him  pause. 
"There's  no  possibility  of  helping  our 
partner  countries  by  allowing  more  in- 
flation in  Germany,"  he  says.  At  the  risk 
of  inflicting  more  pain  on  his  allies  in 
Europe  and  abroad,  that's  a  point  he'll 
drive  home  again  and  again. 

By  Bill  Javetski,  with  John  Templeman 
in  Frankfurt,  John  Rossant  in  Rome,  and 
Richard  A.  Melcher  in  London 


JAPAN  I 


NOW,  JAPAN  IS  ADMITTING  IT: 
WORK  KILLS  EXECUTIVES 


It  has  begun  compensating  the  families  of  white-collar  victims 


Two  years  ago,  Jun  Ishii  was  at  the 
peak  of  his  career  at  Mitsui  &  Co. 
As  one  of  Mitsui's  only  speakers  of 
Russian,  the  factory-automation  special- 
ist shouldered  the  bulk  of  the  burgeon- 
ing Russian  business  for  one  of  Japan's 
largest  trading  houses.  Over  the  previ- 
ous year,  he  had  made  10  Russian  trips 
totaling  115  days.  When  he  arrived  home 
in  Tokyo  from  one  grueling  journey,  Mit- 
sui immediately  sent  him  out  to  guide 
four  Russian  clients  on  a  factory  tour 
near  Nagoya.  But  while  taking  a  shower 
in  his  hotel  room,  Ishii,  who  was  47,  died 
of  a  heart  attack. 

In  mid-July,  his  widow,  Sachiko, 
scored  a  counterblow  on  behalf  of  Ja- 
pan's slaving  salaried  workers.  After 
documenting  the  final  days  of  Ishii's 
life — the  travel  and  the  stress — Tokyo 
labor  regulators  ruled  that  overwork 
killed  her  husband,  and  the  government 
will  pay  her  an  annual  worker's  compen- 


TOKYO  COMMUTERS:  OVERWORK  CLAIMS  I0,000  JAPANESE  A  YEAR 


sation.  "Finally,  the  government  recog- 
nizes that  white-collar  workers  can  die 
of  karoshi,"  says  Kazuhiro  Nakanishi, 
the  family's  lawyer.  "I  expect  to  see 
more  people  come  forward  now."  Mitsui 
cooperated  fully  with  the  government's 
investigation  and  made  a  onetime  pay- 
ment of  $240,000,  Ishii's  lawyer  says. 

Ishii's  plight  is  common  in  Japan.  Kar- 
oshi— sudden  death  by  a  heart  attack  or 
stroke  triggered  by  overwork — claims 
some  10,000  Japanese  each  year,  esti- 
mates Hiroshi  Kawahito,  a  lawyer  who 


founded  the  National  Defense  Council 
for  Victims  of  Karoshi  four  years  ago. 
But  the  Labor  Ministry  compensates 
only  one  or  two  dozen  families  for  karo- 
shi out  of  about  700  that  apply  each 
year.  And  through  a  legal  quirk,  death 
from  overwork  has  been  considered  to 
be  exclusively  a  blue-collar  phenomenon. 
IRRITABLE  AND  ILL.  With  the  Ishii  case, 
regulators  have  expanded  karoshi  com- 
pensation to  Japan's  legions  of  salaried 
workers.  The  impact  is  rippling  through 
boardrooms,  and  a  handful  of  companies 
are  already  trying  to  ease  the  pressure. 
This  year,  Matsushita  Electric  Industrial 
Co.  is  extending  vacations  from  16  to  23 
days  a  year  and  requiring  workers  to 
take  all  of  it.  Other  companies  are  start- 
ing to  track  employees'  emotional 
health.  A  branch  of  telephone  giant  Nip- 
pon Telegraph  &  Telephone  Corp.  found 
that  stress  was  making  some  workers 
irritable  and  ill.  So,  to  improve  the  emo- 
tional health  of  its  em- 
ployees, the  company 
initiated  periods  of  si- 
lent meditation. 

In  the  Ishii  case,  not 
only  did  Mitsui  cooper- 
ate and  pay  compensa- 
tion but  it  is  also  tak- 
ing steps  to  prevent  a 
similar  occurrence. 
From  now  on,  general 
managers  will  be  as- 
sessed as  to  how  well 
they  set  overtime 
hours,  keep  subordi- 
nates healthy,  and  en- 
courage workers  to 
take  vacations.  But 
Mitsui  doesn't  want  to 
set  limits  on  working 
hours.  "We're  not  a 
company  of  children," 
says  Hidemi  Mori,  a 
Mitsui  sjjokesman. 
Though  the  Ishii  case  will  bring  some 
improvement  in  working  conditions  for 
office  workers,  karoshi  is  still  a  cloudy 
issue.  It's  often  difficult  to  determine  if 
karoshi  is  caused  by  work  demands,  or 
private,  late-night  socializing  that  may 
be  work-related.  Some  experts  also 
blame  a  lack  of  exercise  and  the  fattier 
modern  diet,  not  just  stress.  Whatever 
the  cause,  more  families  are  simply  no 
longer  willing  to  put  up  with  the  myth 
of  the  Japanese  corporate  samurai. 

By  Karen  Lowry  Miller  in  Tokyo 
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CUBA 


CAPITAIISM, 
CASTRO  STYLE 


It's  a  fragile  mix:  Private  initiative,  foreign  cash,  and  repression 


In  his  downtown  Havana  office, 
crammed  with  persona!  computers  and 
copiers,  Felix  Sautie  is  full  of  ideas  for 
UFO  Services,  the  publishing  and  market- 
ing conglomerate  he  heads.  The  groujj  al- 
ready acts  as  matchmaker  between  for- 
eign and  Cuban  business  partners  and 
provides  professional  services  to  foreign 
companies  investing  in  Cuba.  But  there's 
more  to  come,  says  Sautie.  Through  UFO's 
new  U.  S.-Cuba  phone  link  via  Canada, 
called  Rapidtel,  callers  are  able  to  dial  a 
Canadian  800  number  that  bypasses  the 
clogged  U.  S.-Cuba  phone  wires — for  a 
stiff  $28.50  for  three  minutes.  And  a  com- 
puterized data  base  on  Cuba  will  soon  be 
available  to  foreign  investors. 

UFO  and  a  few  dozen  companies  like  it 
are  the  latest  wrinkle  in  Fidel  Castro's 
communist  revolution.  Joint-stock  compa- 
nies, quasiprivate  enterprises,  and  "auton- 
omous" state-owned  companies  are  pop- 
ping up  all  over  the  island.  UFO  began  a 
few  years  back  when  Cuban  investors, 
many  with  close  ties  to  the  Castro  regime, 
put  up  cash  and  other  assets  valued  at  1 
million  pesos.  So  far,  UFO  has  plowed  back 
its  profits  of  1  million  pesos,  oflicially 
worth  $1  million.  In  another  variation  on 
the  theme,  Cubanacan,  a  state  company, 
has  wide  latitude  to  make  deals  with  for- 
eign-tourism investors.  That's  the  sector 
Castro  is  counting  on  to  help  alleviate  Cu- 
ba's desperate  hard-currency  shortage. 

For  Cuban  caudillo  Fidel  Castro,  all 
this  is  part  of  a  survival  strategy.  Bat- 
tered economically  by  the  Soviet 
bloc's  collapse,  which  cut  off  vi- 
tal trade  and  subsidies,  ('astro 
is  trying  to  spur  more  enter- 
prise and  productivity  in  the  in- 
efficient Cuban  economy.  Along 
with  opening  up  niches  in  the 
economy  for  private  initiative, 
he  is  striking  quick  deals  wiUi 
European,  Canadian,  and  Latin 
American  investors  to  bring 
cash,  management,  and  world- 
marketing  connections  in  every- 
thing from  tourism  to  oil  explo- 
ration. All  these  links  are 
despite  a  32-year  U.  S.  trade 
embargo. 
What  Castro  is  groping  for  is 


a  precarious  balance  between  his  hostility 
to  capitalism  and  his  need  for  Western 
partners — and  their  money.  Can  he  bring 
back  private  capital  without  capitalism?  "I 
don't  think  it  will  create  a  special  prob- 
lem," Castro  said  in  a  brief  interview  at  a 
recent  conference  for  foreign  business  ex- 
ecutives. "Our  people  know  what  capital- 
ism meant  to  our  country." 

His  aim  is  to  open  limited  parts  of  the 
economy  to  capitalist  investment  and  mar- 
ket mechanisms  without  unleashing  forces 
such  as  those  that  toppled  Eastern  Euro- 
pean governments.  Cuba's  leaders  know 
"they  are  running  a  dangerous  game  by 
allowing  these  companies  to  come  in  and 
show  how  capitalism  works,"  says  Arturo 
Villar,  a  Cuban-American  researcher  who 
visits  Cuba  often  to  do  studies  for  busi- 
ness clients.  "But  they  have  no  choice." 
POLITICAL  PRISONERS.  Castro's  hope  is  to 
keep  islands  of  private  business  isolated 
from  the  rest  of  society.  At  the  same  time, 
he  is  tightening  his  political  grip  by  hand- 
ing out  stiff  prison  terms  to  advocates  of 
political  change.  Dissident  Elizardo  San- 
chez derides  Castro's  moves  as  "superfi- 
cial changes  to  gain  time."  Even  so,  Castro 
is  still  seen  by  many  Cubans  as  a  national- 
ist champion  against  U.  S.  pressures.  De- 
spite widespread  hardship  and  political  dis- 
illusion, there's  no  sign  of  organized 
opposition. 

Still,  Castro  does  need  to  buy  time.  The 
Cuban  economy  received  its  latest  blow  in 
mid-July,  when  Moscow  failed  to  renew 
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three  decades  of  oil-for-sugar  barter.  Tht 
Russians  had  already  sharply  cut  back  oi 
deliveries  from  their  shrinking  production 
Now,  even  if  Moscow  continues  to  tradt 
with  Cuba,  it  is  likely  to  do  so  strictly  foi 
hard  currency — at  world  market  prices. 

What's  more,  shortages  of  fuel,  fertiliz 
er,  and  spare  parts  cut  Cuba's  recent  sug 
ar  harvest  to  6  million  tons,  the  lowes 
since  1975,  and  forced  factories  to  shu 
down,  raising  unemployment  to  an  esti 
mated  lO'X.  The  production  cuts  have 
slashed  gross  domestic  product  to  an  esti 
mated  $20.3  billion  this  year,  down  frmi 
$32.8  billion  in  1989  (chart).  But  Smith  (  ni 
lege  economist  and  Cuba  expert  An(h'i'\' 
Zimbalist  thinks  Cuba's  economy  now  iiia; 

be  close  to  bottoming  out — will 
Castro  still  in  power.  Wester' 
diplomats  in  Havana  say  Cubai 
officials'  confidence  is  bolstered 
by  every  month  of  survival. 

The  fast  pace  of  deals  witl 
foreign  investors  is  helping 
smooth  over  the  crisis.  Foreig: 
partners  are  jumping  at  th 
chance  to  help  Cuba  explore  fo 
oil.  France's  Total,  Brazil's  Pe 
trobras,  Sweden's  Taurus  P( 
troleum,  and  Canada  Northwes 
Energy,  a  subsidiary  of  Canad 
an  mining  conglomerate  Shei 
ritt  Gordon,  have  alread 
signed  contracts  or  are  in  negc 
tiations.  Sherritt  Gordon  is  als 


INTERNATIONAL  BUSIN 


ELS  ARE  KEY  TESTING  GROUNDS  FOR  CAPITALIST  MANAGEMENT,  MARKETING,  AND  SERVICl 


buying  Cuban  raw  nickel  and  cobalt, 
worth  about  $54  million  last  year,  for  pro- 
cessing in  its  Alberta  refinery,  and  it's  dis- 
cussing a  $70  million  investment  in  nickel 
refining  in  Cuba. 

Ottawa  encourages  such  dealings  with 
Cuba  as  part  of  Canada's  trade-promotion 
efforts.  But  a  pending  bill  in  the  U.  S.  Con- 
gress, introduced  by  Representative  Rob- 
ert G.  Torricelli  (D-N.J.),  aims  to  limit 
trade  with  Cuba  by  U.  S.  companies'  for- 
eign subsidiaries.  If  it  passes,  it  could  stir 
up  a  nasty  dispute  with  Canada  and  other 
trade  partners  that  do  business  in  Cuba. 

Acknowledging  the  success  of  Cuba's 
embryonic  private  economy  thus  far,  the 
rubber-stamp  National  Assembly  even  re- 
wrote the  Cuban  con- 
stitution in  mid-July. 
It  now  says  that  the 
state  owns  the  "fun- 
damental"— not  all — 
means  of  production. 
And  it  gives  decen- 
tralized state  enter- 
prises more  autono- 
my, allowing  them  to 
import  and  e.xport  as 
self-financing  enter- 
prises. The  revisions 
"clearly  anticipate  a 
gradual  expansion  of 
the  private  sector," 
says  Zimbalist. 

The  experimenta- 
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CUBA'S 
SHRINKIHG  ECONOMY 


A  BILLIONS  OF  DOLURS 


tion  with  market-oriented  policies  shows 
up  even  in  such  hard-core  industries  as 
steelmaking.  The  Antillana  de  Acero  steel 
factory  near  Havana  now  boasts  worker 
teams  and  allows  more  participation  from 
the  shop  floor.  The  plant  has  pared  its 
work  force,  and  salaries  of  laid-off  work- 
ers are  spread  among  employees  in  the 
form  of  bonuses  for  added  productivity. 

But  it's  tourism,  a  big  hard-currency 
earner,  that  is  the  major  testing  ground 
for  capitalist  techniques.  Hotel  managers 
are  allowed  to  buy  from  any  of  the  state 
trading  companies,  which  compete  with 
each  other.  "The  government  may  have 
said  they're  not  changing  anything,  but 
they  are  changing,"  says  a  foreign  partner 
in  a  Cuban  hotel. 
"Cuba  is  open  for 
business." 

Castro  is  also  count- 
ing on  income  from 
the  country's  exten- 
sive health  care  sys- 
tem and  biotechnolo- 
gy industry.  "Health 
tourism"  draws  in 
hard-currency  pa- 
tients from  the  Carib- 
bean, South  America, 
and  even  Europe.  As 
many  as  6,000  foreign- 
ers are  expected  this 
year  for  such  special- 
ty   treatments  as 
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DATA:  ANDREW  ZIMBALIST,  SMITH  COLLEGE 


night-blindness  surgery  and  ortho- 
pedic thera[)y.  For  years,  Castro 
has  also  targeted  biotechnology  as 
part  of  an  effort  to  diversify  the  is- 
land's economy.  Three  years  ago, 
Havana  sold  Brazil's  Sao  Paulo 
state  government  $10  million 
worth  of  Cuban-developed  menin- 
gitis-B  vaccine  to  help  check  an 
epidemic. 

The  payoff  from  such  ventures 
is  likely  to  be  modest,  though, 
nmpared  with  the  free-spending 
l")tential  of  foreign  vacationers. 
Zimbalist  estimates  that  tourist 
levenues  totaled  about  $400  mil- 
lion in  1991,  of  which  Cuba  netted 
S135  million.  If  optimistic  Cuban 
projections  of  500,000  tourists  this 
'■ar  come  true,  gross  revenues 
iiuld  climb  to  $600  million,  for  a 
]ii-otit  of  .$200  million. 
SERVICE  WITH  A  SMILE.  Cubanacfin 
has  put  up  six  hotels  in  partner- 
ship with  foreign  investors  since 
lit90,  with  more  on  the  way.  The 
-ilS-room,  $18  million  Tuxpan,  for 
example,  is  a  50-50  joint  venture 
with  Mexican  real  estate  developer 
(DC  Inmobiliaria  and  is  managed 
by  I.TI,  a  subsidiary  of  German 
tourist  conglomerate  LTl',  which 
flies  in  charter  planeloads  of 
beach-crazy  Europeans. 

Tuxpan  is  becoming  a  showcase  for  Cu- 
ba's emerging  new  mentality  about  ser- 
vice and  efficiency.  Eamonn  Donnelly,  an 
Irishman  who  has  managed  hotels  in  Ger- 
many, the  Canary  Islands,  and  Brazil,  says 
iTl's  experience  in  Cuba  has  been  so  good 
that  it's  looking  for  a  second  hotel  to  man- 
age. When  he  first  arrived  in  May,  1991, 
though,  costs  were  out  of  control.  He  set 
up  a  middle-management  training  pro- 
gram, and  in  staff  meetings,  he  stressed 
such  foreign  concepts  as  budgets,  profits, 
customer  service,  and  cost-cutting.  The  re- 
sult was  a  sharp  drop  in  operating  costs 
and  employee  turnover. 

Some  Cubans  are  taking  quickly  to  the 
role  of  entrepreneur — and  want  more  of  it. 
A  32-year-old  taxi  driver  who  yearns  to 
open  a  restaurant  says  "it's  unfair"  that 
foreigners  can  run  businesses  and  ordi- 
nary Cubans  can't.  A  35-year-old  carpenter 
wants  his  own  shop,  and  a  nightclub  ad- 
ministrator wants  his  own  club. 

The  long-term  risk  is  that  Castro  may 
find  it  difficult  to  keep  capitalism  confined 
to  discrete  pockets  of  the  economy.  Over 
time,  what  started  out  as  a  survival  strate- 
gy may  lead  to  more  change  in  the  commu- 
nist system  than  Castro  ever  bargained 
for.  But  at  least  for  now,  the  Cuban  leader 
has  found  a  way  to  ease  the  economic  cri- 
sis that  threatens  his  stronghold. 

By  Gail  DcGeorge  in  Harana.  iritli  John 
Pearson  in  New  York,  and  bureau  reports 
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I  C  D  E  V  G  H  I 

g  Barcelona  ^92  Oli/mpic  Games. 

IN  CAIAU>NIA,OF  COURSE. 


This  is  where  Barcelona  is,  in  Catalonia,  a 
country  in  Spain  with  its  own  culture,  language 
and  identity. 

A  country  with  a  population  of  only  six 
million  people,  which  has  experienced  a  growth 
which  has  made  it  one  of  the  motors  of  Europe. 

A  country  in  which  many  foreign  enterprises 
-  European,  North  American,  Japanese  -  have 
invested  and  are  still  heavily  investing. 


A  country  which  has  understood  and  motivated 
the  genius  of  Picasso,  the  force  of  Miro,  the  imagin- 
ation of  Dali,  the  innovative  approach  of  Tapies,  the 
art  of  Montserrat  Caballe  and  Josep  Carreras,  the 
mastery  of  Pau  Casals,  the  daring  of  Gaudi... 

A  country  which  is  visited  every  year  by  16 
million  people  from  all  over  the  world  for  its  climate 
and  its  unique  tourist,  sports  and  cultural  facilities. 

A  country  with  the  know-how  to  get  the 


Olympic  Games  for  its  capital,  Barcelona. 

Now  you  know  where  Barcelona  is.  In 
Catalonia,  of  course. 

GENERALITA^E  CATALUNYA 

AUTONOMOUS  GOVERNMENT 
OF  CATALONIA 
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KOREA:  HYUNDAI'S  CHUNG  MAY 
PLAY  KINGMAKER 


On  July  21,  veteran  politician  Kim  Young-Sam  and 
Hyundai  founder  Chung  Ju-Yung  huddled  together 
under  a  national  spotlight  for  the  first  time  since  be- 
coming i-ival  presidential  contenders.  The  meeting  could  signal 
an  important  break  in  the  political  and  economic  paralysis  that 
is  gripping  South  Korea. 

Neither  of  them  would  reveal  the  agenda  of  their  two-houi- 
tete-a-tete  at  a  National  Assembly  restaurant,  but  many  analysts 
believe  they  are  mapping  an  alliance  that  will  ensure  Kim's 
election  as  President  in  December'  and 
give  the  wily  Chung  an  important 
voice  in  economic  policy  and  i)ersonnel 
matters.  They  could  forge  a  formid- 
able combination  in  boosting  sag.ging 
business  confidence.  "The  two  have  lit- 
tle difference  in  economic  policy.  Both 
call  for  less  regulation  and  freer  mar- 
kets," says  Cha  Dong-Se,  president  of 
the  Lucky-Goldstai"  Economic  Reseai'ch 
Institute. 

Political  neophyte  Chung  vehement- 
ly denies  that  he  has  any  plan  to  end 
his  candidacy  or  support  Kim  Young 
Sam.  "He  is  not  the  type  of  .guy  who 
quits,"  says  Chung  IVIong-June,  his  son 
and  political  aide.  But  many  political 
analysts  predict  that  Chung  will  con- 
clude that  he  has  no  chance  of  winning  and  thi'ow  the  support  of 
his  yeai'-old  United  People's  Party  to  Kim.  This  would  ti-uinp  the 
remaining  presidential  contender,  firebrand  Kim  Dae- Jung,  whom 
some  business  interests  see  as  a  threat.  "Chung  will  cut  a  deal 
with  Kim  Young-Sam,"  says  Kim  Kihwan,  a  noted  economist,  "be- 
cause he  should  prefer  him  over  Kim  Dae-Jung." 
MORE  CLOUT.  Until  recently,  Chung  had  been  collaborating 
with  Kim  Dae-Jung.  But  now  Chung,  78,  a  onetime  mechanic 
who  is  now  a  billionaire,  seems  to  have  decided  that  he  can 
have  more  impact  by  cultivating  the  ruling  Democratic  Liber- 
al Party's  more  populai-  Kim  Young-Sam.  As  a  first  step. 


KIM  YOUNG-SAM:  IS  HE  TEAMING  UP  WITH  CHUNG? 


Chung  recently  agi-eed  to  cooperate  with  the  I'uling  party's  ef- 
forts to  convene  the  National  Asseml)ly,  which  the  opposition 
has  boycotted  for  several  weeks. 

Kim  Young-Sam  and  Chung  complement  each  othei'  nicely. 
Chung's  support  could  give  Kim,  whose  base  is  in  Pusan  at  the 
.southern  tip  of  the  Korean  peninsula,  the  clout  he  needs  in 
Seoul  and  the  central  provinces.  At  the  same  time,  Chung  needs 
Kim's  political  patronage  to  bail  out  his  beleaguered  business  em- 
pire. Since  Chung  went  into  politics  early  this  year,  Hyundai 
Corp.  has  come  under  tremendous 
l)ressure  fi-om  politically  inspired  tax 
investigations  and  other  harassment 
from  President  Roh  Tae-Woo,  whose 
term  is  expiring.  Chung's  fifth  son, 
Mong-Hun,  still  languishes  in  jail  on 
chai'ges  of  tax  fimid  l^-ought  last  April. 

Beyf)nd  such  expediencies,  the  two 
men  could  also  combine  their  strengths 
to  tackle  economic  problems  ranging 
fi'om  10%  inflation  and  20%  interest 
rates  to  a  gi'owing  trade  deficit  and 
nagging  industrial  investment.  Kim  has 
never  been  a  strong  policymaker,  rest- 
ing instead  on  his  lam-els  as  a  nice  guy 
and  leading  exponent  of  democracy  in 
the  1970s  and  1980s.  But  he  is  an  ex- 
ti'emely  adroit  tactician  who  spent  40 
years  in  opposition  before  shrewdly  joining  forces  with  Roh  two 
years  ago. 

Chung,  on  the  other  hand,  has  had  troulile  lifting  his  party 
beyond  the  17%  of  the  popular  vote  it  won  in  the  National  As- 
seml)ly  election  last  March.  But  he  has  tough  prescriptions 
that  Kim  could  help  sugarcoat.  These  include  cutting  bureau- 
cratic regulation,  oi)ening  domestic  markets,  eliminating  cred- 
it restraints,  and  slashing  interest  rates.  Frustrated  with 
Roh's  extensive  intervention  in  the  economy,  the  Korean  pul)- 
lic  may  well  i)e  in  the  mood  for  this  medicine. 

Bi/  La.ruii  Nakctntii  in  Seoul,  irith  Robert  Neff  l)i  Toki/o 


GLOBAL  WRAPUP I 


ITALY 


In  a  sharp  break  with  its  paternalistic 
past,  Italy's  new  government  has  or- 
dered a  major  state  company  to  go 
into  de  facto  bankruptcy.  Prime  Minis- 
ter Giuliano  Amato  has  announced  the 
liquidation  of  EFIM,  a  defense  and 
heavy-industry  combine  l:)urdened  with 
$7.5  billion  in  del)t. 

But  the  sm-prise  move  could  make 
borrowing  much  more  costly  for  Italy 
in  the  future.  The  government's  unilat- 
eral rescheduling  of  EFIM's  debt  has 
outraged  foreign  banks.  Standard  & 
Poor's  Corp.,  which  does  not  rate  EFIM, 
says  it  may  soon  downgrade  the  rat- 
ings of  other  Italian  public  sector  com- 


panies as  well  as  banks  that  l)orrow 
internationally. 

GERMANY  

The  threat  of  takeovers  is  beginning 
to  influence  German  business  strat- 
egy. Slumping  profits  and  worries 
al)out  a  possible  raid  helped  push 
Schering  AC;,  a  $4  iiillion-plus  German 
drug  and  chemical  concern,  to  spin  off 
two  of  its  five  divisions  to  Witco  Corp. 
of  New  York  for  about  $400  million. 
A  third  may  also  be  sold,  bringing 
both  the  work  force  and  sales  down 
by  a  total  of  20%.  The  company  wants 
to  focus  on  drugs  and  agricultural 
chemicals.  Schering  has  antitakeover 
measures  in  place,  but  Chairman  Gius- 


eppe Vita  is  said  to  privately  admit 
that  he  can't  count  on  them  anymore. 
Other  German  companies  could  follow 
suit  in  slimming  down. 

HUNGARY 

Anew  labor  law  could  throw  a  scare 
into  foreign  investors.  Modeled 
closely  on  Germany's  code,  Hungary's 
version  gives  a  lot  of  clout  to  worker-s' 
councils  and  unions.  It  also  guarantees 
workers  more  leisure  time  than  many 
of  their  American  and  Japanese  coun- 
terparts—a minimum  of  four  weeks' 
vacation  with  five  weeks  for  workers 
over  45.  The  law  does  include  one  plus 
for  employers:  It  makes  firing  workers 
easier. 
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PowerPoint  3.0.  Becaus 
deserves  a  great  pre 


It's  been  said  that  the  most  val- 
uable currency  in  the  '90s  will  be 


With  imr  unique  Shape  Tool,  you  necdn 't  be  an  artist  to  easily  create  terrific  diagrams  that 
result  in  eye-catching,  professional  overheads.  35mm  slides  or  on-screen  presentations. 


ideas.  But  having  an  idea  and  com- 
municating an  idea  are  two  entire- 
ly dififerent  things.  Which  brings  us 
to  our  point.  Or  rather,  PowerPoint. 
How  do  you  turn  your  ideas,  the 
points  that  you  want  to  make,  into 
powerful,  convincing  presentations? 

Consider  Microsoft  PowerPoint 
presentation  graphics  program  for 


Inside  the  50  United  States,  call  (800)  5411261.  DeparlmenI  A24.  outside  the  50  United  States,  call  (206)  936-8661  CusUmu  n  in  Canada,  call  (800)  563-9048  ©  1992  Microsoft  Cor/ioratwn  All  nghti  reserved  Printed  in  tti 


eat  idea 


tion. 


Wmdowsr  It  will,  most  immediate- 
ly, help  you  get  your  ideas  down, 
and  then  help  you  organize  exactly 
what  it  is  you  want  to  say  Secondly, 
it  will  assist  you  in  making  sure  all 
of  your  presentation  materials  not 
only  look  great,  but  make  a  very 
strong  business  impression  as  well. 
Let's  begin  with  ideas.  First 


you  want  to  get  them  down.With 
PowerPoint,  you  can  work  out  your 
entire  presentation  in  Outline  View 
Or  you  can  develop  your  thoughts 
right  on  your  slides.  The  next  step 
is  to  graphically  express  those  ideas. 
With  PowerPoint,  your  choices  are 
astounding.  Over  150  templates 
you  can  easily  apply  at  any  time  to 
give  your  presentation  a  profes- 
sional look.  A  ShapeTool  that  lets 
you  easily  create  diagrams  from  a 
palette  of  commonly  used  shapes. 
Plus  84  styles  of  graphs,  including 
3-D  graphs  that  rotate.  And  with 
the  Slide  Master  feature,  you  can 
easily  make  last-minute  changes  to 
your  mas- 
ter slide 
(like  add- 
ing a  logo, 
for  exam- 
ple), and  all 
your  other 
slides  will  automatically  change.  So 
only  one  change  is  necessary. 

Now  everything  is  in  place.  Ev- 
erything makes  sense.  Everything 
looks  terrific.  So  go  ahead.  Feel  confi- 
dent about  your  presentation.  After 
all,  now  it's  as  great  as  your  ideas. 

If  you'd  like  to  hear  more  about 
the  PowerPoint  program,  including 
our  90-day  money-back  guarantee, 
call  (800)  541-1261,  Dept.  A24.0r 
visit  your  nearest  Microsoft  reseller 

Miaosofi 

Making  it  easier 


INI 


.a 

P 

> 

=3 


r- 


PowerPoint  takes  full  advantage  of  m'w  Windows  3.1, 
and  is  a  part  of  Microsoft's  family  of  integrated  softivare 
products  for  the  Windows  operating  system. 


Microsoft  and  PowerPoint  are  registered  trademarks  and  Windows  is  a  trademark  of  Microsoft  Corporation. 
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POLITICIANS! 


STRAUSS:  MOSCOW  TURNS  OUT  TO  BE  "A  SMALL  COMPANY  TOWN  JUST  LIKE  WASHINGTON' 


BOB  STRAUSS  LEARNS  HOW 
TO  SAY  'ROLODEX'  IN  RUSSIAN 


His  inside-the-Beltway  skills  work  well  with  Russia's  power  elite 


very  three  weeks  or  so,  a  stocky 
young  Russian  in  a  gray  suit  apjjears 
at  the  entrance  of  Spaso  House,  the 
stately  mansion  of  the  U.  S.  Ambassador  in 
Moscow.  Ambassador  Robert  S.  Strauss 
cordially  welcomes  him  and  leads  him  to  a 
sitting  room  decorated  with  art  of  the 
American  Southwest.  Over  a  couple  of 
bourbons — the  young  man's  favorite 
drink — they  relax  and  hash  over  politics, 
power,  and  business.  Often,  the  73-year-old 
ambassador  offers  kindly  advice  to  his  36- 
year-old  guest.  And  just  as  of- 
ten, Strauss  pushes  his  own 
agenda:  speeding  up  II.  S.  in- 
vestment in  Russia. 

To  those  who  know  him  us 
one  of  Washington's  most  ubiti- 
uitous  political  operators,  it  is 
no  surprise  that  Bob  Strauss 
has  become  fast  friends  with 
Yegor  Gaidar,  the  acting  Prime 
Minister  of  Russia.  Strauss  has 
long  demonstrated  a  penchant 
for  finding  the  center  of  power 
and  pitching  his  tent  nearby. 
His  courtly  blend  of  Texas 
charm  and  inside-the-Beltway 
savvy  routinely  disarms  on  both 
sides  of  the  aisle  in  Washing- 
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ton.  Now,  it  is  working  in  Moscow,  too. 

Many  career  diplomats  scoffed  when 
President  Bush  appointed  his  Texas  buddy 
to  the  ambassadorship  last  summer:  How 
could  Strauss,  who  speaks  no  Russian  and 
has  had  no  formal  training  in  Soviet  af- 
fairs, adequately  represent  America  in 
Moscow?  A  year  later,  though,  Strauss  has 
emerged  as  a  forceful  U.  S.  advocate, 
drawing  on  decades  of  experience  as  deal- 
maker.  Democratic  Party  Chairman,  U.  S. 
Trade  Representative,  and  Middle  East  en- 


THE  STRAUSS  AGENDA  FOR  RUSSIA 

FOREIGN  AID  Russia's  collapsed  economy  needs  stabilizing. 
Strauss  is  lobbying  Congress  to  pass  an  unpopular  bill  that  would 
free  up  billions  in  loans  and  technical/humanitarian  aid 
BUREAUCRACY  U.S.  deals  are  getting  bogged  down.  Strauss  has 
asked  the  Yeltsin  government  to  appoint  a  team  of  ombudsmen  to 
speed  up  the  approval  process 

INVESTMENT  To  improve  the  climate,  Strauss  is  lobbying  Russian 
Parliament  to  pass  laws  defining  private  property  rights 
OIL  Strauss  won  export  tax  exemptions  for  a  big  Conoco  deal. 
He's  seeking  similar  breaks  for  other  oil  companies 
TAXES  Strauss  helped  persuade  Russian  Parliament  to  slash  top  in 
come  tax  rates  from  60%  to  40%  to  improve  the  environment  for 
executives  living  in  Russia.  He's  still  pushing  a  30%  rate 


voy.  Strauss  has  become  a  friendly  tutor  to 
Russia's  new  democrats  as  they  struggle 
internally  and  scour  the  world  for  econom- 
ic aid.  In  return,  ties  to  Gaidar  and  Russian 
President  Boris  Yeltsin  are  smoothing  the' 
way  for  U.  S.  business  interests  in  Russia. 
'  Since  July  14,  Strauss  has  been  in  Wash- 
ington lobbying  Congress  fiercely  for 
something  he  deems  vital  to  both  sides'  in- 
terests: the  Freedom  Support  Act,  which 
would  unleash  the  U.  S.  portion  of  a  $24  bil- 
lion Western  aid  package  for  Russia.  While 
he  preaches  that  private  investment  is  the 
long-term  solution  to  Russia's  problems,  he: 
also  argues  that  the  country  needs  quick 
aid  to  stabilize  its  economy  and  currency. 
"We  have  to  stand  with  them  now,  if  we 
are  going  to  make  partners  out  of  them," 
he  says.  His  strong  position  irks  some 
Bush  officials.  Several  fear  Yeltsin  is  too 
volatile  and  wonder  how  much  stock  the 
U.  S.  should  place  in  him. 
QUIET  INFLUENCE.  Strauss's  Special  skill, 
though,  is  balancing  accommodation  and 
persuasion.  He  is,  after  all,  a  Democratic 
party  honcho  working  for  a  Republican 
President.  He  arrived  in  Russia  just  after 
last  August's  coup  but  quickly  solidified 
friendships  with  both  Yeltsin  and  then-So- 
viet President  Mikhail  Gorbachev.  Thanks 
in  part  to  Strauss's  agility,  there  was  nary 
a  hiccup  in  U.  S.-Russian  relations  when 
Yeltsin  took  over. 

Since  the  radical  economic  reforms  be- 
gan in  January,  Strauss's  influence  has 
quietly  spread  through  the  Russian  bu- 
reaucracy. These  days,  midlevel  officials' 
ask  him  to  argue  their  case  with  Gaidari 
over  dinner.  Meantime,  Strauss  is  already' 
starting  to  court  a  trio  of  conservative  min- 
isters Yeltsin  recently  brought  into  his, 
government  to  accommodate  the  less  re-j 
form-minded  among  his  constituents,  even' 
though  many  Westerners  label  the  three  as; 
reactionaries.  "Moscow  is  a  small  company 
town  just  like  Washington,"  he  says.  "Ev- 
erybody knows  who  is  having  dinner  with 
everyone  else  every  night." 
In  his  new  world,  Strauss  has  become 
something  of  a  political  guru  tq 
the  Russians.  Gaidar  decided  tc! 
attend  the  recent  economic! 
summit  in  Washington  only  af- 
ter Strauss  told  him  he  woulc: 
be  a  "damn  fool"  not  to  becausei 
of  his  heavy  work  load.  "I  tolc 
him  'Yegor,  you  be  on  that 
damn  plane  and  go  to  Washing 
ton,  even  if  you  just  sit 
around,' "  Strauss  says.  Like 
wise,  everyone  knows  that 
Strauss  coached  Yeltsin  befort 
he  addressed  a  joint  session  oij 
the  U.  S.  Congress  in  June. 

Such  close  ties  may  giv( 
some  Bush  officials  jitters,  but 
they  also  pay  dividends:  Strauss 
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has  successfully  lobbied  to  change  punish- 
ing Russian  tax  laws  regarding  foreign  in- 
vestors. He  has  also  begun  to  help  close 
deals  that  had  languished  in  the  impenetra- 
ble Russian  bureaucracy.  Last  December, 
Conoco  Inc.  formed  a  joint-venture  to  in- 
vest up  to  $8  billion  to  drill  oil  near  the  Arc- 
tic Circle.  But  then  the  government  decided 
to  tack  a  $(;-a-barrel  tax  on  oil  exports, 
making  the  project  uneconomical.  Strauss 
went  to  work  on  Yeltsin,  Gaidar,  Russia's 
Committee  on  Foreign  Investment,  and  the 
Ministry  of  Energy — or,  as  he  puts  it,  on 
"every  living  son  of  a  bitch."  By  mid-July, 
Conoco  had  won  an  exemption  from  the 
tax.  Strauss  "was  instrumental,"  says 
James  Tilley,  a  Conoco  official  in  Moscow. 

When  he  arrived  in  Russia,  oil  was  one 
area  Strauss  wasn't  supposed  to  touch.  His 
own  investments  in  Texas  oil  and  gas — and 
those  of  his  Texas  law  firm,  Akin,  Gump, 
Hauer  &  Feld — would  make  his  advocacy 
look  like  self-dealing.  "But  after  I  had  been 
here  about  a  month,  I  called  Washington 
and  said  if  I  can't  talk  about  oil  and  gas, 
I'm  going  home,"  recalls  Strauss.  "I  got  a 
waiver  of  that  conflict."  It  helped  that  ln' 
put  much  of  his  $13  million  in  assets  into  : 
iilind  trust  while  he's  in  Moscow. 
GETTING  RESTLESS.  Not  that  Strauss  talks 
only  oil:  He  has  a  full  agenda  of  lobbying 
items  before  the  Russians  (table).  "I  am 
trying  to  convince  the  people  who  handle 
Russian  economic  affairs  that  capital  to  be 
invested  is  like  a  beautiful  woman.  It  has  a 
lot  of  suitors."  But  he's  also  careful  not  to 
patronize.  As  he  points  out  the  inadequa- 
cies in  the  Russian  investment  climate,  he 
shares  anecdotes  about  American  bureau- 
cracy and  the  frequent  tussles  between  the 
U.  S.  President  and  Congress.  "The  trick  is 
not  to  preach  and  talk  down  to,  but  to  visit 
and  talk  about  our  own  failures  and  frus- 
trations and  what  happened  to  us  in  the 
last  couple  of  hundred  years,"  he  says. 

Even  as  that  formula  takes  hold,  Strauss 
is  planning  to  quit  Russia.  He  readily  ad- 
mits that  Moscow's  18-hour  workdays  are 
"damn  hard."  In  New  York  during  the 
Democratic  National  Convention — where 
he  stopped  on  his  way  to  lobby  for  the  aifl 
package — he  looked  drawn  as  he  sipped 
water  instead  of  his  signature  tumbler  of 
whiskey.  "I'm  tired,"  he  said,  noting  that 
he  misses  friends,  family,  and  Maryland's 
Laurel  Race  Course — a  favorite  haunt  on 
free  afternoons  in  Washington. 

If  he  succeeds  in  pushing  the  aid  pack- 
age through  Congress,  Strauss  will  likely 
be  home  before  Inauguration  Day.  He  will 
have  helped  lay  the  groundwork  for  a  new 
era  of  U.  S.-Russian  cooperation,  and  that's 
enough.  "He  recognizes  that  we'll  need 
somebody  who's  better  at  executing  the 
plan  than  putting  it  together,"  says  friend 
John  White,  former  Democratic  Party 
chairman.  The  question  is,  who  will  Gaidar 
turn  to  for  whiskey  and  political  advice'? 

By  Rose  Bradij,  wifh  Deborah  Stead,  iu 
Moscow,  axd  bureau  reports 


STRATEGIES  I 


IS  FOUR  SEASONS  THROWING 
CAUTION  TO  THE  WIND? 


In  the  face  of  a  hotel  slump,  it  cuts  a  $122  million  deal  with  Regen 


Isadora  Sharp,  the  perfectionist  CEO 
of  Four  Seasons  Hotels  Inc.,  doesn't 
have  much  regard  for  conventional 
wisdom.  While  his  rivals  piled  on  debt 
dui-ing  the  booming  1980s,  Sharp  fol- 
lowed a  much  more  cautious  approach, 
not  wanting  to  jeopardize  the  company 
he  founded  in  1960.  At  times,  even  many 


CEO  SHARP  COULDN'T  RESIST  ROLLING  THE  DICE  THIS  TIME 


of  his  own  em])loyees  criticized  his  cau- 
tion, he  says.  But  now,  with  the  hotel 
industry  in  a  pronounced  slump.  Sharp  is 
making  his  boldest  move  ever:  In  early 
August,  Four  Seasons  will  pay  $122  mil- 
lion for  the  rights  to  manage  the  Hong 
Kong-based  Regent  International  Hotels 
Ltd.  empire.  When  the  hotels  now  being 
built  are  complete,  Toronto-based  Four 
Seasons  will  manage  43  hotels  in  17 
countries.  "It  makes  us,  instantaneously, 
the  dominant  high-end  hotelier  world- 
wide," Sharp  crows. 

On  the  surface.  Four  Seasons  doesn't 
look  like  a  company  that  should  be  on 


the  prowl  just  now.  The  industry's  prot 
lems  are  taking  their  toll.  Last  yeai 
Four  Seasons'  net  earnings  fell  for  th 
first  time  since  it  went  public  in  198( 
tumbling  84  a,  to  $2.3  million,  on  rev< 
nues  under  management  of  $524  millior 
The  main  reason:  Its  hotel  ownershi 
business,  which  holds  stakes  in  14  Fou 
Seasons  and  account 
for  about  a  fifth  o 
the  company's  rev« 
nues,  had  an  opera' 
ing  loss  of  $10.2  mi 
lion.  The  balance  o 
Four  Seasons'  rev( 
nues  comes  from  th 
hotel  managemen 
side,  where  operatin 
earnings  fell  8%,  t 
$10.4  million  last  yeai 
Things  aren't  loci 
ing  much  better  thi 
year.  For  the  quarte 
ended  Mar.  31,  th 
company  reported 
net  loss  of  $2.7  mi 
lion.  Meanwhile,  det 
is  mounting:  The  R( 
gent  deal  will  doubl 
Four  Seasons'  borrov 
ings  to  $213  million,  c 
rTiV'  of  total  capital. 
TOP-NOTCH.  But  fo 

Sharp,  60,  the  Reger 
deal  was  too  temptin 
to  resist.  The  luxur 
chain,  owned  by  J; 
pan's  financially  ree 
ing  EIE  Internation; 
Corp.,  offers  Fou 
Seasons  an  instant  presence  in  Asia, 
market  where  it  is  little-known.  As  pai 
of  the  deal.  Four  Seasons  gets  a  25' 
stake  in  the  Regent  Hong  Kong,  ofte 
ranked  as  the  world's  top  hotel.  "Th 
gives  them  an  exposure  in  Asia  th? 
would  have  taken  years  to  develop  o 
their  own,"  says  William  Sumpton, 
analyst  with  Loewen,  Ondaatje,  McCu, 
cheon  &  Co.,  a  Toronto  securities  firm 
Perhaps  most  important,  the  Reger: 
deal  will  help  Four  Seasons  sharply  r 
duce  its  exposure  to  the  hotel  ownersh' 
business.  In  addition  to  taking  over  ma) 
agement  of  Regent,  Sharp  is  placin' 
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p'our  Seasons'  slakes  in  six  hotels  into  a 
new,  as-yel-unnamed  company.  EIE  will 
contribute  its  stakes  in  either  five  or  six 
Refjjent  Hotels.  Because  of  the  hotels' 
differing  values,  Regent  will  get  81%  of 
the  new  partnership  and  Four  Seasons 
will  own  just  197'.  Thus,  Four  Seasons 
won't  have  to  consolidate  results,  and  its 
financial  statements  ought  to  be  domi- 
nated by  more  stable  management  earn- 
ings. E]xecutive  Vice-President  Roger 
Garland  figures  the  Regent  deal  will 
boost  Four  Seasons'  revenues  by  55%,  to 
more  than  $820  million. 

Four  Seasons  executives  con- 
tend that  they  have  structured 
the  deal  to  protect  their  company 
from  financial  risk.  EIE  will  be 
responsible  for  all  the  losses  of 
its  six  hotels  in  the  new  compa- 
ny, including  the  opulent  one 
now  under  construction  in  hotel- 
glutted  New  York,  for  the  next 
five  years.  After  lengthy  negoti- 
ations, EIE  and  Four  Seasons 
have  agreed  to  limit  the  debt  of 
the  12  hotels  within  the  new  com- 
pany, shouldering  the  rest  them- 
selves, so  the  debt  can  be  easily 
sustained  by  ongoing  operations, 
assures  Garland. 

Logical  as  the  strategy 
sounds,  however.  Four  Seasons 
has  some  big  obstacles  to  over- 
come. First,  it  must  open  and 
then  run  six  luxurious  hotels 
now  under  construction  in  a  diffi- 
cult market  Foremost  among 
them  is  the  new  Four  Seasons 
New  York,  which  hotel  broker 
Stephen  Brener  calls  "by  far  the 
most  expensive  hotel  ever  built 
in  this  city."  Built  by  Regent,  the  I.  M. 
Pei-designed  palace  cost  more  than  $1 
million  per  room.  Before  the  deal  with 
Four  Seasons,  it  would  have  had  to 
charge  more  than  $1,000  a  night  to  re- 
coup eie's  investment,  says  hotel  consul- 
tant Laurence  Geller.  Now,  it  won't  have 
to.  Still,  experts  figure  the  hotel  will  be 
lucky  to  get  $400  a  night.  The  hotel  mar- 
ket "is  a  disaster  that  is  not  going 
away,"  says  Morris  E.  Lasky,  CEO  of 
consultancy  Lodging  Unlimited  Inc.  He 
doesn't  see  an  upturn  much  before  1995. 
UNSTAFFING.  To  make  the  most  of  his 
investment,  Sharp  has  to  get  a  handle  on 
Regent's  costs.  A  typical  Regent  em- 
ploys three  to  four  staffers  per  guest 
room,  about  twice  the  Four  Seasons  lev- 
el and  many  times  the  industry  average. 
But  rising  Asian  labor  costs  have  made 
this  brand  of  effusive  hospitality  in- 
creasingly uneconomic.  Sharp  says  that 
Four  Seasons  will  retrain  Regent  em- 
ployees to  "do  more  on  their  own  initia- 
tive," reducing  the  need  for  huge  staffs. 
But  Four  Seasons  runs  the  risk  of  sacri- 
ficing Regent's  legendary  quality  or 
alienating  its  employees.  The  company  is 


"in  fur  a  big  shock"  if  it  tries  bringing  a 
"North  American  mentality"  to  Asia, 
says  a  top  Hong  Kong  hotel  executive. 

There  is  also  the  potential  for  clashes 
between  Four  Seasons,  eager  to  expand 
globally,  and  eie's  worried  bankers,  who 
have  had  the  company  under  their 
thumb  since  early  1991.  Some  friction 
between  the  companies  was  apparent 
even  during  the  preparation  of  this  arti- 
cle: Although  Four  Seasons  made  all  of 
its  top  executives  available  for  inter- 
views with  BUSINESS  WEEK,  the  Japanese 
company  refuses  to  comment  until  the 


ter  of  il.  On  July  U\,  KIE,  now  being  run 
with  the  help  of  Long  Term  Credit  Bank 
of  Japan  Ltd.,  suspended  interest  [jay- 
ments  on  some  $4  billion  of  debt.  Mean- 
while, EIE  hopes  to  sell  about  407  of  its 
$5.5  billion  in  overseas  holdings.  But  it 
didn't  want  to  sell  its  seven  Regents  in 
the  slumping  hotel  market.  After  buying 
out  Chief  Executive  Robert  H.  Burns's 
657  stake  in  Regent,  EIE  retained  First 
Boston  Inc.  to  find  a  new  buyer  to  man- 
age the  chain  and  take  a  stake  in  the 
Regents  owned  by  EIE.  Four  Seasons 
signed  a  binding  agreement  on  June  19. 


GIOBAL 
DELUXE 


6/  faking  over 
management  of 
J 5  Regent  hotels, 
with  part  owner- 
ship of  up  to  six, 
Four  Seasons  will 
control  43  luxury 
hotels  in  17 
countries.  Key 
properties: 


The  Pierre,  New  York 
The  Ritz-Carlton,  Chicago  ^fl 
Regent  Beverly  Wilshire,  Los  Angeles 
Four  Seasons  Hotels  in  Washington,  D.C., 
San  Francisco,  Toronto,  and  New  York* 


mm         >■  t 

Regent  Hotels  jn  Hong  Kong,  Sydney, 
Bangkok,  and  Singapore 
Four  Seasons  Hotels  in  Tokyo  and  Bal 


UNDER  DfVELOPMENI  BY  REGENT 
•UNDER  OEVEIOPMENI  BY  EOUR  SEASONS 


OAIA  COMPANY  REPORTS 


deal  closes.  "This  deal  is  a  bold  experi- 
ment," says  Geller.  "You  wonder  if  it  is 
going  to  be  synergistic  or  destructive." 

In  its  glory  days,  EIE  was  just  the  sort 
of  flamboyant  enterprise  Sharp  wanted 
to  keep  Four  Seasons  from  becoming. 
The  Tokyo  company,  which  built  an  $8 
billion  empire  loaded  with  $7.5  billion  in 
debt,  focused  heavily  on  luxury  hotels. 
With  a  30%'  stake  in  Regent,  it  launched 
an  expenses-be-damned  expansion  pro- 
gram. Those  projects,  now  nearing  com- 
pletion, include  the  conversion  of  a  for- 
mer 14th  century  Milan  monastery  into  a 
98-room  hotel,  and  a  resort  in  Bali  fea- 
turing 147  Indonesian  villas,  each  with 
its  own  pool  and  lanai. 

But  its  borrowings  finally  got  the  bet- 


'It  makes  us,  instantaneously, 
the  dominant  high-end 
hotelier  worldwide,' 
crows  Four  Seasons'  Sharp 


One  thing  the  chains  do  share  is  great 
service.  Four  Seasons  offers  everything 
from  immediate  clothes  pressing  to  spe- 
cial tea  service  and  kimonos  for  Japa- 
nese guests.  The  company  is  developing 
a  global  network  to  keep  track  of  visi- 
tors' preferences,  down  to  such  details 
as  their  favorite  type  of  pillows.  Regent, 
judging  from  various  surveys  of  hotel 
guests,  does  an  even  better  job.  From 
the  cloth  cocktail  napkins  to  the  employ- 
ees who  unfailingly  remember  guests' 
names,  travelers  almost  universally  de- 
scribe Regent  as  tops  in  pampering. 

Given  that  worldwide  reputation, 
many  believe  Four  Seasons  is  gaining 
management  control  for  a  song.  "It's  a 
once-in-a-lifetime  opportunity,"  figures 
analyst  Tony  Tsoi  of  Sanwa  McCarthy 
Securities  Ltd.  in  Toronto.  He  won't  get 
any  argument  from  CEO  Sharp.  Just  the 
same,  it's  probably  a  good  thing  he  went 
slower  than  most  in  the  frenetic  1980s: 
Making  this  deal  work  smoothly  could 
be  a  once-in-a-lifetime  challenge,  too. 

By  William  C.  Symonds  in  Toronto,  with 
Laurence  Zuckerman  in  Hoyig  Kong  and 
Robert  Neff  in  Tokyo 
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KEYS  TO  BETTER  SELLING 

In  any  business,  smart  selling  means  focusing  the  entire 
company  on  its  customers.  That  takes  changes  in  everything 
from  how  salespeople  are  hired,  trained,  and  paid  to  how 
the  CEO  does  his  or  her  job. 


RETHINK 
TRAINING  Forget 
high-pressure,  slam- 
dunk  selling.  Sales 
reps  need  new  skills: 
They  must  learn  to 
become  customer 
advocates  whose 
detailed  knowledge 
of  their  customers' 
businesses  helps 
them  spot  sales 
opportunities  and 
service  problems 


GET  EVERYONE  eryone  in  a  com-  nancial  officers 

INVOLVED  Soles-  pony  from  product  must  be  a  part  of 

people  should  no  designers  to  plant  selling  to  and  serv- 

longer  act  solo.  Ev-  managers  and  fi-  ing  customers 


INSPIRE  FROM 

THE  TOP  Chief  ex 
ecutives  and  top 
managers  must  fre- 
quently, visibly  lead 
the  smart-selling 
charge  in  their  com- 
panies. Having  the 
boss  call  regularly 
on  customers  and 
lead  sales  training 
sessions  is  a  must 


HOW  COMPANIES  ARE  WINNING  OVEI 


Thanks  to  years  of  devoted  service  to  its  custoi 
Sears,  Roebuck  &  Co.  was  once  nothing  less 
where  America  shopped.  It  commanded,  in  the  \\ 
of  writer  Donald  R.  Katz,  "the  sort  of  fealty  non 
reserved  for  nations  and  churches."  Unfortunately,  na 
can  betray  their  citizens,  and  churches  can  alienate  their  ' 
shippers.  To  see  what  has  become  of  Sears'  century-old 
with  its  customers,  look  at  the  scandal  unfolding  at  J- 
Auto  Centers  in  California  and  now  other  states  (pagi 
Following  a  compensation  shift  from  salaries  to  commis.^ 
investigators  say,  the  sales  staff  began  jacking  up  their 
by  recommending  unnecessary  work  on  customers'  cars,  f-  ' 
fying  the  customer,  it  seemed,  wasn't  the  foundation  of 
business  anymore:  Meeting  stiff  sales  quotas  was. 

Poor  old  Sears.  Its  case  may  be  extreme — and  it  denie;-: 
systematic  scheme  to  defraud.  But  its  descent  from  the 
theon  of  U.  S.  retailers  to  the  rogue's  gallery  of  high-pren 
peddlers  mirrors  a  broader  deterioration  in  the  American  v 
of  selling.  At  Sears  and  elsewhere,  selling  once  meant  kc 
ing  your  customers  and  knowing  how  your  products  (i 
meet  their  needs.  Hard  as  it  may  now  be  to  believe,  dea 
ment  stores  were  once  filled  with  knowledgeable,  courtt 
salespeople,  Detroit  carmakers  once  commanded  fierce  lo;i 
from  satisfied  motorists,  and  key  suppliers  such  as  IBM  i 
forged  deep  bonds  with  industrial  customers. 

In  recent  years,  however,  as  products  and  markets  : 
more  complex,  competition  intensified,  and  pressure  moi ; 
for  short-term  results,  that  kind  of  selling  has  become  at 
of  a  more  leisurely,  genteel  age.  At  too  many  companies,  k 
and  small,  selling  is  now  based  on  hustle  and  hype  rather  n 
customer  service.  Small  wonder  that  consumers  and  bus^ 
customers  alike  are  fed  up — fed  up  with  inattentive  i 
clerks,  shady  car  dealers,  and  ignorant  product  manager 
SALESMAN-IN-CHIEF.  But  Something  is  happening.  Call  i  t 
death  of  a  certain  kind  of  salesman.  Many  companiesj 
starting  to  focus  on  the  way  they  present  themselves  to  J 
most  precious  of  resources,  the  customer.  They're  chari 
the  way  they  sell,  and  that  means  rethinking  everything  • 
how  salespeople  are  trained  and  compensated  to  the  wj 
corporation  is  organized  and  how  the  chief  executive  sjr 
his  or  her  time.  With  their  customers  ever  more  valufc!( 
scious  (BW — Nov.  11,  1991),  companies  are  realizing  that  a 
must  join  the  rest  of  marketing — from  product  developmet 
pricing  and  advertising — in  delivering  perceived  benefits. 
To  make  sales  forces  part  of  the  effort  to  nurture  rel:i< 
shi]js  with  customers,  some  companies  are  changing  their 
mission-based  compensation  plans.  Chrysler  Corp.  has  \> 
paying  dealers  extra  for  high  scores  on  customer-satisfa 
surveys.  And  companies  such  as  GE,  Reynolds  Metals, 
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^nt  no  longer  view  selling  as  the  job  of  their  sales  force 
e.  Instead,  they  want  to  involve  everyone  from  executives 
ngineers  in  knowing  customers  and  meeting  their  needs, 
at  companies  such  as  hardware  purveyor  Home  Depot 
and  Dell  Computer,  the  CEO  acts  as  salesman-in-chief, 
iting  sales  training,  cheerleading  sales  staff,  and  infusing 
company  with  a  customer-focused  selling  culture, 
ow  did  the  U.  S.  way  of  selling  go  astray  in  the  first  place? 
iam  A.  Band,  a  customer  satisfaction  specialist  at  consul- 
5  Coopers  &  Lybrand,  blames  the  postwar  rise  of  scientific 
agement.  "The  new  theories  emphasized  narrow  expertise 
specialized  functions  inside  companies,"  he  says.  "We 
ot  we  exist  to  serve  customers." 

didn't  help  that  as  many  companies  grew  older  and  big- 
they  moved  further  away  from  the  spirit  of  their  entre- 
leur  founders,  who  had  built  businesses  by  meeting  needs, 
ir,  wrenching  financial  restructurings  distracted  many 
panies  still  further.  For  example.  Continental  Airlines  had 
■cud  service  tradition  until  its  takeover  and  subsequent 
ger  with  People  Express  Airlines.  Elsewhere,  the  elimina- 
of  vast  cadres  of  middle  managers  has  wiped  out  many 
panies'  institutional  knowledge  of  their  customers, 
ow,  no  company  can  afford  to  alienate  a  single  customer 
its  selling  approach.  In  every  industry — from  computers 
steel  to  shoes  and  cars — customers  have  plenty  to  choose 
V.  U.  S.  factories  are  capable  of  producing  some  6  million 
e  cars  and  trucks  a  year  than  the  driving  public  can  buy. 
e  than  600  models  of  cars  and  trucks  are  available  in  U.  S. 
erships.  Per  capita  retail  space  overall  has  more 
I  doubled  in  the  last  10  years,  even  though  the 
ber  of  new  adult  consumers  is  growing  much 
e  slowly  than  in  earlier  decades.  As  Henry  J.  Sing- 
vice-president  for  area  management  and  sales  at 
eral  Electric  Co.  puts  it:  "It's  not  like  we  sat  here  and 
,  'Let's  change  the  way  we  sell.'  We  had  no  choice." 
DIMENSION.'  Many  companies  also  see  selling  and  ser- 
as  the  latest  and  best  arena  for  capturing  customers.  The 
les  of  the  1980s — high  quality  and  low  cost — have  already 
1  waged  and  largely  decided.  "These  days,  the  product  has 
e  great  just  to  be  in  the  game,"  notes  Richard  A.  Smith, 
?ral  manager  for  North  American  operations  for  Learning 
rnational,  a  leading  sales  training  firm.  So  the  next  place 
ompete  is  in  sales  and  customer  service.  The  consulting 
Bain  &  Co.  has  developed  research  showing  that  boosting 
mpany's  customer-retention  rate  2%  has  the  same  effect 
rofits  as  cutting  costs  by  \07o.  As  Linda  Kane,  director  for 
'lopment  at  Stride  Rite  Corp.,  puts  it,  "What  the  customer 
'cts  has  taken  on  a  key  dimension." 

s  they  look  for  that  selling  advantage,  leading-edge  compa- 


CHANGE  THE 
MOTIVATION 

Salespeople  need 
constant  recogni- 
tion— but  maybe 
not  in  the  form  of 
the  old-fashioned 
commission.  That 
con  be  an  incentive 
to  scoring  a  quick 
sales  hit.  Instead,  in- 
clude measures  of 
long-term  customer 
satisfaction  in  calcu- 
lating compensation 


FORGE  ELECTRONIC 
LINKS  Use  comput- 
erized marketing 
and  distribution 
technology  to  track 
relationships  with 
customers,  make 


sure  the  right  prod- 
ucts get  to  the  right 
stores  at  the  right 
times,  and  make  or- 
der-taking easy.  It 
all  adds  up  to  high- 
tech  intimacy 


TALK  TO  YOUR  ployee  to  a  cus- 

CUSTOMERS  tomer  s  pla  nt,  or 

Make  frequent  drop  notes  to  fre- 

phone  calls,  assign  quent  shoppers. 


attention,  and  the 
added  communi- 
cation makes  for 
better  intelligence- 


a  company  em-         Customers  like  the  gathering 


OVER  STORY 


nies  are  finding  several  rules  that  hold  true  for  jjractically 
every  business: 

Stuart  selling  requires  focusing  the  entire  organization, 
J'rotn  manufacturing  to  finance,  on  sales  and  customer, 
scri'ice.  Du  Pont  Co.  spent  the  1980s  cultivating  flexible  sales 
teams  recruited  from  all  executive  ranks  to  develop  and  sell 
new  products.  In  1990,  a  team  of  chemists,  sales  and  market- 
ing executives,  and  regulatory  specialists  noted  that  corn 
growers  needed  a  herbicide  they  could  apply  less  often,  and 
ci'eated  a  product  that  topped  $57  million  in  sales  its  first  year. 

Smart  selling  needs  the  inrolrcmenf  and  attention  of  top 
management.  Bernard  Mar- 
cus and  Arthur  Blank, 
founders  of  retailer  Home  De- 
pot, helped  prepare  their  sales 
training  jjrogram.  At  Cincin- 
nati's Fifth  Third  Bancorp, 
CEO  George  A.  Schaefer  Jr. 
regularly  calls  on  customers. 

Smart  selling  means 
ljuilding  relationships  with 
c/tsfomcrs.  not  just  slam- 
dunking  them  on  a  single 
sale.  i;k  has  engineers  sta- 
tioned full-time  at  Praxair 
Inc.  to  help  boost  productivity 
at  the  maker  of  industrial 
gases,  which  uses  GE-built 
electrical  equipment.  Says 
(it's  Singer:  "Customers  de- 
mand a  new  intimacy." 

Smart  selling  uses  sales- 
people to  solve  customers' 
problems,  not  just  take  their 
orders.  Kraft  U.  S.  A.'s  sales 
reps  no  longer  limit  their  ef- 
forts to  devising  promotions 
in  supermarkets:  Now  they 
offer  research  and  tips  for  im- 
proving a  store's  profits. 

As  companies  grow  ob- 
sessed with  customers,  how 
they  train  salespeople  is  be- 
coming increasingly  impor- 
tant. Firms  such  as  Learning 
International  and  Acclivus,  a 
Dallas  firm  that  trains  sales 
personnel  for  major  corpora- 
tions, report  increasing  sales 
and  an  emphasis  on  new  ap- 
proaches, such  as  teaching 
team-selling  or  ways  to  devel- 
op long-term  relationshijjs  with  customers. 

Important  as  training  is,  compensation  may  be  the  thorniest 
issue  in  remaking  a  sales  force.  As  Sears'  car-repair  woes 
demonstrate,  traditional  commission-based  systems  can  en- 
courage the  sort  of  short-term  sales  approach  that  tarnishes  a 
company's  image.  "People  behave  as  they  are  measured,"  says 
Steven  Gross,  a  compensation  consultant  at  Hay  Group  Inc. 
That's  why  the  most  innovative  companies  are  experimenting 
with  compensation  structures  that  reward  salespeople  for 
thinking  long-term  and  working  to  retain  customers.  "The 
No.  1  trend  in  sales  compensation  is  building  customer  satis- 
faction into  pay  plans,"  says  Craig  Ulrich,  principal  with  con- 
sultants William  &  Mercer. 

GE,  for  example,  is  testing  the  use  of  customer-satisfaction 
surveys  as  a  factor  in  sales  compensation.  To  set  bonuses  for 
everyone  from  800-line  phone  operators  to  its  president,  Amer- 


WHO'S  LEAPING  THE  WAY 

DU  POMT  Pioneered  team  selling  10  years  ago:  Groups  of  sales 
reps,  technicians,  and  factory  managers  work  together  to  solve 
customer  problems,  create  and  sell  new  products 

MERCK  Tops  in  turning  salespeople  into  experts.  Merck  trains  its 
reps  over  12  months  in  pharmaceuticals  and  trust-building  sales 
techniques.  Continuing  refresher  courses  are  mandatory 

REYNOLDS  METALS  A  model  of  perseverance  and  innovation. 
Spent  25  years  cultivating  Campbell  Soup  before  winning  an  alu- 
minum-can contract.  Has  developed  team  selling  to  educate  cus- 
tomers such  as  auto  makers  on  new  uses  for  aluminum 

WAL-MART  STORES  Built  customer  confidence  by  selling  the  ba- 
sics: everyday  low  pricing,  items  always  in  stock,  cashiers  always 
available.  Demanded  simplified  selling  from  vendors  such  as 
Procter  &  Gamble  in  the  form  of  data  linkups  and  coordinated  in- 
ventory management 

NORDSTROM  Proving  that  department  stores  need  not  die.  In- 
tense, personalized  attention  to  the  customer  pays  off  in  high 
shopper  loyalty  and  steady  growth 

HOME  DEPOT  The  boss  as  salesman-in-chief.  Founder  Bernard 
Marcus  preaches  smart  selling  and  follows  up  with  endless  training 

DELL  COMPUTER  How  to  sell  a  complicated  product  by  phone  and 
mail.  The  secret:  Advanced  technology  to  keep  track  of  the  cus- 
tomer and  intense  training 

TOYOTA  MOTOR  Lexus  luxury  line  uses  customer  satisfaction  as  a 
key  measure  for  setting  dealer  compensation,  turning  Lexus  show- 
rooms into  the  new  standard  for  U.S.  auto  dealerships 

GENERAL  ELECTRIC  Revamping  selling  on  many  fronts:  It's  training 
salespeople  to  work  long-term  with  customers,  experimenting  with 
team-based  compensation,  assigning  staff  full-time  to  customers' 
factories,  and  forging  deep  relationships  with  its  own  suppliers 

VANGUARD  GROUP  A  mutual-funds  marketer  that  has  perfected 
the  low-key  sell.  Uses  reliable  customer  service,  easy-to-under- 
stand  products,  and  superlow  fees  to  lure  investors  who  don't  like 
the  hard  sell  of  brokers  looking  to  earn  hefty  commissions 


ican  Telephone  &  Telegraph  Co.'s  Universal  credit  card  un 
has  an  in-house  staff  monitor  customer  satisfaction.  Seai 
says  it  will  now  build  such  measures  into  its  Auto  Center  pa 
plans. 

In  some  units,  such  as  its  power-generation  business,  G 
now  proffers  team-based  bonuses  and  rewards  to  get  salespei 
pie  to  think  collectively  about  providing  service.  Some  cs 
dealers  have  replaced  commissioned  salespeople  with  salarie 
employees  who  sell  cars  at  fixed  prices.  Home  Depot  avoid 
commissions,  relying  instead  on  employee  stock  ownershi 
plans  and  a  liberal  dispensation  of  stock  options. 

For  many  business-to-bus 
ness  vendors,  their  product 
and  services  are  now  so  con 
plicated  that  the  best  thin 
they  can  offer  is  a  way 
make  life  simpler.  Take  AM 
Inc.  in  Harrisburg,  Pa.,  tl 
No.  1  producer  of  electric; 
connectors,  with  $8  billion  i 
sales.  Jim  Wolowicz,  an  AW 
engineer,  sold  connectors  1 
makers  of  copiers,  person; 
computers,  and  telephone 
Problem  was,  Wolowicz  had 
hellish  time  getting  quick  a 
cess  to  essential  produ( 
specifications  and  perfo 
mance  data  on  AMP's  70,0f 
individual  products.  "If  I  wi 
having  this  much  troubh 
what  were  our  customers  g' 
ing  through?"  Wolowicz  say 
GETTING  DEEP.  So  AMP  h^ 
started  an  ambitious  projei 
to  record  all  product  data  c 
convenient  CD-ROM  disks  th; 
engineers  can  scan  instant! 
Early  response  to  the  fir; 
batch  of  disks  has  been  enth- 
siastic.  Says  William  Blai 
ford,  an  operations  manag( 
in  Motorola  Inc.'s  two-way  r 
dio  business,  "This  way 
faster,  better,  and  cheaper.' 

Business  customers  al.'- 
want  sellers  who  can  fori 
deep  relationships,  in  part  b 
cause  of  the  intense  pressui 
to  form  partnerships  wit 
their  own  customers.  Gec; 
frey  B.  Bloom  is  president 
Wolverine  World  Wide,  a  $314  million  marketer  of  footweai 
For  him,  selling  even  to  satisfied  clients  like  J.  C.  Penney  C 
is  daunting:  "They  want  resupply  in  24  hours,  they  wa: 
computer  linkups,  they  want  sophisticated  financial  analysis 
our  product's  potential."  So  when  a  supplier's  salesman,  pitc 
es  him,  Bloom  demands  a  computer  linkup  and  just-i 
time  delivery,  too:  "That's  what  I  have  to  do  to  be  viable." 

Companies  had  better  figure  out  how  to  satisfy  the  likes 
Bloom.  Today's  smarter,  tougher,  more  demanding  custom^ 
has  less  patience  than  ever  for  the  hard  sell — and  more  oppc 
tunities  to  take  his  or  her  business  elsewhere.  But  fashionir 
a  better  approach  to  selling  is  a  complex  and  sometimes  fru 
trating  task.  Here's  a  look  at  how  some  companies  in  a  bro; 
range  of  businesses  are  trying  to  master  that  process. 

By  Christopher  Power  in  New  York,  with  Li.sa  Driscotl  in  N\ 
Haven,  Conn.,  and  Earl  Bohn  in  Harrisburg,  Pa. 
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SALUTE:  THE 
"SATURN  CHEER" 


SATURN 


MAY  WE 
HELP  YOU  KICK 
THE  TIRES? 


With  deliberate  steps,  Jimmy 
Snyder  climbs  five  rungs  up  a 
ladder  fashioned  of  2x4s.  Af- 
ter a  pause,  he  counts  to  two,  releases 
his  handhold,  and  topples  backward,  fall- 
ing into  the  upraised  arms  of  17  men 
and  women  he  barely  knows. 

Sound  like  a  '60s-style  group  encoun- 
ter? Guess  again.  For  Snyder,  general 
manager  of  a  Jacksonville  (Fla.)  auto 
dealership,  the  "trust  fall"  is  part  of 
learning  a  new  way  to  peddle  cars.  The 
auto  is  General  Motors  Corp.'s  Saturn. 
The  weeklong  training  session  takes 
place  at  Saturn  headquarters  in  Spring 
Hill,  Tenn.  And  the  new  way  of  selling 
involves — hold  on  to  your  warranty — lis- 
tening to  customers  and  actually  treat- 
ing them  like  human  beings. 
SMITTEN.  For  veteran  car-hawkers  such 
as  Snyder,  the  new  approach  represents 
a  radical  change.  In  the  past,  car  sales- 
people usually  trained  for  their  jobs  by 
watching  showroom  veterans  twist  cus- 
tomers' arms.  Saturn,  by  contrast,  teach- 
es its  "sales  consultants"  to  hand  tire- 
kickers  printed  sheets  of  fixed  prices, 
explain  the  no-haggle  policy,  and  invite 
them  to  comparison-shop.  While  most 


shoppers  expect  a  fight,  "we  can  erase 
that  kind  of  fear,"  says  Gordon  Walker, 
a  suburban  Chicago  Saturn  dealer.  Cus- 
tomers agree:  "I  liked  dealing  with  the 
Saturn  people.  They  were  low-key,"  says 
Saturn  buyer  Dan  Rossmiller  of  Madi- 
son, Wis. 

Low-key  works.  Market  researcher 
J.  D.  Power  &  Associates  Inc.  recently 
ranked  Saturn's  customer-satisfaction 
level  right  below  those  of  luxury  car- 
makers Lexus  and  Infiniti  and  above 
Mercedes-Benz  and  Lincoln,  whose  ears 
sell  for  at  least  $20,000  more  than  a 
four-door  Saturn.  The  Power  report 
gave  Saturn  particularly  high  scores  for 
its  ti-eatment  of  customers — some  of 
whom  are  so  smitten  they  volunteer  to 
schmooze  with  shoppers  on  busy  Satur- 
days at  dealerships.  "I  even  have  my 
relatives  buying  them,"  says  Ann  Sny- 
der, 67,  a  1991  SLl  sedan  owner  who 
wants  to  form  a  Saturn  owners'  club  in 
Allentown,  Pa. 

A  top-10  seller  since  March,  Saturn 
has  a  scant  17-day  inventory  of  unsold 
cars,  compared  with  62  days  for  the  in- 
dustry. Individual  dealers'  sales  are 
more  than  twice  the  industry  average, 
and  some  dealers  are  so  low  on  inven- 
tory they've  even  sold  salespeoples'  per- 
sonal cars.  All  this  for  an  auto  that  of- 
fers good  quality  but  little  in  the  way  of 
innovative  styling  or  engineering. 

Keeping  an  edge  in  selling  will  be  cru- 
cial if  Saturn  is  to  fulfill  its  role  as  GM's 
laboratory  for  new  ways  to  make  and 
sell  cars.  With  GM  strapped,  the  pressure 
is  increasing  to  reverse  Saturn's  losses 


of  $800  million  last  year  and  recoup  GM's 
$5  billion  investment.  Saturn  will  turn  a 
profit  only  if  it  can  sell  about  300,000  or 
more  cars  a  year — three  times  what  it 
sold  in  1991  and  33'/i  more  than  Saturn's 
workers  can  currently  produce. 

So  a  lot  depends  on  the  training  at 
Spring  Hill.  Based  in  part  on  programs 
devised  by  companies  such  as  Scandina- 
vian Airlines,  the  Saturn  course  pin- 
points 40  critical  "moments  of  truth," 
such  as  greeting  customers,  that  can 
make  a  sale  and  get  repeat  business. 
Trainers  prompt  frank  discussions  about 
how  hardball  selling  alienates  custom- 
ers. "Integrity  is  the  key  ingredient 
missing  from  the  car  retail  business," 
trainer  and  veteran  salesperson  Sharon 
Smith  tells  Snyder's  class.  To  break  bad 
habits,  trainers  lead  the  class  in  acting 
out  lessons.  The  "trust  fall"  shows  how 
a  team  can  protect  members  from  land- 
ing on  their  heads — an  interesting  lesson 
for  dealership  employees  who  often  com- 
pete for  the  same  buyer. 
FREE  WASH.  The  classes  spur  Saturn 
dealers  to  better  service.  For  instance,  a 
salesman  for  Ron  Marhofer's  dealership 
in  suburban  Akron  drove  100  miles  to 
Cleveland  to  get  a  co-signature  for  a 
loan  application  and  expedite  a  sale.  Lots 
of  Saturn  dealers  now  wash  customers' 
cars  free  of  charge,  whenever  they 
want.  Saturn  also  tries  to  create  esprit 
de  corps,  an  alien  concept  on  most  car 
lots.  Trainees  all  learn  the  Saturn  cheer, 
used  at  meetings  and  to  salute  custom- 
ers as  they  drive  off  in  new  cars. 

Cheerleading  is  nice,  but  more  sub- 


COVER  STORY 


BUSINESS  WEEK/AUGUST  3,  1992  49 


stantive  changes  are  at  work.  To  ensure 
that  dealers  make  a  profit  selling  small 
cars  without  haggling,  Saturn  built  a 
gross  margin  of  17%  into  sticker  prices, 
vs.  an  average  127"  for  competing  mod- 
els. And  to  blunt  a  salesperson's  zeal  to 
fill  a  quota  by  any  means  necessary, 
Saturn  encourages  dealers  to  pay  sala- 
ries instead  of  commissions.  More  than 
half  pay  salaries  only:  Others  augment 


FIF'TH  THIRP 


A  BANK 
THAT'S  PUTTIN'  ON 
THE  BLITZ 

The  last  people  Steve  Schuholz  ex- 
pected a  sales  call  from  were  bank- 
ers. But  one  afternoon  in  Febru- 
ary, Elizabeth  King  and  Jeff  Weiser, 
two  managers  from  Cincinnati-based 
Fifth  Third  Bank,  walked  into  Schuholz's 
Village  Green  Restaurant  &  Cafe  to  of- 
fer their  services.  Says  Schuholz,  Village 
Green's  owner:  "It  was  all  very  casual, 
which  surprised  me." 

King  and  Wei.ser  were  finishing  what 
Fifth  Third  calls  a  "blitz":  visiting  com- 
panies without  appointments  to  drum  up 
business.  Schuholz  had  planned  to  refi- 
nance a  mortgage  with  a  rival. 
But  three  days  later,  Fifth  Third 
had  the  business.  His  checking 
accounts  followed.  "Generally, 
lenders  are  more  like  'I'm  doing 
you  a  favor'  kind  of  people," 
says  Schuholz.  "Elizabeth  and 
Jeff  showed  more  energy." 

Bankers  at  Fifth  Third  blitz 
prospects  all  the  time,  and  drop 
in  on  longtime  customers,  too. 
George  A.  Schaefer  Jr.,  a  West 
Point  graduate  and  chief  execu- 
tive officer  of  Fifth  Third,  got 
the  tactic  from  his  predecessor, 
Clement  L.  Buenger,  a  former 
life  insurance  salesman.  Now,  all 
Fifth  Third  officers  are  expecterl 
to  put  a  lot  of  mileage  on  their 
cars  to  sell  the  bank's  services. 
Says  Schaefer,  who  often  goes 
on  blitzes  himself:  "You  get  out 
there  and  you  realize  this  is  a  lot 
nicer  than  shuffling  papers." 
PEP  TALKS.  The  approach  would 
be  familiar  to  insurance  agents, 
of  course.  But  it's  unusual  for 
bankers,  and  the  effort  to  in- 
volve everyone  would  make  Fifth 
Third  stand  out  in  any  business. 
I  It  helps  that  loans,  a  bank  staple 
5  but  usually  a  low-margin  busi- 
5  ness,  are  just  one  of  Fifth 
I    Third's  products.  In  fact,  employ- 


them  with  bonuses,  tied  to  sales  and  cus- 
tomer-satisfaction ratings. 

The  changes  are  helping  persuade 
salespeople,  a  nomadic  bunch,  to  stay 
put.  That's  key  to  making  them  feel 
committed  to  the  Saturn  brand  and  its 
customers.  Marhofer  says  only  2  of  14 
salespeople  have  left  since  he  opened  his 
Saturn  outlet  a  year-and-a-half  ago,  com- 
pared with  100%  annual  turnover  at  his 


ees  get  paid  nothing  extra  for  making 
them.  But  they  get  cash  gifts  when  they 
land  customers  for  other  offerings — 
data  processing,  travel  services,  payroll, 
electronic  banking,  trusts,  credit  cards, 
brokerage  services,  iRAs,  and  so  on. 

The  combination  of  blitzing,  low  over- 
head, and  12-hour  days  yields  results. 
Fifth  Third's  return  on  assets  is  a  lofty 
1.77' — one  of  the  highest  rates  for  a 
bank  its  size — and  significantly  better 
than  the  industry  average  of  1%.  Its 
market  capitalization  is  $2.5  billion,  an 
impressive  showing  for  a  bank  that  has 
only  $8.8  billion  in  assets.  By  contrast, 
Citicorp  has  $217  billion  in  assets  and  a 
market  cap  of  $7  billion. 

It's  a  handsome  payoff  for  a  simple 
strategy.  A  typical  blitz  starts  at  7:30 
a.m.  Elizabeth  King  gives  a  pep  talk  to 
24  other  employees,  then  distributes 
road  maps  and  a  book  describing  the 
bank's  products.  King  and  James  R. 


non-Saturn  stores.  He's  so  taken  with 
Saturn's  sales  approach  that  he's  adopt- 
ing it  at  his  other  dealerships.  "This  is 
the  way  to  do  business  in  the  future," 
says  Marhofer,  who  also  runs  Lincoln- 
Mercury,  Chevrolet,  Hyundai,  and  Mit- 
subishi outlets.  "The  old  way,  as  far  as 
I'm  concerned,  doesn't  work  anymore." 
Car  buyers  can  only  hope  he's  right. 
By  David  Woodruffin  Spring  Hill,  Term. 


Gaunt,  a  senior  vice-president,  set  off. 
The  first  stop,  at  R/P  International  Tech- 
nologies Inc.,  a  local  electronics  compa- 
ny, produces  nothing.  The  top  executives 
are  out,  so  King  and  Gaunt  hand  their 
business  cards  to  a  woman  behind  a 
glass  window  and  leave. 
'CALL  BOOK.'  The  next  stop,  at  wholesale  , 
carpet  distributor  Cincinnati-Dayton-Co- 
lumbus Distributors  Inc.,  goes  better. 
Alan  A.  Futscher,  CDC's  chief  financial 
officer,  says  he  gets  on  fine  with  rival 
Star  Bank,  but  he'll  talk.  After  chatting 
about  his  alma  mater,  college  football, 
and  his  business,  Futscher  ups  and 
hands  over  his  financial  statements.  His 
willingness  to  divulge  this  information 
seems  surprising,  but  Gaunt  says  it's 
typical:  "They'll  say,  'Golly,  my  own 
bank  doesn't  come  out  to  see  me.'  "  Sev- 
eral weeks  later,  Futscher  is  still  stick- 
ing with  Star,  but  King  remains  hopeful. 
Next  is  Robert  Hollander  II,  president 
of  Hollander  Manufacturing,  a 
piping  manufacturer.  Hollander 
is  pretty  happy  with  his  bankers 
but  is  interested  in  Fifth  Third's 
travel,  retirement,  and  profit- 
sharing  administration  services. 
Several  weeks  later,  the  payoff: 
"We  went  back  and  got  their  en- 
tire travel  account,"  says  King. 
She  estimates  that  the  account 
will  produce  roughly  $100,000  in 
annual  airline-ticket  sales. 

The  strategy  benefits  from  the 
jiresence  in  Ohio  of  hundreds  of 
healthy  manufacturers  too  small 
to  attract  the  eye  of  big  money- 
center  banks.  To  augment  his 
sales  force,  Schaefer  has  bought 
several  small  regional  banks  and 
just  tried  unsuccessfully  to  ac- 
quire Star. 

While  he  makes  deals, 
Schaefer  also  keeps  careful 
watch  on  the  "call  book"  that  re- 
cords every  staffer's  sales  visits. 
The  book  provides  a  powerful  in- 
centive, says  Schaefer.  "Most  of 
our  people  are  stockholders. ; 
When  that  call  book  goes 
around,  everyone  knows  il 
you've  helped  our  stock  go  up.  II 
not,  90  people  will  be  saying, 
'Hey,  you're  not  helping.'  " 

By  Laura  Zinn  in  Cincinnab 


VILLAGE  GREEN'S  SCHUHOLZ:  FIFTH  THIRD  WON  HIS  BUSINESS 
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MARCUS  AT  "BREAKFAST  WITH  BERNIE":  HOW-TO'S  AND  HUZZAHS  FOR  SOARING  SALES 


HOME  DEPOT 


CHEERLEADING,  AND 
CLERKS  WHO  KNOW 
ftWLS  FROM  AUGERS 

Even  though  it's  just  iy.'.ii)  on  Sunday 
morning,  all  hands  are  on  deck  at 
the  Home  Depot  store  in  Doraville, 
a.,  for  "Breakfast  with  Bernie,"  a  ses- 
lon  with  Chief  Executive  Bernard  Mar- 
as  and  President  Arthur  M.  Blank.  Em- 
loyees  at  dozens  of  other  stores  are 
ining  in  to  watch  Marcus  and  Blank  via 
[ome  Depot's  own  broadcast  system, 
heers  break  out  in  Doraville  when  Mar 
us  announces  1991  results:  sales  up 
5%,  to  $5  billion;  profits  up  52%,  to  $249 
lillion;  sales  in  stores  open  a  year  or 
lore  up  ll'  f.  Then  Marcus  rolls  a  video 
luding  some  San  Diego  employees  who 
elped  a  foster  mom  build  an  addition  to 
er  crowded  house. 

Relentless  checrleading  and  a  healthy 
ose  of  schmaltz:  It's  pure  Home  Depot, 
lut  beyond  the  atmospherics,  Marcus 
elies  on  intense  training  to  build  a 
nowledgeable  sales  force — and  offers 
icrative  employee  stock  plans  to  instill 

deep  devotion  to  service. 
EIZE  THE  llST.  It's  the  training  that 
lakes  the  13-year-old,  188-store  chain 
tand  out  in  a  crowded  business.  Home 
lepot's  sales  staff  can  offer  on-the-spot 
jssons  in  tile-laying,  electrical  installa- 
ions,  and  other  projects.  New  hires, 
'ho  are  often  experienced  electricians  or 
arpenters,  start  with  five  days  of  class- 
s  that  include  lessons  on  everything 
rem  company  history  to  how  to  greet  a 
ustomer.  In  a  recent  class  at  an  Orlan- 
0  store,  for  instance,  assistant  store 
lanager  Chris  Brumfield  tells  workers 
D  greet  shoppers,  then  ask  "What  proj- 
ct  are  you  working  on?"  That  way,  em- 
loyees  can  go  through  customers'  lists 
/ith  them.  "Remember,"  says  Brum- 
ield,  "if  they  forget  something,  they'll 
et  frustrated.  More  than  likely,  they'll 
e  mad  at  us." 

After  class,  new  staffers  spend  three 
/eeks  tethered  to  a  department  manag- 
r  learning  how  to  order,  stock,  and  sell. 
Employees  then  learn  about  the  rest  of 
iie  store,  which  stocks  some  30,000 
.ems  of  hardware,  lumber,  tools,  light- 
ig,  and  plumbing  supplies,  all  priced 
'ell  below  the  offerings  at  traditional 
ardware  retailers.  "Never  just  point  to 
nother  aisle,"  instructs  Brumfield. 
Walk  the  customer  over  and  find  some- 
ne  to  help."  Salespeople  regularly  at- 
ixid  seminars  on  paint,  tile,  and  other 
lerchandise  that  help  them  answer 
uestions. 

Nonstop  questions  are  what  anyone 


wearing  an  orange  Home  Depot  apron 
can  expect.  On  a  recent  Monday  at  the 
Orlando  store,  Ernie  Palisin,  a  manager 
in  the  floor  coverings  department,  han- 
dled at  least  50  inquiries.  When  he 
showed  a  woman  where  she  could  get 
some  hinges,  at  least  five  people  flagged 
him  down.  He  found  salespeople  to  help 
all  five.  Some  shoppers  grumble  at  the 
crowds,  but  most  of  them  give  the  retail- 
er high  marks  for  its  service  and  selec- 
tion. Says  Atlanta  resident  Frank  Bran- 
non:  "When  you  own  an  old  house  like 
we  do,  Home  Depot  is  a  godsend.  You 
know  where  you  can  find  me  every  Sat- 
urday morning." 

It  helps  that  employees  have  the  right 
motivation.  Commissions  are  out:  Home 
Depot  wants  to  sell  customers  what  they 
need,  not  what  boosts  a  salesman's  take. 
Instead,  employees  who  have  worked  a 
year  can  join  a  retirement  plan  that 
doles  out  shares.  And  from  assistant 


JEFFERSON  SMURFIT 


THERE'S  EVEN  A 

SCIENCE  TO 
SELLING  BOXES 

When  General  Electric  Co.  ex- 
panded a  no-frost  refrigerator 
line  produced  at  its  plant  in 
Decatur,  Ala.,  in  1990,  Jefferson  Smurfit 
Corp.  went  the  extra  mile.  Smurfit,  a 
major  packaging  supplier,  had  a  new 
plant  scheduled  to  come  on-line  in  1991 
to  feed  the  Decatur  facility,  but  GE  need- 
ed more  shipping  boxes,  pronto.  So, 
Smurfit  assigned  a  coordinator  to  juggle 
production  from  three  plants — and  some- 
times even  divert  product  intended  for 
other  customers — to  keep  Decatur  hum- 
ming. "You  don't  do  that  for  just  any- 
body," explains  Ron  L.  Yates,  Smurfit's 


managers  on  up,  employees  qualify  for 
other  lucrative  stock  options.  Managers 
also  get  plenty  of  autonomy.  Palisin  in 
Orlando  organized  a  tile  class  on  his  own 
for  customers  each  Saturday  afternoon 
to  help  control  the  backup  of  questions 
from  shoppers.  "At  Home  Depot,  you 
just  do  it,"  he  says. 

That's  not  to  say  that  Marcus  and 
Blank  don't  work  to  keep  Home  Depot's 
selling  edge  sharp:  They  spend  up  to 
407f  of  their  time  in  stores.  But  can  they 
keep  their  hands  on  as  the  company  re- 
cruits more  and  more  salespeople?  Al- 
ready, Marcus  has  had  to  delegate  some 
management  training.  Still,  he  swears 
his  high  standards  won't  slip:  "We've 
been  able  to  preserve  our  culture  from 
5,000  employees  to  30,000  employees,  so 
I  see  no  reason  why  we  can't  go  to 
100,000."  That  would  add  up  to  an  awful- 
ly big  crowd  for  Sunday  breakfast. 

By  Walccia  Konrad  in  Atlanta 


vice-president  for  sales  and  marketing. 
"But  we  have  a  relationship  with  GE  that 
promises  long-term  volume." 

That  kind  of  hustling  helped  win  St. 
Louis-based  Smurfit,  the  nation's  sec- 
ond-largest maker  of  corrugated  packag- 
ing, the  GE  appliance  unit's  "Distin- 
guished Supplier  Award."  No  wonder 
partnership  selling  has  become  a  rally- 
ing cry  at  $4.5  billion  Smurfit  and  scores 
of  other  business-to-business  sellers.  The 
days  when  the  packaging  company  could 
just  make  boxes  and  hawk  them  are  fad- 
ing. Instead,  customers  such  as  GE  are 
increasingly  channeling  hefty  orders  to 
fewer  vendors.  In  return,  suppliers  must 
improve  quality  by  sharing  proprietary 
information,  delivering  products  on  a 
sometimes  quirky  schedule,  and  joining 
problem-solving  teams. 

That  kind  of  selling  can  also  shelter  a  I 
supplier  from  the  bruising  struggle  of  ^ 
competing  only  on  price.  ""Today,  it's  not  2 
just  getting  the  best  price  but  getting  | 
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the  best  value — and  there  are  a  lot  of 
pieces  to  value,"  explains  Joseph  F. 
Bradley,  vice-president  for  procurement 
at  Emerson  Electric  Co.,  a  bij^  Smurfit 
customer  that  has  cut  its  supplier  count 
by  657'.  "You  want  to  earn  profits  joint- 
ly by  reducing  costs,  but  you  can  only 
work  that  intensely  with  a  few  suppliers 
who  understand  the  changed  role  of 
sales." 

That's  why  Smurfit  is  trying  so  hard 
to  revamp  the  way  it  sells.  Smurfit  now 
serves  big  customers  with  tearps  of  rep- 


DELL  COMRUTER 


CUSTOMERS  'MUST 
BE  PLEASED,  NOT 
JUST  SATISFIED' 


Friday,  7:30  a.m.:  Time  for  Dell  Com- 
puter Corp.'s  weekly  Customer  Ad- 
vocate Meeting,  "The  Hour  of  Hor- 
ror." Employees,  from  top  managers 
down  to  assembly  workers,  pore  over 
customer  complaints  and  employee  sug- 
gestions. At  a  recent  meeting,  partici- 
pants hear  how  a  customer  received  the 
wrong  order;  how  too  many  calls 
reached  voice  mail;  and  how  80  internal 
test  calls  resulted  in  four  unsatisfactory 
answers.  Whatever  problems  aren't 
fixed  in  a  week  get  reviewed  every  Fri- 
day until  they  are  solved. 

Such  unending  scrutiny  of  customer 
needs  is  the  key  to  success  at  Dell  Com- 
puter, the  eight-year-old  mail-order  I'C 
marketer.  Dell's  first-quarter  profits 
rose  96%,  to  $20  million,  on  a  doubling  of 
sales,  to  $366  million.  Behind  the  stellar 
numbers  is  a  company  credo  that  makes 
every  employee  focus  on  selling.  All  em- 
ployees memorize  the  "Dell  Vision," 
which  states  in  part  that  a  customer 
"must  have  a  quality  experience,  and 
must  be  pleased,  not  just  satisfied." 
Says  Michael  S.  Dell,  the  company's  27- 
yeur-old  founder,  CEO,  and  author  of  the 
creed:  "Peoijle  who  come  here  and  don't 
gravitate  to  that  don't  last  long." 
DETAIL  WORK.  Now,  the  Dell  Vision 
faces  its  toughest  test.  Compaq  Comput- 
er Coqi.,  once  a  seller  of  high-priced  PCs, 
is  meeting  Dell  on  its  own  turf  with  a 
new  PC  priced  at  a  low  $899  and  beefed- 
up  customer  services.  Dell  has  cut  prices 
on  its  own  line,  and  its  100  highest-paid 
executives  have  taken  a  57'  pay  cut. 
Most  analysts  expect  the  Austin  (Tex.) 
company  to  suffer  margin  erosion  but 
keep  its  market  share,  thanks  to  its  mail- 
order cost  advantage.  At  Dell,  operating 
costs  are  187"  of  revenues  vs.  267'  at 
Compaq.  But  Michael  Dell,  who  hawked 
IBM  clones  from  his  University  of  Texas 


resentatives  from  manufacturing,  struc- 
tural design,  and  even  the  executive 
suite.  This  fall,  an  outside  consulting 
firm  will  train  all  600  Smurfit  salespeo- 
ple in  partnership-selling  techniques. 
NO  RETREAT.  Embracing  partnering  is 
not  without  risk,  however.  Smurfit  has 
invested  heavily  in  anticipation  of  contin- 
ued business  from  its  partners.  For  ex- 
ample, it  bought  a  plant  in  LaPorte,  Ind., 
solely  to  supply  Kellogg  Co.  Because 
packaging  plants  usually  must  be  near 
the  customer  they  supply,  Smurfit's  in- 


vestment pays  off  only  if  it  can  maintii 
that  relationship  for  years. 

Still,  there's  no  turning  back.  "Indi 
trial  salespeople  are  going  to  have  ( 
face  the  fact  that  we're  not  going  b;l 
to  the  old  ways,"  cautions  Yates,  Wji 
expects  partnership  sales  to  account 
207'  of  Smurfit  revenues  by  1997. 
you  don't  follow  your  customers  ii 
partnering,  then  you'll  be  locked  ou 
and  your  competitor  will  be  the  one 
ing  the  selling." 

By  James  E.  Ellis  in  St.  Lo 


GRADUATION  DAY:  MARKS  OF  HONOR  IN  A  SALES  FORCE  FOCUSED  ON  MEETING  BUYERS'  NEEIi 


dorm,  is  also  adding  new  services  and 
stressing  his  credo  more  than  ever. 

Company  credos,  of  course,  are  just  so 
much  corporate  corn  unless  they're 
backed  up  by  the  sort  of  detail  work 
Dell  stresses.  When  one  customer  com- 
plained that  he  had  ordered  a  Word  for 
Windows  package  but  received  a  Word 
for  Windows  License  Pack  instead,  a 
customer-advocate  meeting  redesigned 
an  internal  form,  distinguishing  the  two 
products  by  placing  one  in  italics.  Such 
actions  have  helped  Dell  cut  purchase- 
order  errors  from  307  of  all  orders  17 
months  ago  to  37  in  June. 

Constant  training  helps  Dell  maintain 
its  edge.  A  core  program  lasting  up  to 
five  weeks  includes  course  work  and 
such  exercises  as  having  an  employee 
unpack  a  Dell  computer.  The  idea  is  that 
staffers  experience  what  customers  go 
through  when  they  open  the  box.  Later, 
sales  employees  receive  advanced  train- 
ing in  such  skills  as  handling  big  ac- 
counts and  creating  a  new  sales  territo- 
ry. Students  completing  each  of  six 
courses  can  check  off  each  course  on  a 
T-shirt.  A  shirt  with  all  the  courses 
checked  off  is  a  badge  of  honor. 

Nonsales  executives  often  team  up 


Ui' 


with  salespeople  to  clinch  a  deal.  L5 
year,  for  example,  G.  Glenn  Henry,  i' 
nior  vice-president  of  the  product  gmi 
helped  Dell  salespeople  land  the  I'l 
Waterhouse  account.  The  account 
firm  wanted  to  know  more  about  Di 
upcoming  products,  so  Henry  produj- 
a  prototype  of  a  future  Dell  PC  fo[j 
Price  Waterhouse  team  to  examine, 
ry,  an  IBM  veteran,  rarely  had  such 
tomer  contact  in  his  21  years  with  i 
Blue.  "At  IBM,  I  got  the  impression  t. 
the  sales  force  wanted  to  control  I 
customer.  Here,  the  sales  force  sees 
team  as  an  advantage,"  he  says. 

At  Dell,  the  contact  with  custon" 
can  reach  a  high  level  indeed.  Mark 
debrand,  manager  of  network  and  c  i 
puter  operations  for  Banyan  Syst<  a 
Inc.,  a  software  services  provider  1 
uses  more  than  100  Dell  PCs,  rarely  j 
to  meet  with  CEOs  of  the  companies  ic 
deals  with.  But  recently  he  met  \ 
Michael  Dell,  who  surprised  Hildebn  i 
"He  asked  me  what  I'd  like  to  see  in 
machines.  He  actually  took  notes."  V 
Dell's  superior  brand  of  selling,  no  v  i 
der  some  of  the  company's  biggest 
Uiblished  rivals  are  taking  notes,  toe 

By  Stephanie  Anderson  Forest  in  Au 
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Four  reasons  to  buy  aTI  microLaser™  printer. 


Now  there's  a  way  for  you  to  put  the 
power  of  Microsoft*  Windows™  on 
paper — microLaser  fom  Texas 
Instruments. 

Designed  to  be  Windowscompatihle, 
there's  a  microLaser  just  ri^t  for  your 
needs,  whether  you  need  a  personal  or 
shared  printer.  Here's  why:  w 
L  Compatibility  With  HP  i  J**V2 
LaserJet*  emulation  and       *  *  *  ^ 
Adobe*  PostScript*  software,  microLaser 
easily  supports  your  demanding  applica- 
tions. And  with  our  Microsoft  Windows 
driver,  set  it  and  forget  it  with  all  Windows 
applications. 

Not  only  does  PostScript  give  you  scalable 
outline  fonts  and  graphics,  it  also  means 
that  your  microLaser  works  in  computing 


environments  like  Windows,  DOS*, 
Apple*  Macintosh*,  OS/2*  and  UNIX*. 

2.  Performance    t^m  postscript- 
W  hen  it  comes  id  mmt  ^'^^'^  f""" 

printing  high-ciuality  documents  fest, 
microLaser  really  makes  you  look  good. 
At  either  nine  or  16  pages-per-minute, 
microLaser  printers  speed  you  throu^ 
documents  in  a  hurry.  Plus  PostScript 
means  what  you  see  on  your  screen  is 
what  you  get  on  paper.  You  can  even  tur- 
bocharge  your  microLaser  with  a  RISC 
processor  for  blazing  fast  graphics. 

3.  Rdiability  When  you  buy  a 
printer,  you  want  it  Co  print  And 
print  And  print  That  s  just  what 
the  microLaser  does 


example.  Widi  its  higji  duty  cycle  of 
10,000  pages-per-month*  ana  a  standard 
oneyear  limited  warranty*  *,  you  can  rely 
on  your  microLaser  to  work  the  first  time, 
every  time,  for  years. 

4.  Value  Starting  as  low  as  $999t,  there's 
a  microLaser  designed  to  fit  any  imy 
budget  From  the  single  user  all 
the  way  up  Co  a  network  Con-  moS 
sider  this,  Coo:  microLaser's  average  cost 
per  page  is  only  1.9  cents|,  while  some 
laser  printers  average  around  3.3  cents. 
The  microLaser  not  only  makes  sense,  it 
saves  you  money,  coo. 

For  details  on  the  right  microLaser  for 
you  and  the  name  of  the  nearest  dealer,  call 


Take  our  personal  microLaser  Hus  for  1'800''527''3500. 


The  microLaser  PS17haseamedthel990PC  World  Best  Buy 
award;  microLaser  PS35  has  earned  the  1990  InfoWorld  Excellent 
Value  award  and  4'/;  mice  from  MacUser,  Octoher  1990. 

Texas 
Instruments 

'Based  on  estimated  typical  usa^.  "Rir  nwrt  informaDon  .>n  service  upgrade  options,  call  1-800-847-5757  in  the  U.S.  and  1-800-268-6  M4  m  Canada.  tSufjKested  retail  pnoe  -  dealer  pnces  may  vary.  tBasedon  suggested  retail  price 
of  consumables  and  appiuximatE  page  aMftage  rating  tor  each  ainsumahie  at  4%  black  (tuner,  developer  and  OPC).  miooLaser  is  a  tiademaHc  of  Texas  Insmiments  Incorporated.  Mtctosoft  and  DOS  are  registered  trademarks,  and  Windows 
is  a  trademark  of  Microsoft  Corporation.  Adobe,  PostScript  and  the  PostScript  logc)  are  registered  trademarks  of  Adobe  Systems  Incorporated  which  may  be  registered  in  certain  jurisdictions.  LaserJet  is  a  registered  Hademaik  of  Hewiett- 
Packaid,  Inc.  Apple  and  Maantosh  are  registered  trademarks  of  Apple  Computer,  Inc  OS/2  is  a  registered  trademark  of  Intemadorul  Business  Machkies  Corporation.  UNIX  is  a  legislEred  trademark  of  AT&T.  ©1992  TI 76518 


Features 

microLaser  Plus 
Basic 

microLaser  Plus 
PS17/PS35 

microLaser 
Turbo 

microLaser  XL 
Turbo 

PPM 

Emulation 
Processor 
Fonts 
List  Price 

9  ppm 

HP  LaserJet  11 

68000 

14  HP  Fonts 

$999 

9  ppm 

HPLJlI/PostScript 
68000 

1 7  or  35  Scalable 
$1,399/$1,749 

9  ppm 

HPLJlI/PostScnptll 
RISC/8220 
35  Scalable 
$2,249 

16  ppm 

HPLJlI/PostScriptll 
RISC/8220 
35  Scalable 
$3,649 

-inance 


BANKING 


IS  THE  CD  ON  THE 
ENDAHGERED-SPECIES  LIST? 


Banks  don't  seem  to  mind  that  savers  are  bailing  out  in  droves 


J 


ust  a  few  years  ago,  banks  couldn't 
sell  enough  of  them.  Bank  windows 
and  newspaper  pages  were  plas- 
tered with  offers  of  double-digit  rates  on 
bank  certificates  of  deposit.  Now,  it's  as 
if  CDs  are  out  of  stock.  Ads  are  few  and 
far  between,  and  rates  range  from  unat- 
tractive to  repugnant.  The  yield  on  one- 
year  CDS  has  dropped  607'  from  its  1989 
levels,  from  9.57^  to  3.87.  Savings  held 
in  CDs  have  plummeted 
more  than  207  since 
January,  1991,  from 
$1.2  trillion  to  $947  bil- 
lion. Some  industry 
watchers  say  the  CD, 
once  the  backbone  of 
bank  balance  sheets, 
may  have  outlived  its 
usefulness  and  could 
slowly  fade  away. 

Are  bankers  worried? 
In  a  word,  no.  As  they 
see  it,  the  shrinkage  is 
largely  cyclical,  a  reflec- 
tion of  the  recession 


and  lagging  loan  demand.  "As  the  econ- 
omy has  weakened  and  loan  demand  is 
way  off,  there's  no  need  for  banks  to 
replace  their  funds,  so  they're  not  ag- 
gressively bidding  up  CDs,  or  going  after 
deposits,"  says  Robert  Heady,  publisher 
of  Bank  Rate  Monitor,  an  industry 
newsletter. 

Bankers  insist  that  as  soon  as  the 
economy  and  loan  demand  pick  up,  they 
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PROPITS  ON  CDs 
ARE  PALTRY... 

Profit  margins  in  1991 


...AND  BANKS  ARE  LETTING 
CD  ASSETS  SHRINK 


SMALL  CERTIFICATES 

OF  DEPOSIT" 

LARGE  CERTIFICATES 

1.7 

OF  DEPOSIT 

MONEY  MARKET 

2.0 

ACCOUNTS 

CHECKING 

3.3 

ACCOUNTS 

-UNDER  $100,000 
DATA:  FEDERAl  RESERVE 
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OUTSTANDING  SMALL  CDs 
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BILLIONS  Of  DOLURS 
•PRELIMINARY  DATA 


can  attract  all  the  CD  money  they  neej 
But  once  consuiners  cash  in  CDs  ai 
sample  higher-yielding  products,  th( 
may  be  reluctant  to  come  back  to  tl 
banks.  "In  the  future,  banks  will  have 
raise  CD  rates  very  high  to  peel  custoi 
ers  away  from  long-term  bonds  ai 
stocks,"  says  Geoffrey  W.  G.  Nicholso 
vice-president  in  the  New  York  office 
Boston  Consulting  Group  Inc. 

At  the  momer 
banks  appear  more 
terested  in  retaini 
profit  margins  than 
customers.  Take 
banks'  prime-rate  < 
to  67,  on  July  2.  "Ty 
cally,  you  would  s 
savings  yields  on  C 
fall  by  a  quarter-po 
or  more  over  the  fi 
six  to  eight  weeks" 
ter  a  cut  in  the  pri 
rate,"  says  Heady.  I 
this  time,  the  banks  i 
savings  yields  by  a  f 


JAN'92  JUNE' 
JULY  6- 
OATA:  fEOERAl  RESERVE 


FIN, 


quurtcr-percciil  in  the  first  two  weeks 
after  the  prime  went  down. 

Banks  are  blase  about  CDs  for  reasons 
other  than  the  falloff  in  lendinjr.  The  CD 
has  a  razor-thin  profit  margin  compared 
with  money-market  funds,  which  pay 
k)wer  interest,  and  checking  accounts, 
which  often  pay  no  interest  (table).  Also, 
CDs  tend  to  attract  money  that  jumps 
from  bank  to  bank  chasing  yield.  Banks 
make  the  most  money  from  customers 
with  whom  they  can  develop  long-term, 
multiple-product  relationships. 

Some  banks,  such  as  Chase  Manhat- 
tan and  Citibank,  aggressively  market 
their  own  families  of  mutual  funds,  as 
well  as  other  families  of  funds  sold 
through  the  bank,  to  holders  of  matur- 
ing CDs.  Citi  has  been  especially  enter- 
prising. The  share  of  CD  money  that  is 
rolled  over  into  new  CDs  at  Citi  has 
dropped  from  nearly  907"  in  the  1980s  to 
about  70%.  The  bank  has  lost  $3  billion 
in  the  past  18  months.  Still,  it  claims  that 
close  to  half  of  that  has  been  switched 
into  funds  and  other  products  marketed 
by  Citi.  That  produces  fee  income  but 
doesn't  add  to  a  bank's  deposit  base. 
TOUGH  SELL.  An  economic  rebound  will 
surely  reignite  demand  for  bank  loans, 
and  most  bankers  feel  sanguine  that  the 
basic  appeal  of  the  CD  will  then  bring 
consumers  back.  "Many  of  our  custom- 
ers have  a  desire  for  the  guaranteed 
returns  and  insurance  that  a  CD  pro- 
vides, and  that's  not  going  to  go  away," 
says  W.  Mitchell  Ratliff,  group  market- 
ing manager  for  Chase's  retail  division. 

Yet  winning  back  customers  may  be 
tougher  than  banks  expect.  Savers 
turned  investors  will  be  accustomed  to 
higher  returns  on  mutual  funds.  Govern- 
ment-bond funds,  for  instance,  now 
show  a  12.5%  average  annual  return. 
And  baby  boomers,  who  are  entering 
their  peak  earning  years,  may  not  have 
as  much  loyalty  to  banks  as  their  par- 
ents. "Baby  boomers  are  more  attuned 
to  investment  than  bank  savings,"  says 
Edward  E.  Furash,  president  of  Wash- 
ington-based consultants  Furash  &  Co. 
"When  rates  tick  back  up,  why  should 
they  leave  stocks  and  long-term  bonds?" 

Over  the  long  run,  the  outlook  for  the 
CD  is  cloudy.  Banks  for  years  have  been 
losing  loan-market  share  to  the  commer- 
cial-paper market  and  nonbank  lenders. 
Many  banks  have  been  gravitating  to- 
ward other  sources  of  income,  such  as 
trading.  "I  think  the  CD  will  be  extinct  in 
the  next  few  years,"  says  Charles 
Clough,  chief  investment  strategist  at 
Merrill  Lynch  &  Co.  While  that  may  be 
an  overstatement,  it's  clear  that  the 
challenge  for  banks  is  to  evolve  into  bet- 
ter marketers  of  nontraditional  products. 
If  they  don't,  they  themselves  may  be  an 
endangered  species. 

By  Suzanne  Woolley  and  Larry  Light, 
with  Leah  Nathans  Spiro,  in  New  York 


SOUPED-UP 
CERTIFICATES  OF  DEPOSIT 
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Tired   of  certificates   of  deposit 
yielding  little  more  than  3% 
. . .  but  wary  of  investments  that 
aren't  government-insured? 

Never  fear:  High-tech  finance  has  an 
answer.  Banks  such  as  Bankers  Trust, 
Chase  Manhattan,  and  Swiss  Bank 
have  begun  marketing  a  dizzying  array 
of  gee-whiz  CDs  powered  by  such  "de- 
rivative" instruments  as  options,  fu- 
tures, and  swaps.  Like  other  deposits, 
the  principal  is  insured  up  to  $100,000 
by  the  Federal  Deposit  Insurance  Corp. 
But  instead  of  a  set  rate  of  interest, 
the  new  CDs  offer  yields  tied  to  the 
performance  of  everything  from  the 
Standard  &  Poor's  500-stock  index  to 
the  value  of  Latin 
American  debt. 

Called  "market 
linked  deposits"  or 
"guaranteed  return 
on  investment  con- 
tracts," among  oth- 
er things,  the  CDs 
are  the  banks'  way 
of  getting  around 
U.  S.  laws  prohibit- 
ing them  from  un- 
derwriting mutual 
funds.  In  some 
ways,  they're  bet- 
ter than  mutual 
funds,  since  they 
promise  to  return 
all  or  most  of  a  de- 
positor's principal 
upon  maturity. 

So  far,  banks  have  sold  such  CDs 
primarily  to  big  American,  Asian,  and 
European  depositors  willing  to  plunk 
down  $100,000  to  $1  million  or  more. 
But  now,  smaller  investors  are  getting 
a  chance.  Bankers  Trust  Co.,  for  one,  is 
offering  these  CDs  in  denominations  as 
small  as  $2,000.  Promising  returns 
linked  to  the  S&P,  the  certificates  are 
being  sold,  much  as  mutual  funds  are, 
through  Raymond  James  &  Associates 
Inc.,  J.  C.  Bradford  &  Co.,  and  several 
other  regional  stockbrokers. 
NO  NITROGLYCERIN.  These  products 
bear  testimony  to  the  increasing  so- 
phistication of  financial  engineering. 
Although  simple  in  concept,  their  con- 
struction is  extremely  complex.  A  typi- 
cal market-linked  CD  is  basically  a 
package  of  zero-coupon  bank  debt  and 
long-term  put  or  call  options  on  an  in- 
dex. On  a  5V2-year,  $10,000  CD  now  be- 
ing marketed  to  consumers,  for  exam- 
ple. Bankers  Trust  will  use  part  of  the 
deposit  to  buy  a  call  option  promising 


f^ll  TYPICAl  NiW-AGI  CP  ' 


ISSUER  Bankers  Trust 

MINIMUM  INVESTMENT 

$10,000* 

TERM  5 1/2  years 

MINIMUM  RETURN 

1 00%  of  initial  deposit 

MAXIMUM  RETURN  Initial 
deposit  multiplied  by  100% 
of  any  gain  in  Standard  & 
Poor's  500-stock  index 

FDIC  INSURANCE 

On  initial  deposit 


$2,000  FOR  INDIVIDUAL  RETIREMENT  ACCOUNTS     DATA:  BANKERS  TRUST  CO. 


to  deliver  100%  of  any  gain  in  the  S&P 
over  the  instrument's  life.  It  will  use 
the  rest  of  the  deposit  tf)  fund  a  dis- 
counted zero-coupon  bond  whose  value 
will  rise  to  $10,000  over  the  same  peri- 
od. So  investors  will  get  their  principal 
back  even  if  the  S&P  declines. 

If  the  S&P  climbs  100%,  the  deposit 
would  double  in  value,  for  a  12.7%'  an- 
nual return.  For  investors  who'll  take 
more  risk,  Bankers  Trust  offers  5V2- 
year  CDs  that  promise  to  return  110%' 
of  any  S&P  increase.  But  if  the  index  is 
unchanged  or  down  at  maturity,  inves- 
tors will  get  only  90%  of  their  $10,000 
back.  In  any  event,  FDIC  insurance  will 
cover  that  907".  Managing  Director 
Joshua  A.  Wein- 
reich  says,  "We 
don't  want  to  sell 
nitroglycerin  to  our 
clients." 

Investors  could 
replicate  some  of 
these  products  by 
trading  options. 
But  brokers'  com- 
missions could  wipe 
out  potential  prof- 
its. "We  are  offer- 
ing one-stop  trans- 
actions," explains 
Chase  Manhattan 
Corp.  Vice-Presi- 
dent Kathleen  T. 
Smith. 

Bankers  Trust 
says  it  uses  hedg- 
ing to  avoid  potentially  big  risks  in  of- 
fering payoffs  linked  to  the  Nikkei 
stock  average,  Latin  debt,  or  the  s&P. 
So  to  hedge  an  S&P  certificate,  BT  i^iay 
enter  into  swaps  ^vith  other  banks  or 
buy  equity -index  futures  or  stocks 
themselves,  using  any  dividends  or 
trading  revenues  to  help  pay  for  the 
downside  protection  it  promises. 

Whatever  the  technique,  the  variety 
of  market-linked  instruments  is  ex- 
panding. Facing  inroads  from  banks, 
Merrill  Lynch  &  Co.  is  preparing  to 
offer  small  investors  5-year  instru- 
ments that  resemble  market-lir.I^ed  CDs 
in  every  way  but  their  FDIC  protection. 
Perhaps  because  of  that,  Merrill  is 
pledging  to  pay  115%  of  any  gain  in  the 
S&P.  Even  if  the  market  falls,  Merrill 
says  it  will  repay  investors'  principal  in 
full.  Bankers  Trust  is  mum  on  what  it 
will  offer  next.  But  for  yield-starved 
savers,  the  competition  can't  help  but 
produce  intriguing  opportunities. 

By  William  Glasgall  in  New  York 
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MARKETS  &  INVESTMENTS! 


BEARS  ARE  COMING 
OUT  OF  THE  WOODS 


Listless  economic  news  is  eroding  investor  confidence  in  stocks 


The  stock  market  has  begun  to  re- 
semble that  other  great  American 
disappointment — Ross  Perot.  Equi- 
ties were  on  a  tear  just  weeks  ago,  with 
the  Dow  Jones  industrial  average  climb- 
ing above  3400  to  an  all-time  high  in 
early  June.  But  stocks  have  seesawed 
sickeningly  since  then,  as  cheerless  eco- 
nomic tidings  have  gnawed  away  at  in- 
vestor confidence.  Opinion  is  growing  on 


hnrnings 
expectations  are 
just  too  high. 
I  think  the 
bull  market 
ended  in  February  for 
most  stocks' 

E.  MICHAEL  METZ 

OPPENHEIMER  &  CO. 


go — the  reelection  of  President  Bush,  de- 
spite the  uncertainty  posed  by  Perot. 
But  in  the  wake  of  his  withdrawal,  the 
Zeitgeist  on  Wall  Street  has  shifted  in 
favor  of  a  Democratic  victory,  and  that 
will  continue  to  dog  the  market  unless 
the  polls  shift  in  favor  of  Bush.  Bhirud, 
who  heads  the  Bhirud  Associates  re- 
search boutique,  is  advising  his  clients  to 
shift  some  of  their  funds  into  cash  as 


Wall  Street  that  stocks  are  expected  to 
repeat  the  kind  of  listless  performance 
that  they  endured  in  1990 — and  can  be 
expected  to  decline,  or  tread  water  at 
best,  for  the  rest  of  this  year. 

Only  the  most  bearish  stock-watchers 
expect  a  market  calamity.  But  even  ana- 
lysts who  believe  the  market  is  funda- 
mentally sound,  such  as  widely  followed 
market  maven  Suresh  Bhirud,  are  turn- 
ing cautious.  So  are  market  strategists 
employed  by  major  brokerage  houses, 
despite  an  institutional  tendency  to  ac- 
centuate the  positive.  Among  the  Wall 
Street  luminaries  who  are  predicting  a 
spiritless  second  half  are  E.  Michael 
Metz  of  Oppenheimer  &  Co.,  Morgan 
Stanley's  Byron  R.  Wien,  and  Greg  A. 
Smith  of  Prudential  Securi- 
ties Inc.  "Everybody's  strug- 
gling to  make  money,"  la- 
ments Smith,  "but  you  can 
only  bang  your  head  against 
the  wall  for  so  long  before 
you  decide  the  wall  is  harder 
than  your  head." 

Here  are  some  of  the  key 
arguments  being  advanced 
by  the  bears: 

■  The  election.  Until  recently 
the  market  had  assumed — 
"discounted,"  in  market  lin- 


fiscal  restraint,  no  matter  who  is  elected. 
That  would  be  a  downer  for  stocks. 

■  The  dollar.  The  increase  in  the  German 
discount  rate  is  giving  investors  the  wil- 
lies, and  it  sent  the  U.  S.  market  tum- 
bling on  July  20.  Skeptics  maintain  that 
weakness  in  the  dollar  will  continue  to 
put  upward  pressure  on  bond  yields  and 
thus  hurt  the  market. 

■  Small-investor  bullishness.  That  has 
long  been  a  danger  signal,  and  bears 
maintain  that  red  lights  are  flashing. 
They  note  that  the  market  for  initial 
public  offerings  was  robust  until  recent 
ly  and  that  industry  statistics  show  in 
vestor  cash  flowing  into  equity  mutua 
funds.  "Most  people  are  still  positive 
People  are  fully  invested,"  notes  Wien. 

So  where  should  investors  place  thei] 
money  if  they  insist  on  buying  stocks! 
Interest-rate-sensitive  stocks — banks 
and  utilities,  for  example — are  favore( 


part  of  a  "defensive  posture  until  the 
Presidential  elections." 
■  The  economy.  It's  starting  to  scare  peo- 
ple. Sure,  economic  weakness  has  been 
keeping  interest  rates  low,  thereby  sus- 
taining bond  prices  and  making  lofty 
price-earnings  ratios  seem  more  palat- 
able. But  low  rates  are  no  longer  gener- 
ating all  that  much  enthusiasm,  and  ana- 
lysts have  lately  been  raising  the 
possibility  that  continued  malaise  may 
cut  the  legs  out  from  under  corporate 
earnings.  "Earnings  expectations  are 
just  too  high,"  says  Metz.  "It's  unrea- 
sonable to  postulate  accelerating  earn- 
ings momentum  in  the  second  half  of 
1!)92  and  a  25%  increase  in  earnings  in 
1993."  Metz  thinks  1993  will  be  a  time  of 


*You  can  only  bang 
your  head 
against  the  wall 
for  so  long 
before  you 
decide  the  wall  is 
harder  than  your  head' 

GREG  A.  SMITH 

PRUDENTIAL  SECURITIES  INC. 


'There 's  a  lot 
of  negative  sentiment — a  lot 
of  professional 
bearishness  around. 
But  there  are  times 
when  the  professionals 
are  right' 

BYRON  R.  WIEN 

MORGAN  STANLEY  &  CO. 


by  otherwise  stock-averse  market  watcl 
ers  because  of  continued  depresse 
rates.  Also  getting  the  nod  are  comp£ 
nies  that  are  expected  to  buck  the  econc 
my  and  show  strong  earnings  growtl 
Smith  puts  in  that  category  such  ol 
standbys  as  Gillette  Co.  and  Coca-Col 
Co.,  and  Metz  believes  that  insuranc 
companies  such  as  American  Intern: 
tional  Group  and  Washington  Nation; 
and  drugmakers  Bristol-Myers  Squib 
and  SmithKline  Beecham  should  do  we 
in  the  months  ahead.  But  there  isn 
much  else  that  tickles  his  fancy.  Say 
Metz:  "I  think  the  bull  market  ended  i 
February  for  most  stocks." 

One  silver  lining  in  the  otherwis 
cloudy  picture  is  the  fact  that,  well,  tl 
picture  is  so  cloudy.  Neg 
five  sentiment  is  considert 
good  among  folks  of  a  co: 
tranan  bent — on  the  theoj 
that  the  conventional  wi,' 
dom  is  often  wronij 
"There's  a  lot  of  negati^ 
sentiment — a  lot  of  profe 
sional  bearishness  around 
concedes  Wien.  "But  the 
are  times  when  the  profe 
sionals  are  right"  And  th 
may  be  one  of  them. 
By  Gary  Weiss  in  New  Yor 
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■  HOME  ON  THE  RANCH: 
BERGER'S  FUND  HAS 
BEATEN  THE  S&P  500 
FOR  THE  PAST  FIVE  YEARS 
BY  A  HEFTY  SEVEN 
PERCENTAGE  POINTS. 
HIS  CREDO:  PUT  MONEY 
ONLY  IN  STOCKS  WITH  HIGH 
EARNINGS  POTENTIAL 


UTUAL  FUNDS  I 


THE  MOUNTAIN  MAN 
OF  MONEY  MANAGEMENT 


3enver's  Bill  Berger  has  attracted  $150  million  in  '92 — so  far 


William  M.  B.  Berger  has  been 
running  Berger  100  Fund  for 
nearly  20  years,  but  until  last 
'ear,  few  outside  of  Denver  had  ever 
leard  of  him.  In  1991,  the  66-year-old 
noney  manager  hit  a  bonanza,  racking 
ip  a  humongous  88.87o  total  return — 
nore  than  twice  the  return  of  the  aver- 
Lge  growth  fund  and  nearly  three  times 
he  Standard  &  Poor's  500-stock  index. 

That  performance  put  Berger  on  the 
nap.  The  Berger  100  has  ballooned  from 
;i5  million  at  the  start  of  1991  to  $367 
nillion  now.  Half  the  new  money  has 
:ome  in  this  year.  The  number  of  share- 
lolders  has  rocketed  from  2,500  to 
50,000 — most  of  whom  expect  big  things 
"rem  this  6-foot,  5-inch  Coloradan.  But 
>o  far,  1992  hasn't  worked  out  quite  that 
vay.  The  fund  is  down  11.67f,  while  the 
i&P  500  is  about  even.  True,  investors 
ire  fickle,  and  as  Kurt  Brouwer,  a  San 
^^ancisco  investment  adviser,  says,  "hot 
noney  can  go  as  fast  as  it  can  come." 
■Nevertheless,  Berger's  shareholders  are 
sticking  with  the  mountain  man  of  mon- 
ly  management,  and  new  ones  are  ap- 
pearing every  day. 

"Performance  comes  in  lumps,"  says 
Merger,  whose  fund  has  been  in  the  red 
)efore.  The  fund  slid  6%  in  1990  and  209! 
n  1984.  Yet  over  the  long  term,  Berger 
las  had  the  right  stuff.  The  fund  racked 
ip  a  16.5%  average  annual  return  for 
he  five  years  ended  June  30 — a  hefty 
ieven  percentage  points  better  than  the 


S&P  500.  And  BUSINESS  week's  1992  Mu- 
tual Fund  Scoreboard  gave  the  fund  its 
highest  rating. 

Berger  is  holding  fast  to  his  philoso- 
phy of  investing:  Put  money  only  in 
stocks  with  high  earnings  potential. 
That's  not  easy  when  many  of  last 
year's  winners — such  as  T"  Medical  and 
BMC  Software — are  getting  battered  in 
this  year's  market,  which  has  taken  a 
fancy  to  cyclical  companies  such  as  Gen- 
eral Motors  Corp.  But  he's  also  faring 
better  than  many  of  last  year's  top 
funds  because  of  some  fleet-footed 
moves.  For  one,  he  dodged  the  biotech 
rout  by  selling  late  last  year,  and  he 
scored  points  with  foreign  stocks  that 
many  competitors  didn't  even  consider. 

Berger  sets  high  standards  for  choos- 
ing a  growth  stock.  The  company  must 
have  at  least  three  years  of  20%-  annual 
growth  in  earnings,  and  a  return  on  eq- 
uity twice  that  of  the  stock  market — or 
about  20%.  Says  Berger:  "Earnings 
growth  is  the  only  thing  that  works." 

The  danger  in  this  strategy  is  that  the 
stocks  are  pricey — with  high  price-earn- 
ings ratios  and  price-book  value  ratios — 
and  thus  vulnerable  to  bad  news.  Look 
at  Stac  Electronics,  a  software  company. 
It  plunged  37%  on  July  21,  after  report- 
ing disappointing  profits.  Berger  sold, 
too,  taking  a  $1.65  million  loss  on  300,000 
shares.  Why?  "The  cockroach  theory," 
explains  Rodney  L.  Linafelter,  Berger's 
co-manager.  "When  one  [bad  earnings 


report]  shows  up,  there's  another  one 
behind  it." 

But  Berger  has  been  picking  winners, 
too.  In  early  July,  he  paid  $28  for  Inter- 
national Game  Technology,  which  makes 
slot  machines.  It's  now  31 V2.  About  the 
same  time,  he  paid  $28  for  Synoptics 
Communications  Inc.,  which  makes  com- 
puter networking  hubs.  It's  now  33. 

Berger's  Israeli  investments — made 
before  the  Labor  Party's  victory  set  off 
a  rally — are  paying  off,  too.  ECl  Telecom 
Ltd.,  purchased  at  21,  is  now  27.  Lannet 
Data  Communications  is  up  68%-.  Berger 
is  upbeat  on  Israel  because  of  its  highly 
educated  work  force  and  government- 
backed  research  and  development. 
OXCART  PLUTOCRAT.  Berger  is  also  bull- 
ish on  Mexican  stocks.  "Bush  and  Clin- 
ton favor  free  trade,"  says  Berger.  Be- 
sides, Mexico  "could  live  without  it. 
They're  doing  a  fine  job,  gracias,  deal- 
ing with  the  rest  of  the  world."  So  he's 
buying  Internacional  de  Ceramica,  which 
makes  and  exports  ceramic  tiles,  and  is 
adding  to  holdings  in  bank  stocks  Grupo 
Fin  Banamex  and  Grupo  Fin  Bancomer. 

Berger  hails  from  a  long  line  of  mon- 
ey managers.  His  forebears  rode  an  ox- 
cart to  Colorado  from  Ohio  in  1862  and 
founded  what  became  the  Colorado  Na- 
tional Bank  of  Denver,  financing  much 
of  the  stiite's  growth.  Five  generations 
later,  Berger,  who  went  to  Yale  Univer- 
sity with  George  Bush,  still  manages  old 
Denver  money  in  a  $68  million  private 
portfolio. 

Berger  spends  weekends  at  his  100- 
year-old  Estabrook  ranch  near  Bailey, 
Colo.,  and  lunches  frequently  with 
quirky  intellectuals  at  Denver's  all-male 
Cactus  Club.  Soliciting  business  there  is 
verboten,  but  so  what?  With  four  dollars 
coming  into  the  fund  for  every  one  go- 
ing out.  Bill  Berger  doesn't  need  to  beat 
the  bushes  for  investors.  Now  that  he's 
on  the  map,  they  find  him. 

By  Sandra  D.  Atchison  in  Denver 
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BY  GENE  G.  MARCIAL 

DON'T  HANG  UP 
ON  MILLICOM 
JUST  YET 


For  a  company  in  the  telecommuni- 
cations business,  Millicom  isn't 
communicating  that  well  with,  of 
all  places.  Wall  Street.  Up  as  high  as 
26  a  share  in  early  1990,  its  stock  is 
now  "unloved  and  almost  unfollowed 
on  the  Street,"  notes  Alf  Humphries, 
an  analyst  at  the  investment  banking 
firm  Hanifen  Imhoff,  in  Denver.  The 
stock  has  continued  to  slide  this  year, 
from  10  in  January  to  7%  on  July  22. 
But  don't  count  Millicom  out.  Things 
will  get  better  soon,  say  some  pros. 

Here's  why:  Millicom,  a  provider  of 
cellular  telephones,  personal-messag- 
ing (paging),  and  satellite-television 
services  in  15  countries,  is  scheduled  to 
take  its  Luxembourg-based  joint  ven- 
ture, Millicom  International  Cellular 
(MIC),  public  in  Europe.  Millicom  owns 
467'  of  MIC,  and  Kinnevik,  a  Swedish 
conglomerate,  controls  49.5%. 

MIC  will  sell  14%',  or  7  million  shares, 
of  its  new  50  million  shares  at  around 
10  a  share.  With  the  offering,  Milli- 
com's  stake  will  be  cut  to  39.5%,  or 
nearly  $200  million.  Based  on  Milli- 
com's  14.8  million  shares  outstanding, 
that  39.5%'  translates  into  an  added  val- 
ue to  the  holding  company's  stock  of 
$13.50  a  share,  estimates  one  New 
York  money  manager  who  attended  a 
"due  diligence"  meeting  on  the  deal 
held  in  New  York  on  July  20.  Millicom 
recently  completed  a  series  of  "road- 
shows," or  meetings  with  potential  big 
investors,  in  Europe,  where  interest  in 
the  new  stock  is  very  high. 
'HIDDEN  ASSET.'  This  money  manager 
says  Millicom  will  definitely  be  worth 
much  more  after  the  MIC  offering.  Tak- 
ing the  unit  public  will  "uncover  the 
hidden  asset"  that  MIC  really  is,  he 
says.  MIC  owns,  or  has  major  stakes  in, 
and  operates  cellular  networks  mostly 
in  developing  countries,  including  Cos- 
ta Rica,  Ghana,  Mexico,  Pakistan,  Par- 
aguay, and  the  Philippines.  And  it  has 
plans  to  operate  in  at  least  20  other 
countries,  including  India,  Italy,  and 
Turkey,  says  this  pro. 

MIC  has  about  25,000  subscribers  and 
expects  to  more  than  triple  this  figure 
by  yearend,  says  Hanifen  Imhoff's 
Humphries.  In  1991,  cellular  usage  per 
subscriber  averaged  270  minutes  per 
month,  vs.  about  160  minutes  in  the 
U.  S.,  with  an  average  monthly  bill  of 


MILLICOM  MAYBE 
SIGNALING  AN  UPTURN 
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$115  (vs.  about  $85  in  the  U.S.). 

"Cellular  phones  give  poor  countries 
a  quick,  relatively  cheap  way  to  obtain 
late  20th  century  telecommunications 
technology,  and  MIC  is  well-positioned 
to  provide  it,"  he  says.  With  the  huge 
pent-up  demand  for  phones  in  Third 
World  countries,  Humphries  thinks  MIC 
is  worth  $900  million.  Adding  that  to 
Millicom's  other  operations,  including 
two  satellite  TV  stations  that  operate  in 
the  U.  S.  and  overseas,  a  pay  telephone 
joint  venture  in  the  U.  S.,  and  a  mobile 
radio  operator,  he  puts  Millicom's 
breakup  value  at  29  a  share. 


THIS  FOODMAKER 
MAY  START  COOKIH' 


When  money  manager  Ed  Wa- 
chenheim  III  saw  Rykoff- 
Sexton  shares  tumble  from 
21  in  February  to  15  in  June,  he  started 
buying.  Companies  such  as  Rykoff, 
which  are  "strong  in  solid  businesses 
that  come  into  disfavor  because  of  tem- 
porary earnings  adversities,"  are  the 
stocks  to  buy  in  this  kind  of  market 
environment,  says  Wachenheim,  chair- 
man of  Greenhaven  Associates,  which 
manages  some  $475  million.  "We  like 
to  buy  straw  hats  in  the  winter." 

Wachenheim  notes  that  Los  Angeles- 
based  Rykoff,  the  nation's  second-larg- 
est publicly  owned  food-service  compa- 
ny, with  revenues  of  $1.5  billion,  is  a 
bargain  compared  with  the  industry's 
No.  1  player,  Sysco,  where  revenues 
top  $10  billion.  Wachenheim  says  Ry- 
koff, which  trades  on  the  Big  Board, 
sells  at  about  its  book  value  of  $16  a 
share,  while  Sysco  trades  at  four  times 
its  $6  book.  And,  he  adds,  Rykoff  is 


cheap  based  on  the  revenues-to-market- 
value  ratio:  Rykoff  sells  at  8.4  times, 
and  Sysco  sells  at  only  2.1  times. 

That's  not  all.  Earnings,  which  have 
been  squeezed  by  declining  food  prices 
in  the  past  two  years,  are  ready  to  turn 
up  strongly,  says  Wachenheim.  He  be- 
lieves Rykoff  will  benefit  when  the 
economy  takes  off.  It  supplies  40,000 
products  to  106,000  customers  such  as 
restaurants,  hospitals,  and  schools. 
Foods  account  for  66%  of  its  sales, 
cookware  and  dishwashing  equipment 
18%',  and  janitorial  supplies  16%^^. 

Wachenheim  sees  profits  rebounding 
from  fiscal  1992's  $1.09  a  share,  to 
$1.45  in  the  fiscal  vear  ending  Apr.  30, 
1993,  $2.30  in  1994,  and  $3  in  1995. 
Based  on  these  estimates,  he  thinks 
the  stock  could  be  worth  45  a  share  in 
12  to  18  months. 


A  PINE  BOX 
PLAY 


There's  nothing  as  certain  as 
death,  and  in  these  uncertain 
times,  investing  in  funeral  homes 
may  give  some  new  life  to  a  portfolio. 
The  nation's  biggest  company  in  the 
funeral  services  business  is  Service 
Corporation  International,  which  owns 
and  operates  660  funeral  homes  and 
160  cemeteries  nationwide  and  in  Cana- 
da. With  Service's  earnings  in  an  up- 
swing and  its  shares  on  the  rise — from 
9  a  share  in  1990  to  18  in  recent  days — 
some  big  investors  say  there's  a  good 
chance  that  the  stock  will  hit  the  low 
30s  in  another  12  months. 

One  bull  is  Todd  Richter,  senior-vice 
president  at  Dean  Witter  Reynolds, 
who  estimates  that  this  recession-proof 
company  will  earn  (adjusted  for  a  re- 
cent stock  split)  $1.20  a  share  this  year 
and  $1.35  next  year,  vs.  1991's  $1.02. 
He  says  Service's  strategy  of  acquiring 
growing  and  "quality"  funeral  homes 
will  continue  to  lead  to  widening  profit 
margins  and  rising  earnings.  Some  big 
investors  in  Service  include  J.  P.  Mor- 
gan, which  owns  10%  of  the  stock,  and 
Eagle  Asset  Management,  with  7%. 

Service  owns  some  of  the  best- 
known  funeral  homes  including  New 
York's  Frank  E.  Campbell  and  River- 
side. It  also  is  constructing  22  new  fu- 
neral homes  this  year. 

A  big  source  of  business  may  well  be 
overseas,  primarily  in  Europe  and 
Asia,  says  Chairman  and  CEO  Bill  Hei- 
ligbrodt.  But  even  without  expanding 
abroad,  he  sees  revenues  rising  from 
$643  million  in  1991  to  $790  million  in 
1992  and  to  $865  million  in  1993. 


FINAN 


We  Fit  Hundreds  Of  Advancements  Into  A  4x4  Area. 


There's  Only  One  Jeep® 
Advantage:  Chrysler^ 


Chrysler'-i  Owner's  Choice  Protection  Plan  includes:  7-year/70.000-mile  powertrain  protection  or  3-year/36. 000-mile  bumper^ 
to-bumper  warranty.  Your  choice.  And  with  no  deductible.  See  limited  warranties,  restrictions,  and  details  at  dealer.  Excludes 
normal  maintenance,  adjustments,  and  wear  items.  For  further  information  about  Jeep  Grand  Cherokee,  call  I-800-JEEP-EAGLE, 
ASw7t»3fesf#  Jeep  is  a  registered  trademark  of  Chrysler  Corporation.  Buckle  up  for  safety. 


OFFICIAL  SPONSOR  OF  THE  1992  USA 
U  S  OLYMPIC  TEAM  36  USC  380  'I^^^ 


FOR  AD  RATES 
AND  INFORMATION 

MMBUSINESSnWEEK 

BUSINESS  WEEK 
MARKET-PLACE 

PHONE: 

100  EAST  OHIO  STREET 

(312)  337-3090 

Mvm  littHmT      1  ilMm 

SUITE  632 

OR  WRITE: 

f  lr^HJulCfi  LHXk 

CHICAGO,  IL  60611 
FAX:  (3 12)  337-5633 

Presentation  Equipment 


The  most  advanced  pen  sized 

Laser  Pointer 
INFINITER  ^ 


$92 

Plus  Tax.  $5.00  S&H 

'^^mmssmm  O  ^^^^^  ^ 

RT|T|MjUf|J^2j^l     55        Couri.  Danville,  CA  94526 


Corporate  Gifts 


Free  Shirt/Free  Logo 


Before  we  custom  emhrokler  your  logo  on  our  great  quality,  100%  cotton, 
American  Made  polo  shirt,  we'll  give  you  one  to  wear-test,  and  make  up 
your  logo,  tree.  Try  our  shirt,  see  your  logo.  Find  out  tor  yourselt  why  our 
shirt  with  your  logo  is  better  than  Lacoste  or  Ralph  Lauren.  Minimum 
order  ju.st  12  shirts.  Free  shipping  tot  international  orders.  More  Info?  Call 

1-800-847-4478       (Fax  1-718-782-4614) 
The  Queensboro  Shirt  Company 
Dept  BW28,  80  N  5th  St,  Greenpoint,  NY  11211 


Send  us  your  color  logo*  along 
with  $10.50  and  well  rush  you 
a  personalized  wocUng  quart? 
watch  sample  as  our  convincerl 


•  (UDt.  2  Mmpla/c«mpany) 
naCAIMOG  CAU.  (818)288-9791  oe  write 

IDEAL  WATCHES.  CO 
8033  SUNSET  BLVD  #63  LOS  ANGELES.  CA  90046 


IMAGE 
BUILDERS 


PROMOTE  YOUR  BUSINESS... 
EVERYDAY  LOW  PRICES  ON. . 


CHOOSE  FROM 
HUNDREDS  OF  ITEMS. 
CALL  FOR  FREE  CATALOG 


1-800-792-2277 

FAX  1-510-786-1111 
THE  CORPORATE  CHOICE 


Corporate  Gifts 


Business  Services 


RESEARCH  REPORTS 

19.278  academic  lopics  available' 
Send  $2  00  tor  itie  272-page  catalog 
Custom-written  reports  also  available 
RESEARCH  ASSISTANCE 

1  1322  Idaho  Ave  ,  #206BF, 
Los  Angeles.  CA  90025 
Toll  Free  Hotline:  800-351  0222 
(California:  310-477-8226) 


Corporate  Gifts 


Corporate 
Hes 

p  (150  pc.  minimum) 
'Gain  recognition  from 
neckties  customized 
with  company  logo. 

Free  literature  upon  request. 
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Barnajid-Maine  ltd. 

P.O.  Box  275 
Castine,  ME  04421 


Outside  ME 
800-962-1526 


TEL:  207-326-9179 
FAX:  207-326-9080 


Computer  Software 


Mac-In-DOS 

BREAK  THROUGH!!!  Allows 
your  PC  to  Read,  Write  & 
Format  Mac  HD  diskette. 
Exchange  of  text,  binary, 
graphics  files  between  Mac 
&  DOS  is  NOW  POSSIBLE  with 
this  software  program.  No  ca- 
ble or  extra  hardware  is 
needed.  Also  for  Sun,  IBM,  RS, 
HP,  SCO  &  Interactive  UNIX. 

Pacific  Micro 

201  San  Antonio  Circle  C250 

Mt.  View.  CA  MOiO 

(415)  »i8-6200  Phone 

(415)  »t8-6296  Fax 


Golf 


ACCLAIMED  GOLF  VIDEO 

***BALLYBUNION*** 
Ireland's  Greatest  Course 


Home  pro  plays  the  holes  at 
this  World  top  ten  course. 
Plus  magnificent  ocean 
scenery,  course  strategy, 
club  fiistory  and  much  more. 
60  minutes.  $29.95  +  $3.50 
S&H,  IVIC/VISA. 

Golfing  Gems 
P.O.  Box  76 
Chappaqua,  NY  10514 
1-800-441-2436 


Newsletters/Periodicals 


WHAT'S  UP 
IN  CANADA? 


Stay  on  lop  ol  key  business/economic  news  with 
"The  Broolts  L  ColUe  Report  on  Canada" 
For  a  tree  sample  issue,  mail  or  lax  your 
letterhead  or  business  card  lo 
Brooks  «  ColDe  Limited.  74  Bedford  Pk  Ave 
Toronto.  ON  l^5M  1J1 
Fax  416  489  5152 


Legal/Tax  Information 


L  E^X  P  R  E  s 

 ]tm 

Foreign  Laws  •  In  English  •  On  Demand 

Call  Of  lax  lor  complmenlafy  copy  o(  Lawlisl  92.0, 
our  comprehensive  guide  lo  the  corporate, 
commercial,  tax,  labor  and  intellectual  properly 
laws  ol  45  counlries. 

Phone:800-446-0906  Fax:414-963-4831 


Financial  Services 


MARKET  TRACKER 

Software  That  Won't  Cost 
You  The  Portfolio  ^ 


Keep  track  of  your  portfolio  on 
a  daily  basis.  MARKET  TRACKER 
keeps  you  abreast  of  your  stocks, 
bonds,  options,  warrants  and 
commodities.  Facilitate  long  & 
short  positions,  track  investment 
types,  brokers,  industries,  etc. 
Will  keep  track  of: 


Display/Print  Graphs 

•  Current  or  YTD 

•  IBH/I  POcompatible 

•  Easy  Menus 

•  Easy  Entry  Screens 

•  Generates  IRS  Forms 


•  Strxks 

•  Options 

•  Warrants 

•  Bonds 

•  Commodities 

•  User  Friendly 

•  Long  8i  Short  Term 

•  l\/lultiple  Sub  Portfolios 


ORDER  TODAY 
Call  (703)  330-4400  $59.95 

PPir-q  7.95 


PhOENIX  FINANCE,  LTD 

P.O.  Box  4086 
Manassas,  VA22110 


$67.90 


Franchising 


fr 


Exclusive 
Territories  * 

Continental  U.S. 

DUNKIH' 
DONUTS 

1-800-543-5400. 


Rated  "*3  top  franchise  for 
1992"  by  Entrepreneur 
Magazine 

'  Hxtlusi\  it\  is  limited 
^        ( )tItT  made  b\  prospectus  onU  ^ 


Cable  TV 


CABLE  TV  DESCRAMBLERS 

CONVERTERS,  ACCESSORIES 

Name  Brands.  Lowest  Prises.  Best  Service. 
For  FREE  16-page  color  catalog  call 

CABLE  READY (3001  234-1006 
COMPANY    tw^fM-i  ivvw 


FREE  CATALOG!  1-800-345-8927 
JERROLD  HAMLIN  OAK  ETC. 

CABLE  TV  DESCRAMBLERS 


•  Special  pricesi  •  Compare  Our  Low  Retail 
Pncesi  •  Orders  From  Stock  Shipped  Immediately' 
•  Guaranteed  Warranties  &  Prices! 
•  All  Maior  Credil  Cards 
PACIFIC  CABLE  CO  ,  INC. 
7325Vi  Reseda.  Oept  858  Reseda,  CA  91335 
For  catalog,  orders  &  info    1  -800-345-8927 


Travel 


0y  free  uHth  'Jrcc'JikT 

Join  30  frequent  traveler  programs 
and  enjoy  tree  flights,  rental  cars  & 
hotel  stays.  Airlines,  hotels  and  car 
renters  offer  incredible  Incentives  to 
get  your  business!  Send  $9.95 
or  SASE  for  more  information  to: 
FreeFlier,  Bovirling  Green  Station 
Box  844,  Nevir  Yon<.  NY  10274-0844. 


FOR  AD  RATES 

m  M  BUSlNtSSm^  WEEK 

BUSINESSWEEK 

AND  INFORMATION 

MARKET-PLACE 

PHONE: 

100  EAST  OHIO  STREET 

(312)337-3090 

mUmllttHmTm^l  lift 

SUITE  632 

OR  WRITE: 

f  rl/lfincif  LHXt 

CHICAGO,  IL6061 1 
FAX:  (3 12)  337:5633 

Business  Opportunities 


PERSONALIZED  CHILDREN'S  BOOKS 


Turn  a  small  investment  into  that 
profitable  lull  or  part  lime  business  you 
have  always  dreamed  about! 

An  excellent  home  opurjiuLl  biibinessi 
Books  sell  last  in  stores'  Ai  laiis'  Parlies' 
Malls'  Or  mail  order ,  anywhere  there  are 
people  It's  easy  to  make  $4000  lo  $8000 
per  month  making  and  selling  our  excit- 
ing line  of  personalized  books  (lor  chil- 
dren &  grown-ups)  Personalized  audio 
tapes  and  slaimnery  available  also 

CALL  TODAY!  (214)  248-9100 

D&K  ENTERPRISES,  INC. 

321 6  Commander  Drive,  Suite  101 

Dept  21 

_  Carrollton,  Texas  75006  

Education/Instruction 


COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  DOCTORATE 

For  Work,  Lite  and  Academic 
Experience  •  No  Classroom 
Attendance  Required 


Call  (800)  423-3244 

or  send  detailed  resume 
lor  F-ee  Evaluation 

Pacific  Western  Univer-sity 

600  N  Sepulveda  Blvd  DepI  170 
Los  Angeles.  CA  90049  USA 


MBA  Degrees 

hrough  home  study  in  Marketing, 
Management,  Human  Resources, 
Health  Care  Administration.  Save 
ime,  effort  and  money  for  AA,  BBA 
MBA.  Get  the  facts  and  see  for 
rourself.  Call  (800)  477-2254, 
Southern  California  University,  202 
^ashion  Lane-BW,  Tustin  CA  92680 


Earn  MBA  At  Home 

B.S.  program  also  available. 

All  COURSES  BY  CORRESPONDENCE 

Join  students  from  Fortune  500  companies. 

CHADWICK 


UNIVERSITY 
''Learning  not  limited  by  classroom  walls. " 

or  free  catalogue  call:  1-800-767-2423 


IT  PAYS  TO  ADVERTISE 
(N  THE  BUSINESS  WEEK 
MARKET-PLACE 

The  Business  Week 
Market-Place  Section  is  a 
special  advertising  feature 
appearing  in  the  first  issue 
of  each  month.  The  Market- 
place provides  an  ideal 
'Showcase'  for  advertisers 
who  have  products  or  ser- 
vices that  appeal  to  Busi- 
ness Week's  more  than  6.8 
million  responsive  readers. 

For  rates  and  information 
write: 

BUSINESSWEEK 
MARKET-PLACE 
100  East  Ohio  St.,  Suite  632 
Chicago,  IL  60611 
or  call  (31 2)  337-3090 
or  FAX  (312)337-5633 


Health/Fitness 


Executive  BackChair 


Engineered  for 
customized  orthopedic 
support  to  prevent  and 
relieve  back  pain 

•  Forward-tilt 
feature 

•  Adjustable 
neck  rest 

•  Built-in 
adjustable 
lumbar  support 

As  mentioned  in 
the  Wall  Street  Journal 


Ti^/^t-G^.r^.  FREE  Color  Catalog 
DaCKOaver  1.800-251-2225  or  write 
53  Jeffrey  Ave..  Depi.  OWE.  Hollision.  MA  01746 


BUY 
RLAL 
THOMG 
DOVT 
SETTLE 
FOB 

RUBBER 
BAND 
UNITS. 
THOIJ&WJDS 
SOLD 


NEW  YORK  BARBEXLS 
P.O.  Box  3473.Elinlra 
NY  14tK]5-0473 
1  800-446-  1833 
CAJX  FOR  FREE 
FULL  UNE  CATAUXl 


BP300  is  a  cxxnpiei^ 
we^ht  Uflstg  loot  fhal 
UKVfcs  ai  mqfor  muade 
groupe  Great  for  ID^ 
whcie  Jdfni^  Pr^ered 
by  f*qfeaa»ontil  Body 


Sports  Equipment 


Cheat 
At  Tennis 


|trnm.s  m  i()r]  Your  Own 
^MMMPl  Portable 


*W  Tennis  Ball 
Machine 


1-800-448-8867 

for  FREE  brochure 


Building  Systems 


 \  ^  30'x60' 

~%  xlO' 

-  $4,876 

BUILD  IT  YOURSELF  AND  SAVE  MONEY. 
5000  SIZES,  ALL  STEEL,  CALL  TODAY  FOR 
BROCHURE  AND  PRICE  OUOTE. 

HERITAGE  BllLDING  SYSTEMS 
800-643-5555 


Wine  Cellars 


WINE  CELLARS  BY 

28  HANDMADE  WOOD  MODELS  ♦  1 1 4  TO  3400  BOTTLES  ♦  r^A'oE  in  u  s  A 

FACTORY  DIRECT  JO  YOU  "'^^TscovTr"^^ 

YOUR 
COST 
SI  695 
1995 
1795 
995 
1195 
1995 
2995 

Designers' non  wood  model  60  bottle  glass  door  899  659 

VinOtemp  Int'l ♦  1 34  W  131st  St  (PO  box  6I6I  E)  ♦  Los  Angeles,  CA  90061 
CALL  800/777-VINO  (777-8466)  or  213/719-9500  fax  213/719-9518 

IMMEDIATE  SHIPMENT  ON  MOST  MODELS  WE  WILL  NOT  BE  UNDERSOLD  ♦  CALL  US  FIRST 


MODEL 

DESCRIPTION 

APPRX  CAPACITY 

SUGG 
RETAIL 

440 

Uprigtit 

400 

S2495 

700 

Upright 

600 

2995 

296 

Credenza 

280 

2695 

1 1d 

Compact 

114 

1395 

230 

Two  Doors 

230 

1795 

700FUR 

Fur  Vault 

8  to  10  Furs 

2995 

700HH 

His  and  Hers 

300  bottles  4/5  Furs 

3995 

Menswear/Fashion 


men's  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

Extra  width  for  men 
who  need  it 
Excellent 
variety, 
styling 
and 
quality 
Send  for 
FREE  CATALOG 

Tlie  Widest  Selection  ot  the  Widest  Slioes  Anywiiere! 
HITCHCOCK  SHOES.  INC 

Dcpt  .S.S  k  Hingtiani.  M.A  0204.^ 


The  best  underwear  anywhere. 

'a  Boxers,  brietsand  undershirts 
*\  F-'inest quality.  IOO%cotton 
V*,  tabncs  including  Sea  Island 
d  Cotton.  Not  sold  in  stores. 
■  For  exclusive  catalog: 

GREEN  POND 


Waterfront  Properties 


EXCLUSIVE  PROPEFTTY 
ADIRONDACK  MT.  LAKEFRONfT 

2.5  acres  and  over  200'  on  one  of  ttie 
area's  largest  unspoiled  lakes.  Century- 
old  trees  grow  along  unmatched  stiore- 
line. Enjoy  spectacular  sunsets  in  a  very 
peaceful  &  private  setting,  (deal  execu- 
tive escape.    Uniquely  one  ot  a  l(ind. 

Offered  at  $229,000  witfi  financing. 
Call:    CHRISTMAS  &  ASSOCIATES 
518-359-9771.  Your  call  Is  contidenlial. 


Automotive/Accessories 


FUEL  ENERGIZER 

15%  -25%  MORE  MPGs 
Plus  Cleaner  Engine 
GUARANTEED 

Order  Today 

Gas  Cars,  Trucks  &  Boats 

$89.95  +  $4.50  S&H 

(Texas  buyers  add  7.25%  sales  tax) 

TECHNICAL  ADVANTAGE  GROUP 

P.O.  Box  190B 
Grapevine,  TX  76099 
817-481-8316  •  Fax  817-481-1575 

EPA  approved  for  California 
Allow/  3-4  weeks  delivery. 


Sales  Promotion/Marl(eting 


Sales  Leads  &  Mailing  Lists 


•  9  Million  U  S  Businesses  ■ 

leleptione  Venlied  wtlh  Conlacl  Name  and  Employee  Si/e 

•  1 1  Million  High  Income  Americans  •  84  Million  Consumets/ResiiJenis 

•  I  2  Million  Cartiiduri  Bu-iinKses     •  Opporlunity  Seekei; 

FREE  Catalog  •  Call  |402)  331-7169  or  write 
American  Business  Lists 

PO  Bo«  27347,  DepI  01  062-Omaha,  NE  68127 


Classic  Car  Replicas 


REAL 
NOT  A  DREAM 


FIBERFAB  INTERNATIONAL,  THE 
COMPANY  THAT  LEADS  IN 
PRODUCT  ENGINEERING  AND 
INNOVATIONS,  OFFERS  THESE 
EASY-TO-ASSEMBLE  REPLICAS. 
CREATE  YOUR  OWN  AUTOMOTIVE 
LEGEND  TODAY  AND  MAKE 
YOUR  DREAM  A  REALITY.  For 
more  information  and  a  Compli- 
mentary Color  Brochure  write: 

Fiberfab  International 
6807  Wayzata  Blvd. 
■Minneapolis,  MN.  55426 

Of  CALL 

1-800-328-5671 

In  MN  (612)546-7336 


nformation  Processin 


COMPUTERS  I 


DIDDEC  - 
MOVE  TOO 
1  ATE? 

The  comeback  costs  are  staggering 


DEC  HEADQUARTERS:  THE  COMPANY  PLANS  TO  LAY  OFF  I5,000  EMPLOYEES,  AND  FOURTH-QUARTER  LOSSES  MAY  HIT  $2  BILLION 


In  the  end,  Kenneth  H.  Olsen  simply 
had  too  soft  a  heart.  Despite  his  infa- 
mously j^ruff  exterior,  the  6G-year- 
old  founder  of  Digital  Etjuipment  Corp. 
still  wanted  to  run  the  $14  billion  mini- 
computer company  as  a  giant  family 
business,  with  him  as  the  benevolent  fa- 
ther. Even  as  the  company's  payroll  rose 
to  126,000  employees,  he  still  made  sure 
that  everybody  got  a  turkey  at  Thanks- 
giving. After  35  years,  he  wasn't  about 
to  change. 

But  the  computer  industry  had 
changed — drastically  and  irrevocably. 
With  powerful  desktop  computers  steal- 
ing minicomputer  sales,  the  \>Fa:  of  holi- 
day turkeys,  lifetime  employment,  and 
profit  margins  fat  enough  to  pay  for  it 
all  was  a  thing  of  the  past.  The  times 
called  for  a  new  DEC,  a  far  leaner  and 
meaner  operation.  With  the  old  DEC  hem- 


orrhaging, on  July  16,  Olsen  finally  was 
pressured  to  resign. 

In  a  conference  call,  Olsen  told  direc- 
tors that  he  will  step  down  on  Oct.  1.  At 
the  same  time,  he  nominated  a  new  (^EO 
to  carry  out  the  drastic  cost-cutting  he 
couldn't  stomach — and  to  rebuild  DEC 
around  a  promising  new  microprocessor 
technology  called  Alpha. 
TECHNICAL  PROWESS.  Olsen's  handpicked 
successor,  Robert  B.  Palmer,  is  a  180- 
degree  turn  from  the  cantankerous,  un- 
predictable founder.  Palmer,  51,  is  re- 
garded as  a  well-organized  and 
articulate  manager.  And  in  contrast  to 
the  intensely  puritanical  Olsen,  Palmer 
is  a  debonair  divorce  who  drives  a 
Porsche  Targa. 

But,  like  Olsen,  the  new  boss  is  also 
an  entrepreneur  who  made  it  on  his  tech- 
nical prowess.  Palmer  worked  his  way 


through  engineering  school  and,  while  1 
still  in  his  twenties,  co-founded  memory 
chip  maker  Mostek  Corp.  (page  64) 
Palmer's  background  in  the  cutthroat 
semiconductor  business  has  conditioned 
him  to  continuously  push  down  costs.  A 
onetime  chip  designer,  he  has  also  been 
a  driving  force  in  developing  DEC's  Al 
pha  chip,  the  key  to  turning  the  compa 
ny  around. 

Palmer's  appointment  was  approved  m 
by  the  board  on  July  22.  He  had  already  » 
won  over  directors  during  his  frequent  )i 
appearances  at  board  meetings.  "The 
presentations  he's  made  are  most  im 
pressive,"  says  Thomas  L.  Phillips,  a  di-)( 
rector  and  retired  chairman  of  Raytheon  j| 
Co.  While  Olsen  dragged  his  feet  onic 
cost-cutting.  Palmer  showed  the  board 
what  could  be  done.  After  taking  overij, 
manufacturing  in  late  1990,  Palmer  i-^ 
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ic'kly  shuttered  10  factories.  His  staff 
ts  account  for  more  than  half  of  the 
,000  positions  DKC  has  ehminated  in 
s  last  two  years.  Just  last  month, 
.Irner  convinced  directors  to  allocate 
25  million  for  a  chip  plant  that  he  ar- 
^ed  is  crucial  for  the  Alpha  effort  and 
;c's  rebound. 

These  contiicts  with  the  board  helped 
opel  Palmer  past  longtime  DEC  execu- 
es  John  F.  Smith,  senior  vice-president 
r  operations,  and  Software  Vice-Presi- 
nt  David  L.  Stone,  who  had  been  seen 
likely  successors  to  Olsen.  Palmer 
ells  himself  well  and  sells  his  pro- 
ams  well,"  says  MasPar  Computer 
esident  Jeffrey  C.  Kalb,  who  broujjht 
•Imer  to  DEC  in  1985  to  run  semicon- 
ctor  operations.  Neither  Palmer  nor 
sen  would  speak  with  BUSINESS  WEEK. 
iMORS  FLY.  With  Palmer's  appoint- 
jnt,  investors  and  customers  breathed 
collective  sigh  of  relief.  Despite  losses, 
sen  had  held  out  all  this  spring 
ainst  the  cost-cutting  moves  that  top 
ecutives  and  his  board  demanded.  An- 
gsts predicted  ntore  losses,  and  by  late 
ne,  the  stock  had  drifted  to  a  nine- 
ar  low  of  33 1/4,  a  dismal  skid  from  an 
-time  high  of  199  (chart).  As  the  com- 
ny  closed  the  books  on  fiscal  1992, 
ded  June  30,  rumors  began  to  spread 
Wall  Street  that  the  board  had 
ached  its  limit  and  was  ready  to  force 
e  legendary  founder  out. 
Insiders  say  that  Olsen  and  the  board 
d  claslied  over  everything  from  sales 
mmissions  to  the  company's  direction, 
jmors  of  his  departure  boosted  DEC's 
5ck  to  38.  When  the  news  finally 
me,  the  stock  jumped  another  four 
ints,  and  some  analysts  issued  new 
irchase  recommendations.  "A  lot  of 
ople  believed  Ken  was  the  problem, 
it  the  solution,"  says  Marc  G.  Schul- 
an,  an  analyst  at  UBS  Securities 
c. 

The  euphoria  quickly  passed  as  the 
ormity  of  Palmer's  task  became  ap- 
,rent.  The  question  remains  whether 


it's  too  late  to  do  anything  more  than 
avert  disaster.  By  delaying  dec's  day  of 
reckoning,  Olsen  had  raised  the  costs  to 
staggering  heights.  DEC  is  not  only 
years  behind  rivals  in  cutting  bloated 
costs  and  driving  into  new  markets  but 
it  is  also  no  longer  even  profitable.  Mini- 
computer sales  have  been  stagnant  for 
years,  and  VAX  revenues  are  now  plung- 
ing as  customers  wait  to  buy  replace- 
ment machines  based  on  the  new  Alpha 
chip,  due  out  late  this  year.  The  result: 
DEC  is  expected  to  show  a  $300  million 
operating  loss  for  the  quarter  ended 
June  30,  its  third  quarterly  loss  in  a  row. 
Schulman  forecasts  operating  losses  in 
the  next  two  quarters  totaling  as  much 
as  $208  million. 

So,  Palmer's  first  order  of  business 
will  be  to  preside  over  a  jarring  layoff. 


DEC  HAS  A  LOT  RIDING  ON  THE  ALPHA  CHIP 


Instead  of  paring  workers  gradually  and 
giving  them  months  to  search  for  new 
jobs,  as  Olsen  had  done.  Palmer  is  ex- 
pected to  move  decisively.  Some  15,000 
employees,  including  8,000  in  the  U.  S., 
will  be  fired  and  given  a  week  to  clear 
out.  The  numbers  are  so  big  that  the 
company  plans  to  stagger  the  layoffs 
over  the  next  few  weeks  to  avoid  over- 
loading unemployment  offices  in  New 
England.  Severance  pay  and  other  down- 
sizing costs  are  expected  to  push  the 
fourth-quarter  net  loss  as  high  as  $2 
billion. 

With  DEC  running  an  operating  loss, 
these  charges  are  tearing  through  the 


company's  cash.  By  June,  1993,  esti- 
mates Paine  Webber  Inc.  computer  ana- 
lyst Stephen  K.  Smith,  the  company  will 
have  burned  up  $1  billion  of  its-  current 
$1.5  billion  in  cash.  As  a  resn't,  dec  will 
have  to  borrow  just  to  fund  operations 
over  the  next  few  quarters. 
PAINFULLY  LATE.  To  turn  DEC  around 
over  the  long  term.  Palmer  has  to  make 
Alpha  a  hit.  The  technology,  a  so-called 
RISC  (reduced  instruction-set  computing) 
microprocessor,  will  replace  the  VAX 
minicomputers,  based  on  technology 
first  designed  in  the  mid-1970s.  In  recent 
years,  DEC's  share  of  the  mini  market 
has  fallen  to  14%,  while  IBM's  hot-selling 
AS/400  series  has  given  Big  Blue  a  27% 
share.  DEC  is  also  counting  on  Alpha 
to  help  grab  a  share  of  the  fast-growing 
workstation  market,  where  it  trails  Sun 
Microsystems  Inc.  and  Hewlett-Pack- 
ard Co. 

On  paper,  at  least,  Alpha  is  the  fastest 
RISC  microprocessor  yet.  "Alpha  is  clear- 
ly a  leapfrog  technology,"  say.?  Wes 
Melling,  program  director  of  midrange 
computing  research  at  consultants 
Gartner  Group  Inc.  And  he  says  DEC's 
huge  library  of  VAX  software  should 
make  Alpha-based  machines  appealing  in 
the  broad  office-computing  market,  in 
contrast  to  other  RISC  machines,  which 
have  been  used  primarily  by  engineers. 
Another  potential  boost  for  Alpha  will 
be  Microsoft  Corp.'s  Windows  NT,  a  new 
operating  system  that  the  software  gi- 
ant is  now  adapting  for  the  Alpha  chip. 
That  should  allow  Alpha  machines  to 
run  all  sorts  of  popular  PC  software. 
That's  in  addition  to  the  VAX  software 
and  OSF/1,  a  version  of  Unix. 

Still,  dec's  entry  is  painfully  late  into 
a  market  where  IBM,  Hewlett-Packard, 
and  Son  have  been  shipping  products  for 
several .  'ears.  And  these  companies  have 
also  signed  up  other  computer  makers  to 
use  their  RISC  chips.  On  IBM's  team,  for 
instance,  are  Apple  Computer,  Motorola, 
and  Groupe  Bull  of  France,  dec,  by  con- 
trast, has  only  one  sizable  Alpha  partner 


Employment  hits  peak 
of  125,800,  up  from 
63,000  in  1981 


Reports  first  fiscal-year 
loss,  $61 7  million,  after 
a  $  1.1  billion  charge 
fpr  restructuring 


Alpha  Rise  micro- 
processor unveiled 


Reports  $"294  million^"' 
third-quarter  loss. 
Plans  to  cut  7,000 
employees 


Olsen  announces 
resignation  as 
company  braces 
for  $2  billion 
quarterly  loss, 
15,000  layoffs  .  . 
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ieorganizes 
larketing,  sales,, and 
;rvice  into  one  unit 


Announces  record 
fiscal-year  earnings 
of  $1.31  billion 


Reorganizes  into  1 8 
groups.  Begins  first  volun' 
tory  severance  program 
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CAN  'GQ  BOB'  GIVE  DEC 
A  WINNING  MAKEOVER? 


Rc 
t 
c 


jobert  B.  Palmer  is  one  to  seize 
the  moment.  In  1970,  as  a  young 
Lchip  designer  and  co-founder  of 
Mostek  Corp.,  he  visited  Sprague  Elec- 
tric's  lab  in  North  Adams,  Mass.  In  a 
corner,  he  spied  an  odd  contraption 
Sprague  had  abandoned,  recalls  L.  J. 
Sevin,  another  Mostek  founder  and 
now  a  venture  capitalist.  Palmer  real- 
ized it  could  be  adapted  to  fix  a  nag- 
ging problem  Mostek  faced  in  building 
memory  chips.  He  was  right  and  his 
quick  insight  "had  huge  commercial 
implications,"  says  Sevin. 

That  ability  to  salvage  failed  ideas 
should  serve  him  well  as  CEO  of  $14 
billion  Digital  Equipment  Corp.  In  his 


BORN  1940,  Gorman 
Tex.  Left  home  at  1 5 
and  supported  himself 
while  attending  High 
School 


COLLEGE  Texas  Tech 
University.  BS  in  mathe- 
matics, 1 962;  MS  in 
ph/sics  in  1965 


1969  Co-founded  chip 
startup  Mostek 


1980  Mostek  acquired  by  United  Technologies, 
Palmer  stays  on  as  head  of  chip  operations 


1985  Joins  Digital  Equipment,  named  vice-pres- 
ident of  semiconductor  operations  in  1986 


1990  Promoted  to  vice-president  of  worldv/ide 
manufqctuFing  operations 


1994  Named  president  and  CEO 


DATA:  DIGITAL  EQUIPMENT  CORP. 


seven  years  at  DEC,  Palmer  has  proved 
he  can  make  things  happen.  As  head  of 
semiconductor  operations,  he  got  proto- 
types of  dec's  Alpha,  its  Ri.sc  chip, 
working  in  20  days,  not  the  usual  20 
weeks.  Getting  Alpha  to  market  quick- 
ly is  crucial  for  DEC,  which  badly  needs 
a  successful  product  to  replace  the 
500,000  VAX  miiiicomputers  customers 
have  installed.  Palmer's  role  in  the 
project  impressed  DEC  directors  and 
helped  pave  his  path  to  succeed 
founder  Kenneth  F<.  Olsen.  "He  has 
the  leadership  qualiti..-"  says  director 
Thomas  L.  Phillips,  rerin'd  chairman  of 
Raytheon  Co.  "He  know  how  make 
a  plan  and  abide  by  it." 


Palmer's  smarts  and  toughness  have 
served  him  well  since  his  hardscrabble 
youth.  He  was  born  in  Gorman,  Tex.,  a 
peanut-farming  community  90  miles 
southwest  of  Fort  Worth.  In  an  inter- 
view last  year.  Palmer  recalled  leaving 
home  at  age  1.5  after  a  dispute  with  his 
father.  He  lived  on  his  own  and  with 
friends  until  finishing  high  school.  Em- 
barrassed at  having  to  wear  his 
friends'  cast-off  clothes.  Palmer  says 
he  sought  self-respect  by  excelling  at 
school.  He  graduated  as  class  valedic- 
torian in  1958. 

At  Texas  Tech,  in  Lubbock,  Palmer 
waited  tables  while  pursuing  degrees 
in  math  and  physics.  He  joined  Texas 
Instruments  Inc.  in  1966,  just  as 
the  microelectronics  revolution 
was  heating  up,  but  left  after  a 
few  years  with  fellow  engineers 
to  form  Mostek,  now  a  division  of 
France's  Thomson-CSF.  With  suc- 
cess, Palmer  has  loosened  up. 
Now,  he  drives  a  Porsche,  wears 
expensive  double-breasted  suits, 
and  sports  a  year-round  tan.  At 
staid  DEC,  he's  known  as  GQ  Bob. 
RULE-BREAKER.  He's  also  known 
for  being  fast-moving  and  deci- 
sive in  a  company  that  has  been 
neither.  Even  while  closing  10 
plants.  Palmer  has  managed  to 
make  dec  a  major  force  in  chip 
technology.  Palmer  also  has 
pushed  a  total-quality  manage- 
ment program  to  trim  production 
times.  One  strategy:  to  rely  more 
on  local  suppliers  to  keep  tabs  on 
the  quality  of  parts. 

Palmer's  success  makes  him  an 
anomaly  at  DEC.  He's  the  outsider 
who  flourished  in  its  taciturn  en- 
gineering culture.  He  has  gotten  along, 
rising  quickly,  but  has  broken  many 
rules  along  the  way.  To  put  DEC  at  the 
forefront  in  chips,  for  instance.  Palmer 
hired  key  outside  talent  from  Thomson 
and  Siemens. 

Still,  running  an  entire  company — 
never  mind  the  world's  third-largest 
computer  maker — poses  challenges 
that  Palmer  has  never  encountered. 
But  Sevin,  his  longtime  buddy,  predicts 
that  dec's  new  CEO  will  rise  to  the 
occasion.  "Bob's  smart  enough  to  know 
what  he  doesn't  know,"  Sevin  says. 
That  could  be  a  cardinal  virtue  for 
dec's  new  CEO. 

By  Gary  McWilliams  in  Boston 


SO  far,  Italy's  Olivetti.  Japan's  Kubota 
Corp.  and  supercomputer  maker  Cray 
Research  Inc.  plan  to  use  the  Alpha  chip, 
but  not  in  great  numbers. 

To  leapfrog  his  competition.  Palmer 
will  have  to  shore  up  dec's  badly  demor- 
alized organization.  Olsen's  increasingly 
idiosyncratic  management  style  over  the 
past  few  years  has  driven  dozens  of  ex- 
asperated executives  and  managers 
from  the  company.  The  most  recent  de- 
fection was  Pier  Carlo  Falotti,  president 
of  dec  Europe,  who  has  been  named 
President  of  ASK  Computer  Systems 
Inc.,  a  California  software  maker.  Falloti 
"was  very  unhappy,"  says  Bruno  D' 
Avanzo,  a  former  dec  Europe  executive 
and  now  a  managing  director  at  Olivetti. 
"Olsen's  erratic  habits  really  got 
to  him." 

MARKETING  FAILURE.  A  series  of  reorga- 
nizations and  strategy  shifts  have  also 
left  customers  confused.  In  the  1980s, 
DEC  surged  in  the  market  with  a  clear- 
cut  message:  Its  VAXes,  ranging  from 
desktop  to  mainframe-caliber  machines, 
all  ran  the  same  software  and  could 
therefore  be  easily  networked  anywhere 
in  the  world.  That  message  was  lost  as 
DEC  cast  about  for  new  growth  strate- 
gies in  recent  years.  Peter  Daboul,  vice- 
president  for  information  systems  at 
Massachusetts  Mutual  Life  Insurance 
Co.,  says  now  he  is  in  "a  wait  and  see 
mode"  regarding  DEC.  Although  it  uses 
four  large  VAXes  at  the  home  office  and 
smaller  ones  in  its  branches,  Mass  Mutu 
al  has  no  plans  to  buy  more  DEC  gear 
"The  key  is  how  their  new  captain  car 
ries  out  this  course  correction,"  Daboul 
says. 

Indeed,  Palmer's  success  is  anything 
but  certain.  His  background  in  micro- 
chips and  operations  give  him  a  good 
foundation.  But  DEC  also  badly  needs 
marketing  skills — an  area  where  Palmer  ii 
has  yet  to  make  his  mark.  "He  doesn't 
have  that  much  background  in  comput- 
ers or,  for  that  matter,  in  marketing  or 
sales,"  says  MasPar's  Kalb.  He  believes 
that  DEC  somehow  lost  the  ability  to 
communicate  the  value  of  its  VAX  soft- 
ware. That,  in  turn,  has  made  it  increas- 
ingly difficult  to  sell  its  relatively  high 
priced  machines  in  a  sea  of  cheap 
hardware.  "It  was  a  failure  of  market- 
ing," Kalb  explains. 

If  Palmer's  rapid  rise,  as  insiders  say 
stemmed  from  his  ability  to  sell  himseli 
to  top  management,  DEC's  resurgence 
may  well  depend  upon  his  ability  to  sel 
DEC  to  customers  who  have  grown  skep- 
tical. In  Olsen's  old  DEC,  the  hard  sel 
was  frowned  upon.  The  puritanica 
founder  thought  such  tactics  were  un 
seemly.  For  the  new  DEC,  they  maj 
mean  survival. 

By  Gary  McWilliams  in  Bostor. 
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A  promise  to  keep  a  disaLlin^  injury  from  Kurtin^     em  in  tke  pocKetbooK. 


promise  to  make  sometkin^  like  braces  for  tke  kids  little  more  tkan  paperwork. 


A  promise  to  make  all  tke  k  ours  tkey  put  in  now,  pay  off  later. 


NotKing  binds  us  one  to  tlie  otiier  like  a  promise  kept.  Notliing  divides  us  like  a  promise  kroken.  At  MassMutiial 
we  kelieve  in  keeping  our  promises.  Tkat  wav  all  tlie  families  and  kusinesses  tliat  relv  on  us  can  keep  tlieirs. 

^   

MassMutual' 

©  199U  Ma^sachusells  Mutual  Ltle  Insurance  Co  Spnnqlield  MA  01111  ^C^'  llt*lp  VOtI   IvCCp  VOll  T  p  I'C  )ni  I  S  t?S . 
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THE  NICKUUS/FLICK  GOLF  SCHOOL 

For  Corporate  Programs  Or  Individual  Instruction, 
ENROLLING  IS  A  STROKE  OF  GENIUS! 

Jack  Nicklaus  and  renowned  golf  instructor  Jim  Flick  have  combined  their  talents 
to  help  golfers  play  better,  and  therefore,  enjoy  the  game  more.  Utilizing  time-honored  teaching 
principles,  and  advanced  video  and  computer  technology,  their  hand-picked  team  of  skilled 
instructors  assists  players  in  maximizing  their  individual  talents. 

Nicklaus/Flick  Golf  School  can  also  be  an  important  part  of  many  customized  corporate 
programs.  Companies  can  use  the  school's  comprehensive  instruction  as  an  imaginative  employee 
incentive,  impressive  entertainment  opportunity  for  clients,  or  as  the  crowning  touch  of  a  meeting  or 
retreat  at  one  of  the  world-class  resorts  where  their  schools  are  held. 


FOR  COMPLETE  INFORMATION,  CALL 
1-800-642-5528 


B  Ofsea  Mountain/The  Boulden.  Resort 

Scotlsdale.  Arizona 

■  5'oyiK    ghlands/Heather  Highlands  Inn 

Harbor  springs.  Muhigan  JjM 

■  '.agoons/Westin  Kauai  H  FliCk 


PGA  National/PGA  National  Resort  &  Spa 

Palm  Beach  Gardens.  Florida 

■  Pebble  Beach/The  Inn  at  Spanish  Bay 

Pebble  Beach.  California 


iihue.  Hairai* 


Golf  School 

1173''^  U.S.  Highway  #1,  North  Palm  Beach,  Florida  33408  •  (407)  626-3900  •  FAX  (407)  626-4104 
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OW,  THOSE  BIG  CHIP  BUDGETS 
RE  TOO  MUCH  EVEH  FOR  JAPAH 


CHIPMAKING 
CAPITAL  INVESTMENTS 


To  win  the  largest 
chunk  of  the  world 
semiconductor  market, 
the  Japanese  relied 
chiefly  on  cash.  Whenev- 
er the  industry  entered 
one  of  its  periodic  down- 
turns in  the  1980s,  the 
Japanese  outspent  U.  S. 
rivals — and  were  ready 
for  the  recovery.  No 
more,  perhaps.  Japan 
now  has  so  much  excess 
chip  capacity  that  its 
producers  are  slashing 
)ital  budgets,  according  to  a  study  by  Dataquest  Inc. 
rhe  San  Jose  (Calif.)  market  watcher  says  Japanese  spend- 
;  on  chip  production  will  fall  247'  in  1992.  Worldwide  spend- 
by  comparison,  will  dip  9.57'.  Moreover,  much  of  a  7.67' 
rWne  in  the  U.  S.  stems  from  a  507  drop  in  Japanese  invest- 
nts  in  U.  S.-based  plants,  to  about  $200  million  this  year, 
p-tier  U.  S.  chipmakers  won't  cut  back  at  all,  says  Data- 
est.  On  a  related  front,  VLSI  Research  Inc.,  another  San  Jose 
,rket  researcher,  reports  that  U.  S.  suppliers  accounted  for 
'''o  of  the  $9.9  billion  spent  worldwide  on  chipmaking  equip- 
nt  last  year,  up  three  points  from  their  1990  share. 


1990  1991 
BILLIONS  OF  DOLLARS 


CORDLESS  PHOHE 

lAT  CAH  THWART  EAVESDROPPERS 


*o  industrial  spies  and  other  snoops,  the  millions  of  cordless 
phones  in  use  are  gold  mines  of  information.  Conversa- 
ns  can  be  plucked  from  the  air  by  means  of  a  police-type 
mner,  and  with  increasing  ease.  The  latest  no-cord  technol- 
y  offers  clearer  sound  and  longer  ranges — up  to  half  a  mile, 
at's  because  the  new  phones  broadcast  signals  at  900  mega- 
rtz,  or  20  times  the  frequency  of  current  models. 
Cincinnati  Microwave  Inc.  figures  executives  and  consumers 
II  pay  a  small  premium  for  cordless  privacy.  The  company 
3  developed  a  phone,  to  be  marketed  in  October  by  its 
cort  division  for  about  $300,  that  thwarts  eavesdroppers 
th  "spread-spectrum"  technology,  which  is  similar  to  the 
sryption  method  the  military  uses  in  secure  radios.  The 
:nals  between  the  handset  and  the  base  unit  are  digitized, 
iking  them  unintelligible  to  humans,  and  the  transmission 
idomly  hops  among  various  frequencies  within  the  900-Mhz 
?ctrum.  To  bring  the  cost  down  to  the  range  of  other  900- 
iz  models,  Cincinnati  Microwave  has  developed  special  mi- 
)chips  that  keep  the  handset  and  base  in  sync. 


ETHAHE  IH  THE  ATMOSPHERE: 
SOMEWHAT  OVERBLOWH  THREAT? 


\  mong  scientists  there  is  wide  concern  that  carbon  dioxide 
%  (CO2)  and  methane  gases  being  spewed  into  the  air  will 
id  to  global  climate  change  because  of  the  greenhouse  ef- 
;t.  But  that  outlook  stems  from  certain  assumptions.  One  is 
it  the  amount  of  methane  in  the  atmosphere  will  continue  to 
ir.  That's  worrisome  because  methane  causes  more  than  10 
les  as  much  warming  as  CO2. 


Now  comes  evidence  that  this  assumption  may  be  wrong. 
After  examining  samples  of  air  collected  from  37  sites  around 
the  world  from  1983  to  1990,  climatologists  led  by  Edward  J. 
Dlugokencky  of  the  University  of  Colorado  have  discovered 
that  the  increase  in  methane  levels  seems  to  be  slowing.  In 
fact,  observes  Dlugokencky  in  the  journal  Nature,  if  the  trend 
continues,  methane  should  peak  by  the  year  2006.  The  result: 
less  global  warming  than  predicted.  Dlugokencky  suggests  the 
ebb  in  growth  results  from  better  methods  of  capturing  the 
methane  escaping  from  oil  wells  plus  a  downward  shift  in  two 
historical  trends:  ever-rising  numbers  of  cattle  and  rice  pad- 
dies, both  major  producers  of  methane. 


AH  IHTEL  586  ClOHE  IS  ALREADY 
WAITIHG  IH  THE  WIHGS 


Once  Intel  Corp.  unwraps  its  586-generation  microproces- 
sor, expected  in  August,  the  Santa  Clara  (Calif.)  company 
may  not  have  the  market  to  itself  for  very  long.  At  least  one 
doner  could  wade  in  with  a  competitive  design  in  perhaps  only 
weeks,  not  the  year  or  more  it  took  to  clone  Intel's  486  and  386 
chips.  NexGen  Microsystems  Inc.,  a  startup  in  nearby  San 
Jose,  claims  that  it  has  already  designed  a  586-compatible  chip 
that  churns  through  as  many  as  100  million  instructions  per 
second.  NexGen  is  now  waiting  to  see  Intel's  specifications 
before  putting  the  final  touches  on  its  design  and  shipping  it 
off  to  contract  producers,  including  Hewlett-Packard  Co. 

Although  NexGen  believes  its  586  chip  will  run  any  software 
developed  for  Intel  microprocessors,  the  two  designs  won't  fit 
into  the  same  circuit-board  socket.  So  NexGen's  customers  will 
have  to  develop  a  special  motherboard,  the  primary  circuit 
board  in  desktop  computers.  While  that's  expensive,  a  similar 
strategy  seems  to  be  working  for  Cyrix  Corp.  in  Richardson, 
Tex.,  which  sells  486  and  386  "workalike"  chips.  NexGen's 
investors  include  Compaq  Computer,  Mitsui,  and  Olivetti — 
with  the  biggest  stake,  107,  held  by  Ascii  Corp.,  a  Tokyo 
mici'oprocessor  and  chip-design  specialist. 


'HIGH  FIBER'?  SO  WHAT? 
'FOUR  GRAMS  OF  FIBER'?  GREAT! 


low  do  shoppers 
(evaluate  the  nutri- 
tional information  on 
packaged  foods?  To  find 
out,  Madhubalan  Vis- 
wanathan,  an  assistant 
professor  of  marketing 
at  the  University  of  Illi- 
nois in  Champaign-Ur- 
bana,  timed  college  stu- 
dents as  they  compared 
labels  that  had  either 
numeric  data  or  descrip- 
tive statements — such  as 
"4  grams  of  fiber  per 
serving"  or  "rich  in  fiber." 

The  students  went  for  the  numbers:  They  made  choices 
faster  than  when  their  selections  were  based  on  descriptive 
phrases.  Then,  extending  his  work,  Viswanathan  turned  up 
this  surprise:  B»-ands  featuring  numerical  data  were  easier  to 
remember.  Exactly  why  is  still  being  studied,  Viswanathan 
says,  "but  I'm  afraid  it's  for  the  wrong  reason — you  don't 
have  to  think  so  much  about  what  the  numbers  mean."  Still, 
his  findings  are  food  for  thought,  for  the  industry  and  for 
nutrition-labeling  experts  at  the  Food  &  Drug  Administration. 
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PATENT  SCOREBOARD  I 


GLOBAL  INNOVATION: 
WHO'S  IN  THE  LEAD? 


BW's  new  ranking  of  nearly  200  top  companies  tracks  technological  strength  based  on  U.  S.  patents 


Francis  Narin  is  no  ordinary  detec- 
tive. So  when  a  consulting  firm 
called  three  years  ago  and  asked 
him  to  investigate  a  division  of  a  major 
chemical  company,  he  didn't  start  follow- 
ing anyone  or  probing  financial  records. 
Instead,  he  fired  up 
the  vast  data  base  at 
CHI  Research  Inc., 
the  tiny  research 
firm  he  runs  in  Had- 
don  Heights,  N.J., 
and  began  his  line  of 
inquiry:  analyzing 
patent  trends. 

All  Narin  knew 
was  that  the  chemi- 
cal company's  divi- 
sion had  a  reputation 
for  innovation — and 
that  the  consultant's 
unnamed  client  was 
thinking  of  buying 
the  unit.  A  search  of 
CHI's  data  base  of 
more  than  1  million 
U.  S.  patent  records 
turned  up  a  surpris- 
ing fact:  Many  of  the 
division's  key  pat- 
ents belonged  to  just 
two  researchers. 
Then,  a  second  sur- 
vey showed  telltale 
evidence  that  some- 
thing was  afoot:  The 
pair  had  stopped  fil- 
ing patents  under 
the  divisional  name 
and  were  inventing 
for  the  parent  com- 
pany instead.  "In  an- 
ticipation of  divesti- 
ture," Narin  sur- 
mises, "the  company 
had  moved  their  key 
people  out."  Narin 
calls  this  selling 
"the  empty  techno- 
logical shell." 
Though  he  can't  say 
for  sure  what  role 
the     CHI  report 


played,  the  acquisition  never  took  place. 

The  technique  Narin  drew  on  is  biblio- 
metrics,  a  form  of  statistical  analysis 
used  to  scan  patents  and  scientific  pa- 
pers to  figure  out  which  ones  are  most 
important.  Increasingly,  savvy  compa- 


A  TEST  OF  HIGH-TECH  STRENGTH 

The  number  of  patents  granted  by  the  U.S.  government  is  a  traditional  test  of  high- 
tech strength.  But  CHI  Research  Inc.  has  come  up  with  more  sophisticated  measures, 
based  on  earlier  patents  cited  as  building  blocks  in  new  patents.  The  current  impact  in- 
dex measures  how  often  a  company's  patents  are  cited  relative  to  those  of  all  other 
companies.  The  1.45  for  Toshiba,  for  example,  means  its  patents  are  cited  45%  more 
than  average.  CHI  multiplies  the  index  by  number  of  patents  to  get  technological 
strength,  the  basis  for  this  ranking.  Technology  cycle  time  is  the  median  age  in  years 
of  patents  cited  in  a  company's  new  patents.  The  shorter  the  cycle  time,  the  faster  the 
company  is  developing  new  technology 


t 
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Number  of 

Current 

Techno- 

Technology 

U.S 

patents 

impact 

logical 

cycle  time 

1991 

index 

strength 

1991 

1991 

Company  (headquarters  country) 

TOSHIBA  (Japan) 

1156 

1.45 

1677 

5.4 

HITACHI  (Japan) 

1139 

1.43 

1633 

5.7 

CAHOH  (Japan) 

828 

1.45 

1201 

6.0 

MITSUBISHI  ELECTRIC  (Japan) 

959 

1.24 

1190 

5.1 

EASTMAH  KODAK  (U.S.) 

887 

1.34 

1186 

7.8 

IBM  (U.S.) 

680 

1.71 

1161 

5.9 

GENERAL  MOTORS  (U.S.)* 

863 

1.32 

1139 

7.9 

GENERAL  ELECTRIC  (U.S.) 

923 

1.16 

1069 

8.8 

FUJI  PHOTO  FILM  (Japan) 

742 

1.42 

1056 

5.8 

MOTOROLA  (U.S.) 

631 

1.54 

969 

5.5 

AT&T  (U.S.) 

487 

1.84 

895 

5.3 

PHILIPS  (Netherlands) 

768 

1.02 

781 

6.0 

NISSAN  MOTOR  (Japan) 

385 

1.91 

736 

4.7 

TEXAS  INSTRUMENTS  (U.S.) 

380 

1.87 

709 

6.2 

NEC  (Japan) 

482 

1.46 

706 

5.0 

MATSUSHITA  ELECTRIC  (Japan) 

561 

1.24 

694 

5.6 

DU  PONT  (U.S.) 

631 

1.06 

669 

9.7 

XEROX  (U.S.) 

353 

1.75 

619 

6.8 

FUJITSU  (Japan) 

382 

1.56 

596 

5.3 

SIEMENS  (Germany) 

610 

0.97 

589 

6.6 

3M  (U.S.) 

374 

1.39 

519 

10.9 

HOECHST  (Germany) 

575 

0.88 

507 

8.6 

MINOLTA  CAMERA  (Japan) 

315 

1.61 

506 

5.1 

AMP  (U.S.) 

275 

1.84 

505 

7.1 

SHARP  (Japan) 

388 

1.27 

493 

5.4 

'Including  EDS  and  GM  Hughes  Electronics  DATA 

CHI  RESEARCH  INC 

nies  are  employing  it  to  spot  technologi 
cal  trends,  unearth  competitors'  moves 
before  they're  apparent  in  the  market- 
place— and  even  help  plan  acquisitions 
partnerships,  and  overall  strategic  direc 
tion.  "You  can  spot  right  away  the  lead 
ers  and  the  followers 
in  different  technol 
ogy  areas,  and  you 
can  detect  companies 
shifting  technolog 
cal     emphasis — or 
even  strategies,"  at- 
tests  Donald  Mi 
stein,  manager  o 
planning,  coordina 
tion,  and  evaluation 
for  Mobil  Research 
&  Developmen 
Corp.,  the  oil  compa 
ny's  technology  arm 
Based  on  this  tech- 
nique, BUSINESSlli 
WEEK  has  teamed  u 
with  CHI  Research  tc 
create  a  new  Patenl  ff 
Scoreboard  thald 
tracks  corporatf 
technological  power  ci 
It  separates  197 
the  world's  top  com 
panics  into  14  indus 
try  groups  and  rank: 
them  by  technologi  s 
cal  strength — a  mea  t 
sure  derived  fron 
the    number  anc 
quality  of  patent 
(glossary,  page  70) 

As  with  any  ana 
lytical  tool,  the  nev 
tables  don't  tell  th( « 
whole  story.  Theiic, 
cover  only  U.  S.  pat 
ents — and  whi 
most  important  forjjiBi 
eign  inventions  an 
also  patented  in  th(» 
U.  S.,  this  isn't  al  ft 
ways  true.  Then,  toe  % 
in  order  to  keep  re 
search  secret,  som^ 
technologically 
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I'on^'  c'()in])aiiit's  rcslricl  ihe  imml)er  ui' 
tents  they  file.  In  addition,  Japanese 
mpanies  are  being  pressured  by  their 
cklogged  government  to  curtail  filings 
r  minor  patents — a  trend  that  could 
ean  lower  Score- 
lard  numbers  if  they 
How  suit  in  the  U.  S. 
Despite  these  cave- 
s,  the  new  Score- 
•ard  shows  key  tech- 
ilogical  trends.  The 
w  power  of  Japu- 
se  companies  stands 
it,  challenging  the 
ereotype  that  they 
e  mere  copycats.  Ja- 
,n  holds  down  the 
•st  four  slots,  led  by 
tshiba  Corp.'s  tech- 
ilogy  strength  rating 
Ifill.  The  best 
,  S.  performer  is 
"th-place  Eastman  Kodak  Co.,  at  1,186, 
th  ll^M  a  step  behind.  The  top  Europe- 
i:  Philips  Electronics,  No.  11  overall. 
tMEBACK  KIDS?  Within  industry  see- 
rs, the  story  is  more  ambiguous.  Given 
e  prowess  of  Japanese  auto  makers, 
s  no  surprise  that  only  General  Motors 
)rp.  cracks  the  top  five  in  tech 
rength.  But  Detroit  may  be  catching 
).  Over  the  past  five  years,  GM  has 
lined  an  average  of  107'  a  year,  and 
)rd  is  up  16'A'  annually.  And  while  Nis- 
n's  rating  has  risen,  Toyota's  and  Hon- 
.'s  have  declined.  Ja- 
.n's  carmakers  down- 
ay  the  numbers.  True, 
ey're  patenting  less, 
requested.  "But  that 
)esn't  mean 
chnological  de- 
'lopment  has  slowed 
iwn,"  says  Toyota  Ex- 
utive  Vice-President 
liro  Sasaki.  Still,  De- 
oit  has  recently 
iined  market  share, 
id  some  experts  say 
)  technological  come- 
Lck  may  be  a  factor. 
?he  changes  that  the 
)mestics  have  made 
ive  been  primarily  in 
,e  technology,"  says 
Tomas  F.  O'Grady, 
■esident  of  Integrated 
utomotive  Resources 
ic,  a  Wilmington 
)el.)  consultant. 
Among  individual 
>mpanies.  General 
lectric  Co.  shows  a 
iemingly  ominous  de- 
ine.  Over  the  past  two 
?cades,  GE  has  been 
varded  more  U.  S.  pat- 
its  than  any  other 
)mpany.    But  since 


YAMKEE  INGENUITY 


1975  1 
A  PERCENT 

•fXClUOES  DESIGN  PATENTS  AND  OTHER  SPECIAL  GASES 
DATA:(HII<ESURCH 


1987,  output  has  slipjjed  an  average  of 
8%  a  year — and  its  technological 
strength  rating  has  fallen  an  average  of 
ll'A  annually.  GK  attributes  the  decline 
to  its  downsizing  from  30-odd  businesses 
to  just  13 — and  says  it 
remains  the  world 
leader  in  most  of 
those  fields.  On  a 
brighter  note,  U.  S. 
technology-strength 
leader  Kodak  has  won 
'SO'/o  more  patents  an- 
nually since  1987, 
pushing  into  emerging 
fields  such  as  electron- 
ic imaging.  Its  tech 
strength  has  jumped 
U%-  a  year.  In  1991, 
Kodak  trailed  Canon 
Inc.  by  just  15  points. 

The  new  Scoreboard 
will  mark  the  first 
time  many  companies  have  heard  of  bib- 
liometrics.  But  others  are  well  aware  of 
it.  Kodak  forages  through  patent  data  to 
track  particular  inventors — to  see  what 
competitors  are  doing  and  whether  they 
are  moving  star  scientists  to  hot  new 
areas.  Philips  has  used  patent  analysis 
to  track  30  rivals  in  39  fields,  from  soft- 
ware to  optical  recording. 

The  uses  of  bibliometric  data  go  far 
beyond  intelligence  gathering,  however. 
Mobil  Research  &  Development  first 
used  the  technique  in  1987,  as  part  of  an 


THE  COMPANIES  WITH 


...AND  THOSE  CLOSEST  TO 


HIGH-IMPACT  PATENTS 

•  «  • 

THE  CUTTING  EDGE 

1991 

Current  impact 

Company  (headquarters  country)  index 
CORDIS  (U.S.)  2.25 

1991 

Technology  cycle 
Company  (headquarters  country)  time 

FUJI  HEAVY  INDUSTRIES  (Japan)  4.1 

INTEL  (U.S.) 

2.16 

MAZDA  MOTOR  (Japan) 

4.5 

PROCTER  &  GAMBLE  (U.S.) 

2.08 

PIONEER  ELECTRONIC  (Japan) 

4.5 

ALZA  (U.S.) 

1.96 

MITSUBISHI  MOTORS  (Japan) 

4.6 

NISSAN  MOTOR  (Japan) 

1.91 

RICOH  (Japan) 

4.6 

TEXAS  INSTRUMENTS  (U.S.) 

1.87 

NISSAN  MOTOR  (Japan) 

4.7 

AT&T  (U.S.) 

1.84 

OLYMPUS  OPTICAL  (Japan) 

4.8 

NIPPON  TELEPHONE  (Japan) 

1.84 

NIKON  (Japan) 

4.8 

AMP  (U.S.) 

1.84 

INTEL  (U.S.) 

4.9 

FUJI  HEAVY  INDUSTRIES  (Japan) 

1.83 

AISIN  SEIKI  (Japan) 

5.0 

MAZDA  MOTOR  (Japan) 

1.81 

NEC  (Japan) 

5.0 

MITSUBISHI  MOTORS  (Japan) 

1.78 

SONY  (Japan) 

5.0 

XEROX  (U.S.) 

1.75 

MITSUBISHI  ELECTRIC  (Japan) 

5.1 

COLGATE-PALMOLIVE  (U.S.) 

1.72 

MINOLTA  CAMERA  (Japan) 

5.1 

IBM  (U.S.) 

1.71 

TOYOTA  MOTOR  (Japan) 

5.2 

DATA.  CHI  RESEARCH  INC. 


assessment  <>(  its  technological  competi- 
tiveness. As  expected,  the  analysis 
showed  Mobil  leading  the  pack  in  the 
discovery  of  zeolites,  synthetic-catalysts 
used  in  oil  refining  and  petrochemical 
production.  But  researchers  were 
stunned  to  find  that  competitors  were 
often  better  at  patenting  applications  for 
the  very  materials  Mobil  had  discovered. 
"Obviously,  we  were  missing  out  on  a 
potential  opportunity,"  says  Milstein. 
Over  the  next  two  years,  Mobil  R&D 
upped  by  a  third  the  budget  and  person- 
nel devoted  to  exploiting  new  zeolites. 
Without  giving  specifics,  Milstein  says 
the  moves  will  pay  off  with  a  slew  of 
new  applications. 

EARLY  WORD.  These  same  kinds  of  stud- 
ies— charting  output  from  individuals, 
universities,  and  corporate  labs — can  be 
done  with  scientific  papers  instead  of 
patent  data.  The  pioneer  in  this  area,  the 
Institute  for  Scientific  Information  in 
Philadelphia,  assesses  the  importance  of 
papers  by  determining  how  often  they're 
cited  in  other  reports.  Moreover,  several 
groups  in  Europe  and  the  U.  S.  use  ISl's 
raw  data  for  their  own  studies.  Leonard 
Simon,  president  of  the  Center  for  Re- 
search Planning  in  Philadelphia,  says  it's 
possible  to  pick  up  hot  new  fields  or 
shifts  in  the  direction  of  research  before 
they're  common  knowledge. 

Whether  it  tracks  patents,  papers,  or 
both,  bibliometrics  can  reveal  vital  infor- 
mation. And  even  if  it  spots  nothing  ex- 
perts in  a  given  area 
don't  intuitively  know, 
the  technique  can  pro- 
vide hard  data  that  cor- 
porate executives  need 
in  order  to  act  on  the 
judgments  of  their  tech- 
nical staff. 

What's  more,  advo- 
cates say,  now  and  then 
they  see  something  fun- 
damental. "We  can 
show  companies  that 
their  research  universe 
is  in  the  midst  of  a 
whole  revolutionary 
process — and  that  down 
the  line,  all  their  prod- 
ucts will  be  obsolete  be- 
cause the  science  will 
change,"  Simon  adds. 
Even  enthusiasts  warn 
against  basing  decisions 
solely  on  such  analysis. 
But  this  technique  gives 
companies  another  way 
to  guard  against  being 
blindsided  by  techno- 
logical change. 

By  Robert  Buderi  in 
Boston,  with  John  Carey 
in  Washington,  and  Neil 
Gross  and  Karen  Loivry 
Miller  in  Tokyo 
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Patent  Scoreboard 


GLOSSARY 


NUMBER  OF  PATENTS:  The  number  of  patents  granted  by  the 

U  S.  Patent  Office,  The  number  excludes  design  patents  and  other 

special  cases 

CURRENT  IMPACT  INDEX:  A  measure  of  how  importanta  company's 
patents  ore  based  on  how  often  they're  cited  in  other  patents,  which  shows 
how  frequently  they're  used  as  the  foundation  for  other  inventions.  For  ex- 
ample, a  company's  1991  index  iscomputed  by  first  calculating  the  aver- 
age number  of  times  the  patents  it  was  granted  in  each  of  the  previous  five 
years  were  cited  in  new  patents  granted  in  1 991.  Those  figures  are  divided 
by  the  average  number  of  1 991  citations  for  oil  U.S.  patents  in  each  of  the 


previous  five  years.  That  yields  a  citation  ratio  for  each  year.  A  ratio  of  1.0 
means  that  the  company's  patents  were  cited  as  often  as  the  overall  aver- 
age. A  ratio  of  1.2  means  that  the  company's  patents  were  cited  20%  more 
often  than  average.  Finally,  the  citation  ratio  for  each  of  the  five  years  is  av- 
eraged to  getthe  1991  rating. 

TECHNOLOGICAL  STRENGTH:  The  number  of  patents  times  the 
current  impact  index. 

TECHNOLOGY  CYCLE  TIME:  The  median  age  of  the  U.S.  patent 
references  cited  in  the  company's  new  patents.  The  lower  the 
number,  the  more  quickly  the  company  is  replacing  one  genera- 
tion of  inventions  with  another. 
DATA:  CHI  RESEARCH,  INC 


COMPANY 


NUMBER  Of  PATENTS 


CURRENT  IMPACT  INDEX 


TECHNOLOGICAL  STRENGTH 


TECHNOLOGY  CYCLE  TIME 


AVG. 

CHANGE 

AVG, 

CHANGE 

AVG, 

CHANGE 

AVG, 

CHANGE 

1991 

1987-91 

1987  91 

1991 

1987-91 

1987-91 

1991 

1987-91 

1987-91 

1991 

1987-91 

1987-91 

1 

AEROSPACE 

GROUP  COMPOSITE 

1555 

1404 

5 

1.04 

1.01 

0 

1611 

1425 

6 

10.2 

1  1.1 

4 

1 

GM  Hughes  Electronics 

374 

282 

18 

1.27 

1,36 

-3 

473 

381 

17 

77 

8  5 

3 

2 

United  Technologies 

329 

302 

6 

0.99 

0,97 

1 

325 

293 

9 

10,7 

115 

4 

3 

Boeing 

201 

190 

5 

1  01 

0,88 

4 

202 

167 

10 

14  3 

14  2 

1 

4 

Rockwell  International 

184 

166 

2 

1.05 

1,07 

0 

194 

177 

1 

8,3 

8.6 

2 

5 

Raytheon 

102 

88 

5 

1  08 

1  1  1 

-4 

1 10 

98 

3 

100 

10.4 

1 

6 

Textron 

82 

83 

0 

0  86 

0  83 

0 

71 

69 

1 

13,2 

14.2 

1 

7 

Litton  Industries 

52 

73 

-11 

1.01 

1  1  1 

1 

52 

81 

-12 

70 

79 

6 

8 

Lockheed 

45 

58 

-8 

1  07 

1  04 

0 

48 

62 

-4 

10  4 

1  1.6 

-3 

9 

British  Aerospace 

48 

40 

33 

0  88 

0,67 

26 

42 

29 

79 

10,5 

11.0 

-1 

10 

Rolls  Royce 

57 

50 

10 

0  73 

0,70 

3 

42 

35 

16 

10,0 

12  9 

4 

1 1 

McDonnell  Douglas 

46 

36 

9 

0.86 

0,90 

-1 

39 

33 

13 

79 

10,8 

7 

12 

General  Dynamics 

35 

35 

1 

1.06 

1,02 

-1 

37 

36 

0 

9,0 

14  0 

14 

AUTOMOBILES 

GROUP  COMPOSITE 

2334 

2350 

0 

1.36 

1.40 

-1 

3168 

3300 

-1 

6.6 

7.4 

6 

1 

Nissan  Motor 

385 

338 

7 

1  91 

1,76 

5 

736 

601 

13 

4  7 

5  4 

8 

2 

General  Motors  t 

506 

449 

7 

1,35 

1,27 

3 

683 

574 

10 

8  1 

9  3 

5 

3 

Mazda  Motor 

210 

158 

12 

1,81 

1  80 

0 

379 

286 

14 

4  5 

5  1 

4 

4 

Toyota  Motor 

257 

375 

-14 

1,45 

1,48 

2 

372 

555 

-12 

5  2 

6  4 

7 

5 

Honda  Motor 

249 

355 

-10 

1,13 

1,47 

-10 

281 

532 

-18 

6,5 

63 

0 

6 

Ford  Motor 

234 

193 

14 

1,19 

1,23 

1 

278 

239 

16 

8  9 

95 

6 

7 

Daimler-Benz 

275 

268 

3 

0,86 

0,91 

-3 

236 

244 

-1 

9  8 

105 

3 

8 

Chrysler 

97 

94 

6 

1,29 

1,43 

-2 

125 

133 

1 

71 

9  3 

15 

9 

Mitsubishi  Motors 

36 

34 

10 

1  78 

2,48 

-7 

64 

83 

5 

4  6 

5  1 

7 

10 

Porsche 

50 

50 

2 

1  03 

1,03 

9 

52 

51 

8 

9  3 

1  11 

5 

1  1 

Volvo 

23 

19 

14 

0  61 

0  79 

-7 

14 

15 

7 

1  14 

13,8 

7 

12 

BMW 

13 

18 

-1 

0  94 

095 

0 

12 

16 

-4 

73 

74 

-14 

El 

CHEMICALS 

GROUP  COMPOSITE 

6299 

5792 

6 

0.82 

0.83 

1 

5167 

4809 

7 

10.0 

10.0 

0 

1 

Du  Pont 

631 

523 

9 

1  06 

1  03 

3 

669 

539 

1 1 

9  7 

9,7 

0 

o 

Minnesota  Mining  &  Mfg. 

374 

333 

9 

1,39 

1,33 

2 

519 

442 

1 1 

10,9 

10,3 

-3 

3 

Hoechst 

575 

536 

7 

0.88 

0,78 

8 

507 

422 

15 

8  6 

9,4 

4 

4 

Bayer 

706 

657 

7 

0,66 

0,72 

0 

463 

474 

8 

95 

9,1 

-1 

5 

Dow  Chemical 

439 

480 

-3 

0  80 

0,83 

-3 

353 

397 

-6 

106 

106 

-2 

6 

Clba-Geigy 

430 

384 

7 

0  79 

0,78 

3 

342 

300 

10 

9  2 

95 

1 

7 

BASF 

464 

406 

10 

0  66 

0  68 

-2 

308 

275 

8 

96 

9  7 

2 

8 

Monsanto 

196 

148 

10 

0  90 

073 

7 

176 

1  10 

20 

1  16 

109 

-1 

9 

Imperial  Chemical  Industries 

278 

239 

13 

0  63 

0,84 

-10 

176 

196 

2 

too 

95 

-4 

10 

0!in 

121 

87 

18 

1  44 

117 

32 

174 

105 

54 

95 

10,2 

3 

1 1 

Air  Froducts  &  Chemicals 

123 

102 

14 

1  27 

113 

10 

156 

1  15 

16 

8  7 

9,7 

5 

12 

W.R.  Grace 

135 

1 1  1 

17 

1  07 

1,15 

-1 

145 

127 

17 

105 

10.6 

3 

13 

Shiii-Etsu  Chemical 

143 

85 

30 

0  99 

1.09 

-5 

141 

91 

28 

72 

8  2 

2 

14 

Union  Carbide 

152 

151 

-1 

0  89 

1.06 

-4 

135 

160 

-6 

9  5 

10.2 

2 

15 

Rhone-Poulenc 

210 

231 

-5 

0  59 

0,57 

2 

123 

132 

-3 

91 

100 

4 

16 

Sumitomo  Chemical 

161 

144 

12 

0  62 

080 

-4 

100 

1  16 

9 

10  3 

8  6 

-8 

!7 

American  Cyanamid 

1  14 

1  19 

2 

0  79 

0,71 

11 

90 

85 

14 

8  6 

9.5 

3 

18 

PPG  Industries 

108 

!  19 

-3 

0  82 

0,84 

1 

89 

too 

-2 

1 1  6 

1 13 

-3 

19 

Akzo 

104 

90 

8 

0  76 

0,79 

-2 

79 

71 

8 

109 

10.9 

-3 

20 

Ethyl 

133 

97 

28 

0,58 

0.72 

8 

77 

71 

43 

1 1,2 

10.6 

0 

t  excluding  GM  Hughes  Electronics 
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Patent  Scoreboard 


:OMPANY 


NUMBER  OF  PATENTS 


CURRENT  IMPACT  INDEX 


TECHNOLOGICAL  STRENGTH 


TECHNOLOGY  CYCLE  TIME 


AVG 

CHANGE 

AVG 

CHANGE 

AVG. 

CHANGE 

AVG- 

CHANGE 

1991 

1987-91 

1987  91 

1991 

1987-91 

1987-91 

1991 

1987  91 

1987-91 

1991 

1987-91 

1987  91 

21  Degussa 

143 

1 15 

12 

0,52 

051 

1  1 

74 

58 

22 

9.5 

10.7 

7 

22  Mitsubishi  Kasei 

89 

85 

7 

0,67 

0.78 

-8 

60 

66 

-1 

79 

8.2 

2 

23  FMC 

79 

76 

1 

067 

0.59 

3 

53 

45 

4 

13  4 

12  8 

-2 

2A   Asohi  Chemicollndustry 

50 

65 

"6 

1  01 

0.99 

-1 

51 

63 

-8 

9  8 

9  3 

-10 

25  Montedison 

90 

96 

1  1 

055 

0.58 

2 

50 

56 

16 

9.5 

9  8 

-2 

26  Henkel 

93 

129 

~6 

0  50 

0.62 

-4 

46 

82 

-7 

12  4 

12  2 

-1 

27  VEBA 

83 

88 

4 

0,54 

0.51 

3 

45 

45 

4 

10  6 

1  12 

1 

28  Toroy  Industries 

40 

44 

-1 

0.76 

1  00 

-9 

30 

44 

"10 

8.8 

9.4 

6 

2"   Kureha  Chemical 

35 

53 

9 

0  69 

0.95 

1 

24 

51 

-4 

73 

72 

2 

1 1  COMPUTERS 

3ROUP  COMPOSITE 

3270 

2727 

8 

1.58 

1.61 

-1 

5177 

4389 

8 

5.9 

6.3 

4 

1    International  Business  Machines 

680 

612 

4 

1  71 

1  73 

-1 

1  161 

1062 

4 

5  9 

6  2 

3 

2  Motorola 

631 

447 

13 

1  54 

1.54 

-2 

969 

691 

1  1 

5  5 

6  1 

7 

3  Texas  Instruments 

380 

308 

20 

1.87 

1  74 

3 

709 

549 

35 

6  2 

5  7 

~3 

4  Fujitsu 

382 

303 

10 

1  56 

1.61 

-2 

596 

488 

8 

5  3 

5  7 

4 

5  AMP 

275 

236 

6 

1  84 

1.89 

0 

505 

447 

5 

71 

8  1 

5 

6  Hewlett-Packard 

327 

21o 

28 

1  20 

1.26 

-5 

392 

267 

24 

5.6 

6.5 

5 

7  Digital  Equipment 

142 

92 

74 

151 

2.01 

-15 

214 

161 

49 

6  2 

6.4 

3 

8  NCR 

92 

97 

0 

1  50 

1.53 

-3 

138 

148 

-4 

65 

6  7 

0 

9  Tektronix 

103 

147 

-6 

1  33 

1-37 

-1 

137 

202 

-9 

5  2 

6  1 

6 

10  Intel 

58 

42 

27 

2  16 

2  15 

1 

125 

89 

31 

4  9 

5  0 

-3 

1  1  Unisys 

99 

102 

-6 

1.16 

1  32 

-2 

115 

135 

-9 

69 

72 

2 

12  Zenith  Electronics 

56 

68 

-11 

1.29 

1  33 

-5 

72 

92 

-15 

5.2 

74 

6 

13  Groupe  Bull 

45 

57 

-2 

1  38 

1  56 

2 

62 

89 

0 

76 

65 

-5 

>l  CLECTRICAL 

3ROUP  COMPOSITE 

7631 

7506 

1 

1.17 

1.22 

-2 

8938 

9180 

-2 

6.7 

7.4 

5 

1  Toshiba 

1  156 

1007 

7 

1  45 

1  45 

-1 

1677 

1460 

6 

5  4 

5  7 

5 

2  Hitachi 

1  139 

1096 

4 

1  43 

1.48 

-2 

1633 

1618 

3 

5  7 

5  7 

3 

3  Mitsubishi  Electric 

959 

744 

17 

1.24 

1.19 

1 

1  190 

890 

18 

5  1 

5  9 

7 

4  General  Electric 

923 

1023 

-8 

116 

1.20 

-3 

1069 

1238 

-1 1 

8  8 

8  6 

-2 

5  NEC 

482 

458 

5 

1.46 

1  65 

-4 

706 

752 

2 

5  0 

5.3 

5 

6  Siemens 

610 

689 

-2 

097 

1  06 

-5 

589 

729 

-7 

6.6 

75 

5 

7  Westinghouse  Electric 

377 

494 

-12 

0  96 

1  1 1 

-9 

362 

561 

-19 

90 

9  6 

3 

8  Allied-Signal 

269 

307 

-7 

1  01 

0  94 

2 

270 

289 

-6 

1  11 

1  1  3 

-1 

9  Thomson 

266 

221 

7 

0.94 

1.08 

-7 

250 

237 

0 

79 

8  4 

-1 

10  Sumitomo  Electric  Industries 

173 

147 

15 

1  29 

1.35 

1 

223 

199 

17 

5  5 

73 

7 

1  1  Sundstrand 

215 

158 

18 

1  01 

1  07 

3 

218 

170 

24 

1 13 

12.7 

4 

i  2  Alcatel  Alsthom 

196 

189 

3 

0.84 

0  95 

-4 

164 

180 

-I 

8.0 

8.3 

2 

13  Honeywell 

169 

179 

1 

086 

1  08 

-6 

146 

194 

-2 

70 

8.3 

2 

14  in 

135 

179 

-1 1 

1  07 

1  35 

-4 

145 

248 

-14 

74 

74 

3 

15  General  Electric  PLC 

124 

124 

5 

1  14 

1  18 

-2 

141 

146 

3 

6  7 

75 

2 

16  ABB  Asea  Brown  Boveri 

192 

262 

-12 

065 

0  81 

-9 

124 

217 

-20 

8  7 

9  8 

5 

17  Oki  Electric  Industry 

97 

84 

18 

1.25 

1  55 

-6 

121 

131 

20 

5  4 

5  4 

3 

18   Emerson  Electric 

105 

96 

7 

0.99 

0.99 

-1 

104 

95 

6 

10.5 

1 10 

1 

19  McDermott  International 

47 

54 

-4 

0.52 

0  78 

-12 

25 

43 

-15 

13.0 

10.6 

-6 

»l  ELECTRONICS 

GROUP  COMPOSITE 

6573 

5923 

7 

1.31 

1.38 

-1 

8579 

8168 

5 

6.0 

6.2 

2 

1  Canon 

828 

850 

1 

1  45 

1  71 

-4 

1201 

1456 

-3 

60 

5  8 

-2 

2   Eastman  Kodak 

887 

607 

30 

1  34 

1  15 

10 

1  186 

732 

44 

78 

79 

-1 

3   Fuji  Photo  Film 

742 

707 

12 

1  42 

1  60 

-3 

1056 

1  121 

7 

5.8 

5  7 

-1 

4  Philips  Electronics 

768 

780 

0 

1  02 

1.07 

-4 

781 

837 

-4 

60 

6  7 

5 

5  Matsushita  Electric  Industrial 

561 

457 

7 

1  24 

1.26 

-3 

694 

578 

5 

5.6 

6  1 

3 

6  Xerox 

353 

276 

13 

1.75 

1.65 

5 

619 

458 

20 

6  8 

72 

3 

7  Minolta  Camera 

315 

262 

42 

1  61 

2.10 

1 

506 

569 

52 

5  1 

5  0 

0 

8  Sharp 

388 

323 

10 

1.27 

1.38 

-4 

493 

438 

6 

5  4 

5  8 

1 

9  Sony 

305 

307 

-1 

1.45 

1  69 

-9 

442 

524 

-9 

5.0 

5.1 

2 

10  Ricoh 

317 

257 

14 

1  38 

1.52 

-1 

439 

390 

13 

4  6 

5  1 

6 

1 1  Konica 

229 

172 

22 

1  45 

1  53 

5 

333 

268 

29 

5  6 

60 

1 

12   Pioneer  Electronic 

182 

146 

17 

1.38 

1.17 

9 

251 

173 

26 

4  5 

5.1 

5 

13  Olympus  Optical 

164 

174 

3 

1  30 

1  33 

2 

213 

232 

6 

4  8 

5.2 

7 

14  Sanyo  Electric 

136 

106 

10 

1  23 

1  22 

2 

167 

130 

1 1 

5  5 

5.7 

1 

15   Murata  Mfg. 

127 

104 

9 

1.02 

1.00 

0 

129 

104 

1 1 

70 

8.8 

10 

16  Nikon 

85 

87 

-7 

114 

1.35 

-2 

97 

117 

-11 

4.8 

4.8 

3 

17  Alps  Electric 

97 

143 

-8 

0  87 

1  01 

-3 

85 

148 

-9 

5  9 

6  2 

6 

1 8  Polaroid 

39 

69 

-16 

1.04 

1  05 

8 

41 

72 

-9 

7  8 

8  7 

3 

19  Black  &  Decker 

52 

103 

-21 

061 

0  77 

-9 

32 

82 

-28 

13  3 

12  2 

-5 
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Patent  Scoreboard  * 


COMPANY  NUMBER  Of  PATENTS  CURRENT  IMPACT  INDEX         TECHNOLOGICAL  STRENGTH       TECHNOLOGY  CYCLE  TIME 


% 

% 

% 

AVG. 

CHANGE 

AVG, 

CHANGE 

AVG. 

CHANGE 

AVG 

CHANGE 

1991 

1987-91 

198;-9I 

1991 

1987  91 

198791 

1991 

1987-91 

1987-91 

1991 

1987-91 

1987-91 

7 

FOOD 

GROUP  COMPOSITE 

737 

656 

7 

1.25 

1.20 

3 

920 

791 

10 

11.6 

1 1.7 

0 

1 

Procter  &  Gamble 

163 

145 

7 

2,08 

1,82 

5 

339 

266 

14 

101 

1 13 

3 

2 

RJR  Nabisco  Holdings 

101 

82 

15 

1  45 

119 

7 

146 

99 

22 

13  2 

12  6 

-1 

3 

Colgate-Palmolive 

72 

67 

15 

1  72 

1,45 

1 1 

124 

98 

26 

10  8 

96 

-5 

4 

Unilever 

129 

129 

3 

0  85 

1,03 

-4 

109 

133 

-1 

1  17 

1  1  7 

-2 

5 

Philip  Morris 

100 

84 

6 

0  82 

0.82 

4 

82 

68 

7 

16.0 

14,6 

-3 

6 

Koo 

76 

60 

14 

0  80 

0.88 

2 

61 

52 

14 

9,1 

8,7 

-4 

7 

Nestle 

62 

60 

9 

0,72 

0.76 

12 

45 

46 

26 

12.2 

13  1 

2 

8 

Ajinomoto 

34 

30 

3 

0,68 

0.97 

8 

23 

28 

1  1 

8.4 

81 

-18 

8 

FUELS 

GROUP  COMPOSITE 

2312 

2256 

2 

0.91 

0.98 

-3 

2115 

2202 

0 

10.9 

10.5 

-2 

1 

Mobil 

374 

332 

8 

1  27 

1.36 

-3 

475 

452 

6 

9  7 

9,3 

-3 

2 

Exxon 

268 

228 

5 

0  96 

0  95 

0 

258 

219 

8 

12  8 

1 18 

-7 

3 

Royal  Dutch/Shell  Group 

310 

289 

18 

0  80 

0  89 

0 

248 

263 

23 

1 1.8 

1  1  4 

0 

4 

Phillips  Petroleum 

155 

158 

•  6 

1  1 1 

0  85 

10 

171 

134 

5 

108 

1  15 

2 

5 

Texaco 

151 

138 

3 

0.88 

0  88 

-2 

133 

121 

1 

9.7 

9,2 

-4 

6 

Amoco 

155 

166 

1  1 

0  78 

0.88 

3 

121 

150 

18 

9  3 

9  2 

2 

7 

Elf  Aquitaine 

164 

174 

2 

0  65 

0.75 

-5 

107 

130 

-2 

13  3 

11.7 

-10 

8 

Unocal 

91 

70 

15 

1  14 

1  44 

-9 

103 

100 

5 

1  1.4 

10.4 

-5 

9 

Atlantic  Richfield 

102 

1 1  1 

-7 

0  93 

0  98 

-3 

95 

1 10 

-1 1 

1  1.7 

10  2 

-4 

10 

Schlumberger 

100 

95 

9 

0  94 

1.31 

-15 

94 

123 

-3 

9.7 

9.7 

1 

1  1 

Mitsui  Petrochemical 

103 

57 

48 

0  89 

1  17 

-2 

91 

62 

41 

79 

8  2 

-3 

12 

UOP 

99 

105 

19 

091 

0,92 

5 

90 

101 

34 

12  1 

10  8 

-2 

13 

Chevron 

82 

92 

-10 

0.86 

0,96 

1 

70 

87 

-12 

1  1.0 

10. 1 

-I 

14 

Nippon  Oil  " 

54 

47 

10 

093 

0.84 

5 

50 

40 

15 

8  8 

8  2 

0 

15 

British  Petroleum 

58 

1 1  1 

-20 

0  60 

0  71 

-8 

35 

82 

-26 

1 12 

10.4 

-4 

16 

Occidental  Petroleum 

33 

35 

-4 

0  91 

0,74 

15 

30 

25 

8  2 

lO.S 

9 

17 

Ashland  Oil 

16 

49 

-30 

0  35 

0  82 

-27 

6 

48 

-47 

9  6 

10.1 

-9 

□ 

HEALTH  CARE 

GROUP  COMPOSITE 

2214 

2225 

1 

1.00 

1.01 

2 

2214 

2250 

4 

8.7 

8.9 

1 

1 

Bristol-Myers  Squibb 

197 

187 

1 

0  87 

1  00 

-6 

171 

187 

-5 

8  4 

8  3 

-2 

2 

Pfizer 

136 

118 

7 

1  20 

0  97 

10 

163 

1 16 

20 

73 

8  7 

6 

3 

Eli  Lilly 

1  19 

109 

2 

1  31 

1  12 

10 

156 

124 

13 

72 

79 

2 

4 

Warner-Lambert 

120 

117 

0 

1  29 

1  35 

9 

155 

159 

1 1 

8  8 

8.5 

_  1 

5 

Johnson  &  Johnson 

123 

147 

-7 

1  23 

1,23 

-3 

152 

182 

-8 

72 

8.4 

2 

6 

Merck 

188 

174 

6 

0.80 

0,99 

-2 

151 

171 

3 

8.0 

76 

-1 

7 

Abbott  Laboratories 

84 

59 

21 

1.49 

1.33 

4 

125 

80 

25 

76 

8.1 

-1 

8 

L'Oreal 

98 

85 

16 

1.03 

0.89 

5 

101 

75 

19 

1  14 

12.1 

-4 

9 

Baxter  International 

71 

86 

-9 

1  33 

1,45 

-2 

95 

125 

-12 

10  0 

100 

0 

10 

American  Home  Products 

102 

1  16 

9 

0.80 

0.79 

5 

81 

93 

16 

71 

8.2 

6 

1  1 

Sulzer  Brothers 

76 

82 

-1 

1  01 

091 

4 

77 

75 

5 

78 

9  4 

1  1 

12 

Roche  Holding 

118 

109 

6 

0  65 

0  80 

-9 

76 

87 

-1 

8  4 

76 

~5 

13 

Becton,  Dickinson 

68 

63 

13 

I  09 

112 

2 

74 

72 

24 

8  1 

8  6 

-2 

14 

Alza 

37 

40 

9 

1  96 

2  15 

6 

72 

88 

18 

12  2 

1  1.0 

-3 

15 

Boehringer  Mannheim 

73 

59 

21 

098 

0  93 

8 

71 

56 

32 

6.8 

8.0 

3 

16 

Cordis 

28 

29 

-5 

2  25 

1  87 

10 

63 

53 

6 

6,2 

8.4 

10 

17 

Kimberly-Clark 

42 

75 

-16 

1  44 

1  57 

-2 

61 

118 

-18 

103 

1  13 

3 

18 

Schering-Plough 

60 

51 

16 

0  98 

1  00 

3 

59 

52 

23 

76 

75 

2 

19 

Glaxo  Holdings 

57 

33 

60 

0  92 

090 

44 

52 

34 

223 

8  4 

76 

-4 

20 

SmithKline  Beecham 

75 

1 10 

-9 

066 

0  69 

-3 

50 

76 

-13 

8  6 

90 

-5 

21 

Tokeda  Chemical  Industries 

59 

77 

-1 

0  73 

077 

10 

43 

60 

1 1 

8  1 

8.2 

-4 

22 

Sandoz 

66 

69 

0 

0  61 

0,56 

8 

40 

39 

9 

10,4 

9.5 

-3 

23 

Schering 

66 

67 

10 

0  47 

0  55 

10 

31 

38 

21 

1  1,0 

10.0 

-6 

24 

Syntex 

36 

44 

-4 

0,74 

0  87 

-4 

26 

39 

-7 

9,1 

8.7 

~1 

25 

Fujisawa  Pharmaceutical 

40 

43 

4 

0  57 

0  55 

-2 

23 

24 

4 

9  3 

8.2 

-13 

26 

Wellcome 

39 

35 

21 

0  54 

1  30 

72 

21 

52 

142 

9,1 

77 

-10 

27 

Upjohn 

23 

24 

8 

0  59 

0  45 

16 

14 

10 

12 

16  4 

1 1.0 

-15 

23 

Yamanouchi  Pharmaceutical 

14 

17 

6 

063 

0  71 

-1 

9 

12 

10 

10  3 

8  2 

-12 

iJ  It^DUSTRIAL  PRODUCTS 

' 

GROUP  COMPOSITE 

1243 

1230 

0 

1.09 

1.17 

-3 

1359 

1442 

-3 

8.1 

9.1 

4 

1 

Robert  Bosch 

313 

267 

3 

1  09 

1.14 

-3 

341 

304 

1 

6,6 

72 

3 

2 

Aisin  Seiki 

174 

153 

5 

1  29 

1  33 

1 

225 

204 

7 

50 

7.2 

17 

3 

TRW 

112 

10-' 

5 

1,34 

1  28 

2 

150 

132 

5 

100 

102 

0 

4 

Nippondenso 

95 

127 

-15 

1  39 

1  70 

-6 

132 

221 

-21 

6  9 

6  8 

-2 

5 

Eaton 

120 

129 

1 

1,08 

1.1  1 

1 

130 

144 

3 

9  4 

9  9 

4 
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COMPANY   NUMBER  OF  PATENTS  CURRENT  IMPACT  INDEX         TECHNOLOGICAL  STRENGTH       TECHNOLOGY  CYCLE  TIME 

\  °.  %  % 

AVG.       CHANGE  AVG.        CHANGE  AVG        CHANGE  AVG  CHANGE 


1991 

1987-91 

1987  91 

1991 

1987-91 

1987-91 

1991 

1987-91 

1987-91 

1991 

1987-91 

1987-91 

6  Illinois  Tool  Works 

78 

85 

-5 

119 

1.21 

-3 

92 

104 

-7 

14  9 

14,2 

-4 

7  Bridgestone 

105 

111 

10 

0,88 

0.91 

1 

92 

102 

15 

1  11 

10  3 

-3 

8   NGK  Insulators 

81 

82 

14 

1,07 

1.21 

1 

87 

103 

24 

74 

75 

-1 

9   Lucas  Industries 

78 

88 

-3 

0  75 

0.90 

-11 

58 

80 

-15 

76 

9,3 

5 

10  Goodyear  Tire  &  Rubber 

87 

84 

2 

0  56 

0.67 

-3 

49 

56 

-1 

10,7 

12  9 

4 

11  1  MACHINERY 

GROUP  COMPOSITE 

1051 

993 

2 

0.87 

0.88 

0 

919 

878 

2 

9.3 

10.3 

4 

1    Fuji  Heavy  Industries 

145 

10? 

18 

183 

1.71 

1 

266 

174 

19 

4  1 

40 

0 

2  Fanuc 

129 

1  14 

1 1 

1  29 

1.61 

-10 

167 

181 

-1 

5  5 

5  3 

0 

3  Mannesmann 

132 

128 

-2 

066 

0.68 

-5 

88 

88 

-6 

10  4 

1  10 

1 

4  Caterpillar 

85 

69 

7 

098 

0.79 

14 

84 

55 

26 

1  16 

12,0 

2 

5  Deere 

94 

96 

-2 

0,80 

0.72 

7 

75 

69 

3 

12  1 

13.0 

3 

6  Cooper  Industries 

87 

91 

6 

0.80 

0.83 

0 

69 

76 

6 

13,7 

13  8 

2 

7  Ingersoll-Rand 

72 

54 

21 

0  76 

065 

4 

55 

35 

26 

14  4 

15  5 

6 

8  MAN 

98 

109 

5 

0,50 

0,63 

-1 

49 

69 

2 

10,2 

1  1.7 

2 

9  Mitsubishi  Heavy  Industries 

72 

75 

-5 

0.54 

0.69 

-3 

39 

52 

-8 

1 13 

12,5 

-1 

10  Komotsu 

35 

32 

-2 

1  01 

0.89 

4 

35 

29 

3 

6  1 

77 

8 

1  1    Doikin  Industries 

46 

41 

7 

068 

0  83 

-3 

31 

35 

1 1 

8  0 

9.0 

5 

12  Kubota 

36 

39 

6 

0.75 

0.91 

6 

27 

36 

18 

13  8 

1 17 

-6 

13   Kawasaki  Heavy  Industries 

21 

41 

-23 

068 

0  76 

-1 

14 

32 

-22 

14  8 

14  2 

-9 

12  1  METALS  &  MATERIALS 

GROUP  COMPOSITE 

641 

699 

-3 

0.93 

0.89 

3 

597 

619 

-1 

9.8 

10.5 

3 

1    Compagnie  de  Saint-Gobain 

106 

88 

6 

091 

0  91 

1 

97 

80 

7 

10.6 

1 1  3 

1 

2  Asahi  Glass 

77 

59 

1 1 

1,11 

093 

13 

86 

55 

24 

71 

8.5 

6 

J  Corning 

62 

69 

8 

1.37 

1.18 

9 

85 

83 

22 

79 

8  9 

1 

4  Aluminum  Co.  of  America 

78 

78 

-2 

1.02 

0.83 

7 

79 

65 

6 

10.1 

1 14 

5 

5  Sumitomo  Metals  Industries 

51 

49 

2 

1.1 1 

1  01 

9 

57 

49 

9 

8.8 

8.9 

1 

6  Pilkington 

40 

44 

3 

1.27 

11 1 

4 

51 

49 

7 

9  8 

9  7 

-1 

7  Nippon  Steel 

73 

72 

10 

0.65 

0  59 

6 

48 

43 

18 

10  1 

9  7 

1 

8   Kawasaki  Steel 

57 

57 

2 

0.67 

0.62 

16 

38 

35 

16 

72 

9  2 

10 

9  Pechiney 

42 

61 

-1 1 

0.69 

0  87 

1 

29 

54 

-7 

15  0 

12  2 

-9 

10  Kobe  Steel 

36 

68 

-15 

0  70 

0,81 

-12 

25 

56 

-27 

71 

9.6 

12 

1  1  Owens-Illinois 

20 

57 

-28 

0  90 

095 

3 

18 

54 

-25 

13  2 

12.8 

-4 

GROUP  COMPOSITE 

983 

985 

-1 

1.42 

1.47 

-2 

1395 

1451 

-3 

5.3 

6.2 

5 

1    American  Telephone  &  Telegraph 

487 

425 

4 

1.84 

1  77 

2 

895 

754 

6 

5  3 

6  2 

5 

2  GTE 

249 

270 

-5 

0.91 

0  99 

-4 

226 

270 

-9 

8  2 

8  3 

-4 

3  BCE 

101 

138 

-13 

1.13 

131 

-7 

114 

185 

-19 

5  7 

61 

3 

4  Nippon  Telegraph  &  Telephone 

60 

61 

4 

1.84 

2  08 

0 

1  10 

127 

6 

5  7 

5  8 

3 

5  British  Telecommunications 

57 

60 

14 

1  47 

1  44 

1 

84 

86 

14 

6.6 

6  5 

1 

6  L.  M.  Ericsson 

29 

32 

-7 

0  83 

097 

-7 

24 

32 

-12 

5.5 

6  9 

6 
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i- .  3 

;i-ei4 

'v^tsuD  sci  Kose  3 

Pruiiips  Petrcc  -  8 

-  ,torriO  Electric  Inos  5 

AoDoi!  LoboiQiones  9 

Bosch  IRoberil  10 

c-c,  8 

in:',.  Business  Mocnir,es4 

Mitsubshi  Moiors2 

Pliwngton  12 

i  i.irriitomo  Meiols  Inos  1 2 

;  :ts  &  Cnerr:  3 

Bnagesione  10 

Fnnoc  1 1 

iTT5 

Mitsui  Pefrocher7iical  8 

Pioneer  Eleclronic  6 

',,unditicnd  5 

10 

Brisloi-Myers  Sqij,bD9 

Fi,,i(;3 

johnson  &  Johnson  9 

Mobil  8 

PolcrOiC  6 

Syntei  9 

British  Aerosrioce  1 

Fo'd  Moror  2 

Koo7 

Monsontc  3 

Porscne  2 

Toreoo  Cnen-iicoi  Inos  9 

A^LZo  3 

Biilish  Perrolt.jm  8 

F,.!,  FHeovy  Inds  1 1 

Kowosoki  Heavy  Inds  1 1 

Moritedison  3 

PPG  Ina,jsrt,es3 

Teit,o,-..4 

Alcoie.  Alslhom  5 

fi,i-,-  'eern-,-s  13 

ru  ,  Phoro  Fi,ni6 

Kowcsok.  Sieei  12 

,Motoro  0  4 

Procter  r5.  Gornoie  7 

TekGc,-j  8 

Alliea-Signo,  5 

6 

fu;iSG>^o  Pharm  9 

kimoerly-Cio'-  9 

Muiatc  Mtg  6 

Roytr.eon  1 

Texos  Ir.stiuinenrs  4 

Alps  Eieciric6 

11 

Fujilsu  4 

Kooe  S;ee'  1 2 

NCR  4 

Rhone-Poulenc  3 

Textior,  1 

Aluminum  Co  ot  Arr,er;co  12 

8 

Gerierc,  Dynamics  1 

Kon-ioi;j  1 1 

NEC  5 

Ricoh  6 

Tho^,son  5 

Al2a9 

e  2 

General  Eleclric  5 

Konico  6 

Nestle  7 

RJR  Nobisco  Holdings? 

Toroy  lraus:Mes3 

loshibo  5 

ToyoM  Mo-,-„  2 

TRW  10 

Unilevei  7 
UnionCoic.,oe3 
Unisys  4 

United  Tecnnologies  1 

Unocol  8 

U0P8 

Ameiicon  Cyonomid  3 

i.,!..i<:-e,gy3 

General  Eleclnc  PtC  5 

Kuboio  1 1 

NGK  Insulotors  10 

Roche  Holding  9 

Ameticon  nome  Prods  9 

Loigcie  Poirno'ive  7 

Genera,  Motors  2 

Kureho  Chen-.,ca,  3 

Nikon  6 

Rockwell  Iniernoiionoi  1 

Americcn  Te>  &  Te.  13 

Cooper  Incs  1  1 

GiOKO  Holdings  9 

lilly  (Ei;)  9 

Nippon  Oil  8 

Rolls  Royce  1 

Amoco  8 

Cordis  9 

GM  Eiughes  Eiecironics  1 

lirton  Industries  1 

Nippon  Steei  12 

Royol  Duicri/Shell  Group  8 

AMP  4 

Corning  12 

Goodyeor  Tire  &  Rubber  10 

Lockheed  1 

Nippon  Tel  ATe,  13 

Soint-Goboin  |Comp )  12 

Asoh.  Ctienicol  Ir.a  3 
Asoh,  Gossl2 

Doil.r,  hds  1 1 
Doimler-Benz  2 

Gioce  (W  R 1 3 
Groupe  Bull  4 

lucos  Inous'ries  10 
MAN  11 

Nippoi-censo  10 
N.sson  Motor  2 

Sondoz  9 
Scnyo  Electric  6 

Astiloid  Oil  8 

Deere  1 1 

GTE  13 

Mannesmonn  1 1 

Occidenlot  Petroleur.  8 

Scnering  9 

Aiiorii.c  RichfieioS 

Degussc  3 

Flenkel  3 

Mcrsusn.ro  Electric  Ind  6 

Osi  Eectric  Industry  5 

Schering-Piough  9 

Upionn  9 

VEbA3 

BASF  3 

Digirol  Eo,  i  i 

Hewlelr-Poc^ora  4 

Mozco  Motor  2 

0',r,3 

Schiumberger  8 

Boxte,  lnler,notional  9 

Dow  Ch.=  ■  3 

Hilochi  5 

McDerrr.olt  Int'i  5 

Oiyrr,p,.,s  Ooticol  6 

Sharp  6 

Volvo  2 

Beyer  3 

Du  Ponr3 

HoecriSi3 

McDonnell  Douglos  1 

Ceo' (11 9' 

Shi-,-t:su  Cher.coi  3 

Worner-Lonbert  9 

BCE  13 

toslman  Koook  6 

Fionda  Motoi  2 

Merck  9 

Owens-li,,"0,s  1 2 

Siemens  5 

Wellcome  9 

Becion,  Dickinson  9 

EoronlO 

Honeywell  5 

M'n-,e'„-,',i  Mr  r,o    MIg  3 

Perriev  12 

SnnirnKline  Beechom  9 

Westinghouse  E  ectncS 

Block  a  Decker  6 

t'l  Aj,j'lGirie8 

Illinois  Tool  Works  10 

6 

9 

Sony  6 

Xerox  6 

BMW  2 

tnieison  EleciiicS 

Imperiol  Cnemicol  Inos.  3 

M  5 

?-  ,„■        ■  7 

Suizer  Brothers  9 

yamonoucFii  Phoim  9 

Bdennnger  Monnheir^  9 

E.'ir  ,iOn  (I  Ml  13 

hqerso,:.Rond  1 1 

M'l-,,  .  ,1    --J-,.  11 

P-  lO', ■,  ■  6 

■:,i.,-,;omoCner'iico;3 

Ze'.-  E,e.:  ni,c:4 
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Health 


WHEN  THINNESS 
BECOMES  ILLNESS 


If  someone  you 
know  truly  be- 
lieves one  can  nev- 
er be  too  rich  or  too 
thin,  it  may  be  cause 
for  alarm.  Rich  is 
0.  K.  But  people  who 
force  their  bodies  into 
unnatural  slimness 
can  seriously  harm 
their  physical  and 
mental  health. 

It's  a  mistake,  too, 
to  think  that  malnutri- 
tion affects  only  poor 
people.  About  11  mil- 
lion women  and  1  mil- 
lion men  in  the  U.  S. 
suffer  from  one  of 
two  conditions  that 
physicians  classify  as 
eating  disorders. 
Those  with  anorexia 
nervosa  compulsively 
restrict  the  amount  of 
food  they  eat.  Those 
with  bulimia  nervosa 
may  eat  normally  or 
"pig  out"  frequently — 
but  to  avoid  gaining 
weight,  they  immedi- 
ately regurgitate  the 
undigested  food  or 
down  huge  quantities 
of  laxatives  for  a 
purging  effect. 

Widespread  study 
into  the  problem  of 
undereating  began 
just  about  a  decade 
ago,  and  an  increase  in 
treatment  methods 
and  centers  is  one  result.  But 
many  anorexics  and  bulimics, 
like  drug  or  alcohol  addicts, 
are  so  secretive  that  they 
manage  to  avoid  treatment 
until  their  health  reaches  a 
critical  stage.  Celebrity  and 
status  is  no  shield  from  the 
problem.  For  example,  a  re- 
cent biography  alleges  that 
Britain's  Princess  Diana  is  a 
bulimic. 

"Typically,  bulimics — espe- 
cially vomiters — are  quite 


A 

■A* 


skilled  in  hiding  their  condi- 
tion," says  Mary  Bellofatto, 
clinical  director  of  The  Wil- 
lough  at  Naples  (Fla.),  which 
specializes  in  treatment.  Many 
wear  clothing  that's  too  large, 
so  no  one  realizes  how  thin 
they  are. 

Influenced  by  the  slender, 
good-looking  people  they  see 
in  ads,  films,  and  TV  pro- 
grams, teenagers  seem  partic- 
ularly susceptible  to  bulimia 
or  anorexia.  A  1990  study  of 


seniors  in  20  high  schools  in 
18  states  found  that  11%  fit 
one  of  the  classifications.  So 
parents  should  be  alert  to  ear- 
ly signs  of  trouble,  says  Dr. 
Joan  Barber,  director  of  the 
George  Washington  Universi- 
ty Medical  Center  eating  dis- 
orders program. 
MISERY  CYCLE.  About  95%  of 
the  3,000  patients  who  have 
undergone  treatment  at  the 
center  are  females  from  mid- 
dle- and  upper-income  fam- 


ilies. "Almost  all  have 
low  self-esteem,  are 
greatly  concerned 
about  what  others 
think  of  them,  and 
tend  to  be  very  nice- 
very  compliant  and 
passive — rather  than 
say  what  they  think," 
says  Barber.  Usually, 
their  relationships 
with  their  peers  are 
poor.  "They  say,  'I'm 
miserable,  maybe  be- 
cause I'm  too  fat,'  " 
says  Barber.  "They 
diet  to  lose  10  pounds. 
Dieting  makes  them 
feel  more  miserable, 
so  they  think  they 
should  lose  more.  It's 
a  dangerous  cycle." 

Some  anorexics  be- 
come exercise  fanatics 
and    work    out  for 


the  same 
limit  theii 
That  car 
muscles  iv 


hours.  At 
time,  they 
food  intake 
v/eaken 

strain  the  heart,  and; 
make  bones  brittle  ts 
Bulimics  may  embari  ai 
on  refrigerator-raiding  s- 
binges  or  consume  i  p 
week's  worth  of  gro  it 
ceries  in  a  single  day  fa 
Researchers  say  th< » 
influx  of  carbohy  a 
drates  can  affect  braii  t 
chemistry  to  produce  :  i 
pleasurable  "high.'d 
Afterward,  a  bulimi'  ircl 
may  gulp  laxatives  or  diure  h 
tics  to  offset  the  binge.  imj 
Anorexia  and  bulimia  ar  fel 
treated  similarly.  Since  bout  fe, 
of  depression  frequenti;  ?f 
cause  people  who  suffer  fror  ; 
these  disorders  to  think  that 
slimmer  figure  will  brin 
them  happiness,  physician 
may  prescribe  Prozac  or  othe 
antidepressant  drugs.  Roi  jot 
finely,  patients  undergo  psj  % 
chotherapy  to  uncover  the  uipjci 
derlying  reason   for  thei|is 


ier 
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pression.  Many 
;es,  says  Bellofatto, 
olve  childhood  sexu- 
ibuse.  Adult  children 

alcoholics  are  also 
)ne  to  eating  disor- 
rs.  To  relieve  the 
ess  they  feel,  they 
:us  all  their  attention 

food. 

STIY  CONTROL.  Some 
dies,  says  the  Na- 
fial  Anorexic  Aid  So- 
ty  (NAAS)  in  Colum- 
Ohio,  suggest  that 
ing  disorders  result 
m  genetic  factors  or 
riations  in  brain 
jmistry.  So  treat- 
nt  begins  with  a  medical 
!ckup  and  family  history, 
en  comes  individual,  group, 
i  family  therapy. 
Phe  cost  to  change  beliefs 
\  modify  eating  habits  can 
1  high.  A  full  day  at  the 
Hough  facility  costs  $800. 
r  $400,  patients  can  partici- 


Ithe  problem  profileI 

1    THE  DANGER  SIGNS  1 

A  person  with  an  eating  disorder 
may: 

►  Significant  or  extreme  weight 
loss  (15%  or  more) 

►  Make  frequent  excuses  to  skip 
meals  or  eat  alone 

►  Be  highly  self-critical  and  strive 
for  perfection 

►  Discuss  food,  weight,  body 
shape  continually 

►  Listen  to  others'  problems,  but 
seldom  share  his  or  her  own 

►  Become  aloof,  experience  rapid 
mood  shifts 


►  Ritualistic  eating  habits,  such  as 
cutting  food  into  tiny  pieces  and 
chewing  each  20  times  or  so 

►  Large  food  purchases  disappear 
suddenly 

►  Unusual  swelling  around  the  jaw 

►  Numerous  laxative  or  diuretic 
wrappers  in  the  trash 

►  Regular  visits  to  the  bathroom 
after  each  meal 


DATA;  NATIONAL  ANOREXIC  AID  SOCIETY 


pate  in  a  plan  that  includes 
five  or  six  hours  of  intense 
treatment.  "That's  enough  to 
give  them  control  over  their 
eating,  but  they  will  still  need 
support  and  therapy  outside," 
says  Bellofatto. 

Although  most  medical  in- 
surance plans  cover  hospital- 


ization costs,  Dr.  Barber  says 
the  trend  is  toward  outpatient 
treatment.  Hospitalized  pa- 
tients often  revert  to  their  old 
eating  habits  upon  leaving  the 
institution's  control,  she  says. 
"A  small  segment  of  young 
anorexics  do  well  in  the  hospi- 
tal— simply  because  they're 


away  from  their  peers, 
which  relieves  the 
stress  they  feel  by  not 
conforming"  to  an  un- 
realistic standard. 

Free  pamphlets  on 
bulimia  and  anorexia 
are  available  from  both 
NAAS  and  the  National 
Association  of  Anorexia 
Nervosa  &  Associated 
Disorders  (ANAD)  in 
Highland  Park,  111. 
They  can  also  advise 
patients  and  families 
about  local  self-help 
and  support  groups 
such  as  Overeaters 
Anonymous,  which  can 
help  before  a  problem  be- 
comes serious  or  prevent  a  re- 
lapse after  treatment.  "Their 
members  understand  that  an 
actual  illness  is  involved," 
Bellofatto  says.  "To  the  aver- 
age person,  an  anorexic  is 
someone  who  should  just  eat 
more."  Don  Dunn 


Computers 

AG  A  MEGABYTE-SIZE  BARGAIN 
r  A  COMPUTER  FLEA  MARKET 


Pjcimputer  makers  are  dis- 
counting madly  right 
Bnow.  But  there's  one 
y  to  get  rock-bottom  prices 
year:  computer  flea  mar- 
is. These  shows  are  hacker 
iven.  Hundreds  of  deal- 
— many  of  them  mom-and- 
D  operations — gather  in  a 
ivention  hall  for  a  day  to 
er  every  component  that 
iceivably  could  go  in  or  on 
omputer,  at  discounts  of  up 
80%  off  retail.  Occasionally, 

I  can  find  good  buys  on 
sd  equipment,  but  most 
rchandise  is  new. 

Pry  this  on  for  size:  A 
md-new  IBM  clone  with  an 
,el  486DX  chip,  33  mega- 
"tz,  a  170-megabyte  hard 
ve,  and  a  top-quality  super 
A  monitor  for  only  $1,695. 

II  Computer,  a  major  mail- 
ler  house  that  also  dis- 
ints,  sells  a  comparable 
;tem  for  $2,508.  Or  how 
)ut  an  Epson  LQ-870  letter- 
ility  printer  that  spews  330 
iracters  a  second  for  $275? 
is  printer  sells  for  $481  in  a 


leading  electronics  store.  "If 
it's  used  in  a  computer,  it's 
sold  there,"  says  Ken  Gordon, 
whose  KGP  Computer  Show 
(800  631-0062)  stages  35  flea 
markets  a  year  in  towns  from 
Massachusetts  to  Virginia. 
"You'll  find  everything  you 
can  imagine." 

Everything,  that  is,  except 


name  brands.  Most  of  the  sys- 
tems sold  are  clones,  custom- 
built  by  the  vendors  with  the 
standardized  parts  you  find 
inside  any  PC.  You're  more 
likely  to  see  a  Salcon — assem- 
bled by  Sam  Secondo  of  En- 
field, Conn. — than  an  IBM  or 
an  Apple.  That's  one  reason 
prices  are  so  low. 
LEMON  AID.  Although  hackers 
haunt  these  shows,  don't  be 
intimidated  if  you're  not  one. 
Attend  a  few  shows  before 
you  buy  and  ask  lots  of  ques- 
tions. You  can  also  learn  a  lot 
from  talking  to  dealers,  com- 
paring information  and  prices. 


And  you'll  get  a  sense  of 
which  dealers  come  back  time 
after  time:  You'll  want  to  buy 
from  them.  Just  as  important, 
the  vendor  should  be  based  in 
your  area,  in  case  you  have  to 
return  your  purchase  for  re- 
placement or  repair. 

Get  a  receipt  for  anything 
you  buy.  You'll  need  it  if  you 
wind  up  with  a  lemon  and  the 
vendor  gives  you  the  run- 
around.  Show  promoters  such 
as  Gordon  will  follow  up  for 
you  until  you  receive  satisfac- 
tion— either  in  goods  or  cash. 
Besides  KGP,  other  shows  in- 
clude Computer  Central  in 
Chicago  (708  940-7547),  PC 
Fest  in  Florida  (407  746-4414), 
and  California  Computer  (415 
340-9113).  For  more  names, 
check  Nuts  &  Volts  magazine 
(714  371-8497). 

Fortunately,  most  vendors 
at  established  flea  markets 
are  reputable.  Bob  Ardis,  a 
business  analyst  at  Shearson 
Lehman  Brothers,  bought  a 
powerful  PC  at  a  KGP  show  in 
New  Jersey  for  $1,650  (vs. 
$2,500  retail).  But  a  glitch  in 
his  system  sent  him  back  to 
the  dealer.  The  vendor,  whose 
store  was  about  an  hour  from 
Ardis'  home,  replaced  the 
faulty  parts  promptly — and, 
Ardis  says,  "he  didn't  charge 
me  a  cent."  Pam  Black 
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Travel 


FROM  PARIS  TO 
PERU:  TIPS 
ON  TIPPING 


One  hopes  the  stories 
are  apocryi)hal:  the 
cab  driver  who  tries 
to  run  you  over,  the  vindictive 
bellhop  rifling  your  bags.  But 
travelers  who  don't  practice 
proper  tipping  etiquette 
abroad  can  expect  repercus- 
sions— if  only  the  devastating 
sneer  of  a  imnhr  d\  To  save 
yourself  embarrassment,  it 
pays  to  know  the  rules. 

By  the  standards  of  many 
other  cultures,  Americans  tip 
too  often  and  too  much.  Far 
from  appearing  munificent, 
says  Hilka  Klinkenberg,  man- 
aging director  of  Etiquette  In- 
ternational, a  New  York  con- 
sulting firm,  they  come  across 
as  vulgar.  "The  biggest  prob- 
lem for  Americans  abroad  is 
that  we're  perceived  as  crass 
capitalists,"  she  says.  "You 


don't  want  to  look  as 
though  you're  storm- 
ing in  there  trying  to 
buy  the  place." 

Nearly  everywhere 
outside  the  U.  S.,  hotel 
and  restaurant  bills  in- 
clude a  service  charge 
equal  to  10'/'  to  20%  of 
the  total.  You  may 
leave  an  additional  57' 
of  the  check  in  restau- 
rants, but  you  don't 
have  to,  and  more 
makes  you  look  dumb. 
In  Germany,  it's  cus- 
tomary just  to  round 
up  the  change  to  the 
nearest  mark.  If 
you're  not  sure  wheth- 
er service  is  included 
in  the  bill,  ask  the  per- 
son who  presents  it  to 
you. 

FARE  MAZE.  Americans 
are  accustomed  to  tip- 
ping taxi  drivers,  but  in  Den- 
mark, the  Netherlands,  Fin- 
land, Switzerland,  Japan, 
Thailand,  and  some  Latin 
American  countries,  it's  just 
not  done.  To  avoid  surprises, 
ask  a  native  friend  or  hotel 
staffer  about  tipping  before 


a 


you  hail  a  cab.  In  some  Arab 
nations,  drivers  theoretically 
don't  take  tips,  but  your  fare 
may  mysteriously  double  at 
the  end  of  your  ride.  Always 
agree  on  fares  before  climb- 
ing into  an  unmetered  taxi. 
Chinese,  Icelanders,  and  Ta- 


hitians  consider  all 
tips  an  insult.  This  cul 
tural  phenomenon, 
which  has  nothing  to 
do  with  economic  sys 
tems,  can  make  even 
seasoned  American 
travelers  seem  boor- 
ish. President  Reagan 
in  1984  humiliated 
Beijing  shopkeeper — 
and  made  headlines 
by  telling  him  to  keep 
the  change  from  a 
small  purchase. 

Undertipping,  oi 
course,  is  just  as  of- 
fensive. Roger  Axtell, 
author  of  Do's  avag 
Taboos  Around  th 
World  (John  Wiley  & 
Sons,   $10.95),  say 
that  if  you're  unfamil 
iar  with  a  foreign  cur 
rency  and  likely 
make  mistakes,  it' 
better  not  to  tip  at  all  than  t( 
hand  someone  the  equivalen 
of  a  nickel.  In  a  large  hotel 
ask  the  concierge  about  prop 
er  gratuities  for  various  ser 
vices.   Annoying  the  wron: 
person  could  spoil  your  goo( 
time.  Joan  Warne 


t{ 


To  yield-starved  investors, 
suffering  as  interest 
rates  tumble  toward  3'/^ ,  for- 
eign rates  look  downright 
luscious.  In  Germany,  short- 
term  securities  yield  nearly 
10' ^  in  Italy,  \l'/<;  in  Mexico, 
K)',;. 

U.  S.  investors  can  take 
advantage  of  higher  yields 
abroad — and  minimize  risk — 
with  short-term  global  in- 
come funds.  The  first  was 
launched  in  1989,  and  now 
there  are  28,  with  $22  billion 
in  assets. 

Don't  mistake  these  for 
money  market  funds.  Net  as- 
set values  fluctuate  some- 
what because  of  interest- 
rates  swings,  but  mostly, 
they  move  on  changes  in  for- 
eign-exchange rates.  On  July 
20,  for  instance,  the  dollar 
shot  up  1.9%  against  a  bas- 
ket of  currencies — and  that 
nicked  as  much  as  0.6%  off 
some  funds'  N.-Ws. 

These  funds  now  sport 
yields  of  over  IV-.  That's  a 
long  way  from  the  double- 
digit  yields  paid  in  many  for- 


Smart  Money 

SAFE  PASSAGE  FOR  THE 
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eign  markets.  But  then, 
these  funds  usually  hedge 
much  or  all  of  their  currency 
risk.  That  can  cost  several 
percentage  points.  Also, 
some  funds  keep  money  in 
low-yield  dollar-based  securi- 
ties to  dampen  volatility. 
And  there  are  expenses  that 
run  1.34'-!  on  average. 

So  far,  the  hedged-global- 
fund  concept  seems  to  work. 


says  analyst  Anthony 
Mayorkas  of  Morningstar 
Mutual  Funds.  Look  at  the 
Alliance  Short-Term  Multi- 
Market  Trust,  the  first  of 
these  funds.  Class  A  shares, 
which  started  at  $9.70,  have 
moved  between  $9.55  and 
$10.01  and  now  trade  at 
$9.69.  (Many  broker-sold 
funds  have  "A"  and  "B" 
shares.  Class  A  holders  pay 


LOOKING  ABROAD  FOR  HIGH  YIELDS 


Fund  Current 

Total 

Phone 

yield 

return* 

800- 

ALLIANCE  SHORT-TERM  MULTI-MARKET  B 

7.48% 

7.16% 

227-4618 

FIDELITY  SHORT-TERM  WORLD  INCOME 

7.92 

4.36** 

544-8888 

MERRILL  LYNCH  SHORT-TERM  GLOBAL  INCOME  B 

7.61 

7.50 

637-3863 

PRUDENTIAL  SHORT-TERM  GLOBAL  INCOME  B 

9.30 

8.01 

225-1852 

SCUDDER  SK9RT-TERM  GLOBAL  INCOME 

9.03 

13.33 

225-2470 

•Appreciation  plus  reinvestment  of  dividends  and  capital  gains  for  12  montfis  ending  June  30 
**Six  months  ending  June  30  DATA.  MORNINGSTAR  INC,  BW 


a  3%  upfront  load;  B  holders 
pay  a  0.5%-  distribution  fee 
annually,  which  comes  out  of 
interest  income.)  "Our  goal 
is  to  beat  a  six-month  certifi- 
cate of  deposit  by  two  per- 
centage points,"  says  portfo- 
lio manager  Bob  Sinche.  The 
fund  is  now  ahead  of  CDs  by 
nearly  four  points. 
TIGHT  SHIP.  The  no-ioad 
Scudder  Short-Term  Global 
Income  Fund,  which  has 
nearly  $1  billion,  earned  a 
13.339?  total  return  in  the  12 
months  ending  June  30.  Its 
current  yield  is  a  bountiful 
9.03%,  helped  by  relatively 
low  expenses. 

While  these  funds  seem 
right  for  investors  today 
what  will  happen  when  U.  S 
rates  move  higher  than  most 
others?  Margaret  Craddock 
manager  of  the  Scuddei 
fund,  doesn't  worry  about 
running  out  of  investments 
With  emerging  markets 
such  as  Greece,  offering  2W' 
yields,  "there  will  always  bt 
new  opportunities  coming 
along."  Jeff  Ladermai 
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"The  free 
trade  agreement 
is  essential  to  the 
nation's  economic 
health  and  an 
effective  instrument 
for  showing  U.S. 
support  of  President 
Salinas'  economic 
and  social 
liberalization 
programs." 

Thomas  B.  Kelly,  managing 
director  and  member 
of  the  executive  committee  , 
of  Arthur  Andersen 


In  line  with  the  concerns  of  chief  execu- 
tives worldwide,  these  CEOs  focused  on  the 
many  challenges  of  globalization,  market 
integration,  and  social  and  political  change. 
But  they  explored  these  ubiquitous  leadership 
issues  from  a  distinct  regional  perspective. 

A  GLOBAL  CONTENDER 
"Historically,  the  Western  region's  economy 
has  profited  from  the  presence  of  an  educated 
and  diverse  work  force,  state-of-the-art  tech- 
nology, and  a  wealth  of  capital,"  says  Donald 
W.  Walls,  senior  vice  president  and  managing 
director  of  DRI/McGraw-Hill.  With  regional 
advantage  also  getting  a  boost  from  govern- 
mental policy,  world-class  universities,  access 
to  Asian,  Mexican,  and  Canadian  markets, 
plus  a  desirable  quality-of-life,  "clusters  of 
high  value-added  jobs — in  key  high-tech 
industries  and  the  financial  and  business  ser- 
vices—have flourished  in  the  region,  con- 
tributing to  its  robust  competitiveness." 

Safi  Qureshey,  co-chaiirnan,  president 
and  CEO  of  AST  Research,  singles  out  "a 
dynamic  entrepreneurial  culture"  as  the  core 
of  the  region's  muscle.  "In  the  last  15  years, 
visionary  entrepreneurs  here  in  the  West 
built  both  the  information  technology  and 
biotechnology  industries — industries  that 
will  be  the  drivers  of  the  21st  century." 

"For  such  industries  to  remain  inventive 
and  buoyant,"  Qureshey  argues,  "companies 
must  partner  with  universities.  It  was  coop- 
eration between  Stanford  University  and 
Hewlett-Packard  that  eventually  spawned 
Silicon  Valley."  As  AST  aggressively  pursues 
product  innovation  in  the  computer  industry, 
it  is  casting  its  relationship  with  the  Universi- 
ty of  California,  Irvine,  on  the  Stanford-HP 
model.  "This  creates  value  for  the  university, 
for  our  company,  and  for  the  region." 

REGIONAL  LEADERSHIP  CHALLENGES 
Like  the  rest  of  the  nation,  the  West  faces 
some  daunting  tasks  in  the  years  ahead.  And 
those  challenges  are  already  front-burner 
issues  for  many  of  the  region's  CEOs. 

Competition  between  Western  states, 
for  example,  is  a  problem  that  preoccupies 
Witford  D.  Godbold,  president  and  CEO  of 
the  Zero  Corporation.  Seeking  lower  costs 
and  a  regulatory  environinent  more  welcom- 
ing to  business,  his  manufacturing  company 
recently  moved  two  divisions  from  California 
to  Utah.  Two  months  later,  the  California 
Chamber  of  Commerce  asked  Godbold  to 
head  its  Save  California  Jobs  task  force. 

Between  June  1990  and  March  1991, 
California  lost  675,000  jobs.  Godbold 
reports  that  surveys  of  business  leaders 


reveal  a  knot  of  problems  that  need  immedi- 
ate, systematic  attention  to  reverse  the  alarm- 
ing job  hemorrhage.  "Job  creation  is  ham- 
pered by  an  out-of-control  workers' 
compensation  system,  skyrocketing  health 
care  costs,  and  overly  lenient  liability  laws. 
Compounding  these  obstacles  are  high  state 
taxes,  a  convoluted  pennits  process,  and  a  ' 
maze  of  government  regulations." 

Save  California  Jobs  is  sounding  a 
grassroots  wake-up  call  to  state  leaders  who 
must  now  revisit  the  rules  and  regulations 
governing  business.  "The  trick,"  Godbold 
cautions,  "is  to  make  changes  that  are  good 
for  the  state's  well-being  and,  at  the  same 
time,  stimulate  job  creation." 

"In  the  region's  effort  to  sustain 
competitiveness,  the  pursuit  of  corporate 
advantage  must  not  be  permitted  to  degrade 
the  environment,"  says  Kris  McDivitt,  CEO 
of  Patagonia,  Inc.  "The  days  of  measuring 
corporate  success  by  high  growth  and  high 
profit  are  over,"  she  asserts.  "Every  drive 
forward  has  an  equal  and  opposite  drive 
backward  on  our  natural  resources." 

Clean  air  and  water,  species  survival,  and 
open  space  now  command  a  value  that  com- 
petes with  the  coiporate  push  for  higher  prof- 
its. McDivitt  reports  that  eight  years  ago  her 
outdoor  clothing  company  began  demonstrat- 
ing its  responsibility  to  "keep  our  own  nest 
clean"  by  curbing  its  growth  from  50-70%  a 
year  to  5-10%.  "That  triggered  fundamental 
changes  in  how  Patagonia  does  business — in 
design,  manufacturing,  and  marketing." 

A  MATTER  OF  EDUCATION 
Another  big  hurdle  to  continued  regional 
competitiveness  is  the  education  crisis. 
Reporting  that  30%  of  students  in  the  West 
fail  to  graduate  from  high  school  and  that 
20%  are  illiterate,  DRI/McGraw-Hill's 
Donald  Walls  notes  that  California — once 
the  nation's  leader  in  graduating  high  school 
students — has  skidded  into  42nd  place. 

Yet  the  education  problem  is  even 
thornier  because  it  is  also  national.  Test 
scores  of  US  students  are  near  the  bottom 
of  the  major  industrialized  nations.  "Knowl- 
edge, in  the  sense  of  new  ideas  and  sophisti- 
cated skills,  is  essential  to  our  economic 
health,"  says  Governor  Roy  Romer  of 
Colorado.  "We  know  our  young  people  can 
learn  more  and  can  learn  faster.  Students 
throughout  the  industrialized  world  are 
demonstrating  that." 

The  botiom  line:  we  need  to  overhaul 
our  school  systems.  Governor  Romer  urges 
CEOs  to  "join  teachers  and  parents  to  devel- 
op a  con.sensus  about  what  children  need  to 
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learn  and  at  what  age  they  need  to  learn  it." 
Then,  he  says,  "We  need  to  support  cre- 
ative— and  sufficiently  financed — learning 
programs  that  target  world-class  goals." 

OPENING  BORDERS  TO  FREE  TRADE 
Motivated  in  part  by  the  imminent  economic 
unification  of  Europe,  the  discussion  of  an 
Asian  trading  bloc,  and  the  trend  toward  pri- 
vatization in  Eastern  Europe  and  the  former 
Soviet  Union,  leaders  of  the  US,  Mexico, 
and  Canada  are  now  engaged  in  trilateral 
negotiations  for  a  North  American  Free 
I  rade  Agreement  (NAFTA). 

Opening  the  border  to  free  trade  between 
the  US  and  Mexico  will  profoundly  affect 
many  industries  in  the  West.  But  Thomas  B. 
Kelly,  a  managing  director  and  member  of 
the  executive  committee  of  Ailhur  Andersen, 
observes  that  most  executives  seem  to  favor 
an  agreement,  but  that  there  is  a  lack  of 
consensus  about  NAFTA's  ability  to  deliver 
more  opportunities  than  liabilities.  Kelly 
agrees  with  those  who  view  the  free  trade 
agreement  as  essential  to  the  nation's  eco- 
nomic health,  and  an  important  way  to  show 
US  support  of  President  Salinas"  economic 
and  social  liberalization  programs. 

Still,  he  asks:  "Will  NAFTA  adversely 
affect  US  employment?  Reduce  illegal  immi- 
gration? Provide  a  major  new  market  in 
Mexico?"  These  complicated  questions, 
Kelly  believes,  demand  an  open  and  candid 
national  debate. 

Championing  NAFTA  at  the  Business 
Week  Western  Roundtable  were  Roger 
Baccigaluppi,  fornier  president  and  CEO  of 
Blue  Diamond  Growers,  and  Robert  Van 
Dine,  vice  chairman  of  St.  Ives  Laboratories. 
Baccigaluppi  notes  that  NAFTA  would  cre- 
ate the  world's  largest  regional  trade  area,  a 
market  of  360  million  people.  Mexico,  whose 
economy  ranks  10th  worldwide,  is  already 
the  third  largest  US  trading  partner. 

"Since  1986,  US  exports  to  Mexico  have 
nearly  tripled — from  $12  to  $33  billion — and 
this  has  created  300,000  new  US  jobs," 
Baccigaluppi  says.  "A  free  trade  agreement 
would  lock  in  those  gains  and  create  new 
market  openings  for  US  business." 

One  company  already  reaping  benefits 
from  Mexican  trade  refonn  is  St.  Ives 
Laboratories,  a  medium-sized  cosmetics 
finn.  "We  began  exporting  to  Mexico  in 
1990,"  says  Van  Dine.  "First-year  sales 
totaled  almost  $1.4  million.  Sales  for  1992 
are  projected  to  top  $2.8  million,  despite  the 
fad  that  our  products  cost  about  25-30% 
more  than  those  manufactured  locally." 

Howard  Samuel,  president  of  the  Indus- 


trial Union  Department,  AFL-CIO,  voiced  a 
different  perspective.  Insisting  that  the  US 
shares  little  more  than  a  2,000-mile  border 
with  Mexico,  Samuel  categorizes  Mexico 
"as  a  country  where  90%  of  the  people  live 
in  poverty  and  where  average  worker's 
wages  are  less  than  one-tenth  of  their  US 
counteiparts'."  Sainuel  believes  the  priority 
should  be  to  help  Mexico  gain  an  equal 
industrial  and  economic  footing  with  the  US. 
"Then,  as  equals,  we  can  negotiate  an  agree- 
ment that  preserves  US  trade  law  remedies 
and  insures  that  Mexico  doesn't  become  an 
export  platfomi  for  non-NAFTA  countries." 

MANAGING  CORPORATE  CHANGE 
Chief  executives  in  the  Western  region — like 
their  peers  around  the  globe — see  no  end  to 
the  accelerating  pace  of  change.  Indeed, 
corporate  leaders  today  regard  change  as 
the  overarching  certainty  of  business  life. 

.James  R.  Boris,  chairman,  president 
and  CEO  of  Kemper  Securities  Group,  who 
recently  led  his  firm  through  a  14-month 
restructuring  and  consolidation,  says,  "The 
key  to  major  change  is  to  make  your  employ- 
ees and  your  shareholders  as  comfortable  as 
possible  with  the  process  of  transformation. 

"For  Kemper,"  Boris  continues,  "this 
meant  senior  management  had  to  set  a  clear 
direction  for  the  organizational  change  and 
adhere  strictly  to  the  company's  objectives." 
The  mission  was  to  align  five  regional 
brokerage  firms  into  one  strong  nationwide 
operation.  Building  from  its  decentralized 
heritage,  the  newly  consolidated  Kemper 
Securities  now  uses  an  inverted  pyramid 
management  model. 

"Management's  job  is  to  support  the 
efforts  of  our  investment  bankers  and  brokers 
on  the  frontlines.  These  professionals,  in 
turn,  serve  the  changing  needs  of  their 
clients,"  says  Boris. 

PARTNERSHIPS  FOR  ADVANTAGE 
Public-private  partnerships  have  a  long  histo- 
ry in  the  Western  US.  Alliances  helped  settle 
the  region,  build  the  railroads,  irrigate  the 
deserts.  Philip  Burgess,  president  of  the 
Center  for  the  New  West,  says,  "Today's 
challenges  are  driving  the  growth  of  new 
partnerships  in  the  West — public-private, 
intrastate  and  interstate,  and  cross-border." 

Increased  international  competition  is  the 
catalyst  for  some  bold  new  partnerships,  for 
example,  between  the  Port  of  Los  Angeles 
and  the  private  sector.  The  Port's  executive 
director,  Ezunial  Burts,  says,  "For  us,  this 
generation  of  partnerships  is  different  because 
they  are  equity  partnerships.  There  are  incen- 
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lives  tor  iong-lenn  commitment — minimum 
annual  guarantees  and  revenue-sharing  agree- 
ments— on  both  sides  of  the  bargaining  table." 

One  such  venture  is  a  state-of-the-art 
container  terminal  that  is  the  first  exclusive- 
use  US  facility  for  a  major  Japanese  shipping 
firm.  "This  terminal  means  jobs  for  almost 
3,()()()  people  and  $230  million  annually  in 
industry  sales."  says  Burts.  "h  will  ultimately 
benefit  our  entire  regional  economy  and 
.serve  as  a  public-private  partnership  model." 

The  fonner  Mayor  of  Phoenix,  Terry 
(Joddard,  sees  the  collapse  of  boundaries — 
city,  county  and  state — as  an  excellent  oppor- 
tunity for  collaboration.  "In  a  time  of  declining 
federal  and  state  revenues,  cooperation  among 
communities  is  strategically  imperative." 

Goddard  also  endorses  public-private 
projects.  "In  Phoenix,  we  teamed  up  with 
the  private  sector  to  collect  and  recycle  trash, 
run  landfills,  deploy  security,  and  provide 
computer  services,"  he  says.  "Moreover,  the 
future  offers  vast  opportunities  for  private 
participation  in  water  service,  waste  manage- 
ment, roads,  and  all  fomis  of  transportation." 

R.  Michael  Mondavi,  managing  director 
and  CEO  of  Robert  Mondavi  Winery, 
describes  Opus  One,  his  firm's  cross-border 
partnership  with  Chateau  Mouton  Rothschild 
in  France,  as  an  effort  "to  produce  the  world's 
greatest  wine."  Mondavi  emphasizes  that  the 
two  vintners  shared  similar  goals.  "We  want- 
ed to  learn  more  about  the  aii  of  winemaking, 
and  they  hoped  to  learn  more  about  the  .vt  /- 
cin  e."  By  blending  the  strengths  of  both  com- 
panies —  and  both  countries  —  they  cultivat- 
ed a  wine  that  is  now  honored  worldwide." 

NEW  DIRECTIONS  FOR  HEALTH  CARE 
Among  the  West's  business  leaders,  no 
disagreement  exists  about  the  forecast  that 
the  nation's  health  care  crisis  isn't  going 
away  soon.  But  consensus  is  hard  to  find 
concerning  the  best  course  for  reform — both 
in  the  country  and  within  corporations. 

.lames  A.  Curti.s,  chairman  and  CEO  of 
Milliman  &  Robertson,  reporting  on  a  survey 
conducted  by  his  firm  among  participants  at 
the  Business  Week  Western  Rt)undtable, 
confirms  that  virtually  all  CEOs  believe 
health  care  plans  cost  too  much  and  are  now 
undertaking  changes  to  help  cut  those  costs. 
New  directions  include;  more  employee  cost- 
sharing,  changes  in  insurers  or  administra- 
tors, flexible  benefits  plans,  and  reductions 
in  benefits.  "Significantly,  64%  of  the  CEOs 
are  willing  to  provide  incentives — including 
financial  ones — to  encourage  employees  to 
improve  their  health,"  Curtis  notes. 

There  was  great  divergence  among  the 


CEOs  on  the  issue  of  a  single  health  care 
system  for  the  nation.  But  Curtis  stresses 
that  CEOs  should  take  a  proactive  role  in  the 
national  health  care  debate.  "Otherwise,  the 
business  community  will  endure  a  solution 
it  failed  to  influence." 

Peter  Boland,  president  of  Boland  Health 
Care  Associates,  adds,  "CEOs  must  ask  the 
tough  questions  about  cost  containment, 
about  delivery  systems,  and  about  the  quality 
of  suppliers.  You  can't  save  money  without 
quality.  Put  simply,  we  need  to  forge  a  health 
care  partnership  with  our  suppliers — not 
only  the  insurers  but  also  the  hospital  and 
physician  groups — because  they  are  the  real 
cost  managers." 

At  Southern  California  Edison  (SCE), 
health  care  costs  had  been  rising  by  over 
20%  a  year  from  1981-88.  "So,  in  1989,  we 
switched  to  a  managed  care  plan,"  says  presi- 
dent Michael  Peevey.  "And  we  cut  our  trend 
rate  in  half,  from  a  projected  1992  cost  of  $162 
million  to  a  more  manageable  $1 14  million.  In 
total,  we  saved  $66  million  in  1989-91." 

Peevey  explains  his  company's  strategy: 
"We  created  our  own  network  of  providers — 
physicians  and  hospitals  willing  to  accept  the 
fees  we  would  pay.  Through  co-payment 
differentials,  we  encouraged  our  einployees 
to  use  these  providers." 

Creative  benefit  designs  like  SCE's  are 
just  one  of  the  ways  companies  can  control 
costs  says  Leonard  D.  Schaeffer,  chaimian 
and  CEO  of  Blue  Cross  of  California. 
"Companies  should  also  invest  in  wellness 
and  prevention  programs.  And  they  should 
choose  managed  care  partners  with  superior 
records  of  customer  service  and  quality  care." 

AN  ENTERPRISING  LEGACY 
Despite  the  tough  choices  facing  the  West — 
and  the  nation — CEOs  at  the  Business  Week 
Western  Roundtable  expressed  confidence 
about  the  future.  Indeed,  William  Agee, 
chairman  and  CEO  of  Morrison  Knudsen 
Corporation,  says,  "1  am  outright  bullish 
about  the  1990s." 

Fomier  President  CJerald  R.  Ford  echoed 
the  optimism.  "In  my  lifetime,  Americans 
won  two  world  wars,  overcame  the  Great 
Depression,  and  helped  dismantle  world 
communism.  These  wins  weren't  achieved 
by  selling  short  America's  enterprising  spirit. 

Surely  that  spirit  will  prevail  as  leaders 
of  the  Western  region  craft  solutions  to  the 
challenges  of  today — and  tomorrow."  ■ 

Barhiira  H.  Peters  and  James  Peters  are 
New  York-based  writers  who  speeialize  in 
eorporate  eonimunieations. 


"Unless  CTOs 
take  a  proactive 
role  in  the  national 
health  care  dialogue, 
the  business 
community  will 
endure  a  solution  it 
failed  to  influence." 

James  A.  Curtis,  chairman 
andCEO  of  Milliman  & 
Robertson,  a  national 
actuarial  and  consulting  firm 
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Every  week  Business  Week  brings  you  up  to 
dale  on  the  world  of  business.  We're  committed 
to  bringing  you  coverage  of  business  news  tfiat 
is  not  only  timely  but  insightful.  Now,  we're 
also  committed  to  teaming  up  with  you  to  make 
a  positive  contribution  to  our  environment. 

With  the  help  of  the  Global  ReLeaf  Campaign 
of  the  American  Forestry  Association  (AFA),  we 
will  plant  a  tree  in  one  of  America's  Heritage 
Forests  with  every  new,  paid  Business  Week 
subscription. 

Global  ReLeaf  educates  people  on  opportunities 
to  enhance  the  environment  through  improve- 
ment of  trees  and  forests.  The  campaign  creates 
these  positive  environmental  opportunities  for 
individuals,  community  groups  and  businesses. 

The  Heritage  Forest  Program  is  one  such 
opportunity.  Heritage  Forests  are  special  public 
lands,  selected  by  the  AFA  as  lands  where 
private-sector  donations  can  create  new  forests, 
that  would  not  be  possible  under  existing  public 
programs  and  budgets. 


SUBSCRIBE  TO  BusinessWeek  NOW 

We'll  plont  your  tree  and  still  offer  you 
substontial  savings.  At  only  89(an  issue, 
you  save  64%  off  the  $2.50  cover  price 
and  make  a  positive  contribution  to  the 
environment. 

Enjoy  the  convenience  of  having  Business 
Week  delivered  and  the  satisfaction  of 
having  done  something  to  help  improve 
and  preserve  America's  forests. 

It's  easy  to  do.  Fill  out  one  of  the 
post-paid  mds  found  in  this  issue  and 
drop  it  in  the  mail  today  or  call  toll-free 
I  •800-635-1200. 

For  more  information  on  the  Global  ReLeaf  Program,  (oil  (202)  667  3300 
or  write  to  itiem  ol  P  C  Box  2000,  Wosfiington,  D  C,  20013 
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H  Dr.  Tay  Eng  Soon,  Sr.  Minister  of  State 
for  Education;  Chairman,  IT  Committee, 
Singapore 

■  Arthur  R.  Barron,  Chairman,  Time  Warner 
International 
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UR-WEEK  LAGGARDS 

%  chang 
4-week 

e 

52-week 

Weakest  stock  in  group 

%  change 
4-week  52-week 

Price 

\UTOMOBILES  -6.6  9.4  CHRYSLER  -8.9  36.6  19'/e 


rRUCKING   -6.1  -0.6  ROADWAY  SERVICES   -9.4  12.2  57'/; 

HEAVY-DUTY  TRUCKS   -4.4  19.8  PACCAR   -6.5  13,6  54  'A 

UUMINUM   -4.4  -3.6  ALCAN  ALUMINIUM   -5  9  -4_^  20 

'OLLUTION  CONTROL  -3.0                -6.0  WASTE  management  -5.4  -4.5  34  % 


lUTUAL  FUNDS 


VDERS 

r-week  total  return 


week  total  return 


% 


FIDELITY  SELECT  MEDICAL  DELIVERY  1 1  6 

iTEADMAN  OCEANOGRAPHIC  TECHNOLOGY  1 1  6 
BENHAM  GOLD  EQUITIES  INDEX  112 


FIDELITY  SELECT  SAVINGS  &  LOAN  56  4 

FIDELITY  SELECT  REGIONAL  BANKS  47  7 

FREEDOM  REGIONAL  BANK  B  46  9 


LAGGARDS 

Four-week  total  return 


SCHIELD  AGGRESSIVE  GROWTH 

SCHIELD  VALUE 

MERRILL  LYNCH  EUROFUND  B 

52-week  total  return 


-8,6 
-7,8 
-6  3 

% 


LEXINGTON  STRATEGIC  INVESTMENTS  -512 
UNITED  SERVICES  GOLD  SHARES  40  i 

G.  T.  JAPAN  GROW/TH  -28  5 


■■I  S&P  500 

4.weel(  total  return 


MORNINGSTAR  INC 


Average  fund 


52.week  total  return 


EE 


tELATIVE  PORTFOLIOS 


Mar  amounts 
iresent  the  present 
lue  of  $10,000 
'ested  one  year  ago 
each  portfolio 


centoges  indicate 
j-day  total  returns 


Hi 


Treasury  l>()nds 
$11,951 

+0.40% 


U.  S.  stocks 
$11,050 

-0.94% 


nil 


Money  market  fund 
$10,380 

+0.06% 


0 

Foreign  stocks 
$9,781 

-4.94% 


DATA  RESOURCES  INC 


t;oid 

$9,715 

+2.04% 


data  on  this  page  are  as  of  market  close  Wednesday,  July  22,  1992,  unless  otfierwise  indicated 
istry  groups  include  S&P  500  companies  only,  performance  and  share  prices  are  as  of  market  close 


July  2  1  Mutual  fund  returns  ore  as  of  July  I  7  Relative  portfolios  ore  volued  as  of  July  2  1  A  more 
detailed  explanation  of  this  page  is  available  on  request 
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AT  LEAST  PEROT'S  PLAN 
WAS  COURAGEOUS  

Ross  Perot  may  liave  abruptly  quit  the  political  stage 
in  this  bizarre  election  year,  l)ut  his  iconoclastic  lega- 
cy lives  on.  His  economic  plan  to  balance  the  budget 
would  have  dared  the  American  people  to  see  the  truth 
about  the  sacrifices  they  have  to  make  to  reduce,  once  and 
for  all,  the  nation's  humongous  federal  budget  deficit,  which 
has  been  growing  nonstop  at  an  alarming  rate  since  1982. 
But  can  they  face  the  necessity  of  capping  spending  on  en- 
titlements and  raising  taxes  on  gasoline? 

So  far,  the  country  has  pretended  that  the  evil  twins,  def- 
icit and  debt,  didn't  matter  very  much.  The  inability  to 
jump-start  this  sputtering  recovery  and  the  continued  rise  of 
unemployment  may  finally  change  that.  The  deficit  has  such 
a  tight  stranglehold  on  fiscal  policy  that  any  whisper  of  in- 
creased government  spending  to  spur  the  economy— even  on 
needed  infrastructure  investments  such  as  roads  and  bridg- 
es—will send  long-teiTn  interest  rates  higher,  choking  off  the 
recovery.  The  very  size  of  the  deficit  is  already  keeping  real 
long  rates  at  historically  high  levels.  If  the  deficit  were 
$150  billion  and  trending  down,  instead  of  $350  billion,  30- 
year  mortgage  rates  would  be  closer  to  5!4%  than  8%,  and 
the  bank  prime  would  probably  be  at  4%  rather  than  6%. 
You  want  growth?  That  will  give  you  growth. 

Both  President  Bush  and  would-be  President  Clinton  have 
avoided  the  deficit  issue.  Clinton's  program  properly  empha- 
sizes investing  in  human  and  physical  capital  to  build  a 
more  globally  competitive  economy.  The  Republicans  will 
soon  he  heard  from.  Yet  so  far  neither  has  had  the  courage 
to  embrace  the  brutal  truth— America  can't  really  grow 
without  solving  its  deficit-and-debt  legacy  of  the  1980s.  And 
that  will  require  sacrifice  from  all  of  us. 


MEXICO:  FREE  TRADE  IS 
WORTH  THE  PAIN  

Marathon  negotiations  to  transform  the  North 
American  continent  into  the  world's  largest  free- 
trade  zone  are  nearly  complete.  Next  up:  a  signing 
ceremony.  But  even  then,  the  battle  will  be  just  half  over. 
The  U.  S.  Congress  must  still  vote  on  the  pact,  and  the 
lobbying  for  and  against  is  intensifying. 

Although  final  details  are  still  being  worked  out,  this 
much  is  dear:  The  agreement  will  bring  Mexico  into  the  cui'- 
rent  ft-ee-trade  agreement  between  the  U.  S.  and  Canada  and 
will  lienefit  the  overall  U.S.  economy  by  creating  jobs  in  the 
export  sector.  Right  now,  Mexico's  tariffs  on  U.  S.  goods  are 
10%  on  average,  while  nearly  half  of  all  goods  currently 
entering  the  U.  S.  fi'om  Mexico  are  duty  free.  The  remaining 
half  is  taxed  at  an  average  of  only  4%.  Some  Mexican  indus- 
tries, such  as  financial  services,  are  highly  protected.  So 
U.  S.  exporters  and  investors  actually  have  the  most  to 
gain  from  lifting  trade  barriers. 
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Certainly,  the  loss  of  some  relatively  low-wage,  low-skill 
American  jobs  to  Mexico  will  accelerate.  But  over  the  long ' 
nm,  these  jobs  would  be  lost  anyway— probalViy  to  Southeast ' 
Asia's  developing  nations.  Because  the  Mexicans  spend  60% 
of  their  export  earnings  buying  goods  from  the  U.  S.,  a  fig- 
ure far  higher  than  in  other  nations,  the  U.  S.  clearly  stands 
to  benefit.  Still,  some 'provision  must  be  m.ade  for  displaced 
U.  S.  workers,  and  Mexican  regulations  on  worker  health  and 
safety  and  child  labor  will  have  to  be  strengthened.  Similar- 
ly, both  nations  will  have  to  commit  to  a  massive  environ- 
mental cleanup  of  the  border  area.  The  current  effort  is  the 
world's  first  attempt  to  wed  the  economies  of  two  industri- 
alized nations— the  U.  S.  and  Canada— to  that  of  a  developing 
country.  If  successful,  the  North  American  Free  Trade 
Agreement  will  boost  the  economies  of  all  three  countries 
and  certainly  be  worth  the  pain. 


GIVING  NEW  MEANING 
TO  PUBLIC  SERVICE 

Fed  up.  That's  how  customers  often  feel  about  the  ser- 
vice they  receive  in  America.  Tired  of  bored,  inatten- 
tive sales  clerks,  angry  at  ripoffs  by  car  repainnen,  and 
exasperated  by  voice  mail  that  does  everything  except  an- 
swer their  questions,  consumers  are  mad  as  hell.  They're 
taking  their  dollars  to  more  and  more  corporations  that  re- 
alize that  meeting  consumers'  needs  and  solving  their  prob- 
lems are  what  business,  in  the  end,  is  all  about  (page  461. 

So  we  have  the  wonderful  example  of  Home  Depot 
which,  as  a  way  of  selling  power  tools  and  sinks,  is  hiring 
carpenters  and  plumbers  to  offer  on-the-spot  lessons  to  cus 
tomers  on  how  to  fix  their  dens  and  kitchens.  And  we  se( 
Dell  Computer  holding  a  weekly  Customer  Advocate  Meet 
ing  and  declaring  that  each  customer  "is  a  partner"  wh( 
"must  be  pleased,  not  just  satisfied."  By  refocusing  businesi 
activities,  the  private  sector  is  beginning  to  respond  t( 
consumers'  deep-seated  feelings  of  neglect  and  abuse. 

If  this  were  only  true  of  the  public  sector.  People  are  a 
fed  up  with  the  poor  quality  of  government  services  a 
they  are  with  the  rotten  treatment  they  receive  whiL 
shopping.  The  failure  to  deliver  services  has  generated 
deep  suspicion  of  government.  It's  Ijehind  the  drive  fo 
choice  and  vouchers  in  education,  as  well  as  the  the  move  t 
privatize  garbage  collection  and  other  city  services.  Wha 
lessons  can  the  private  sector  teach  the  public  sector?  Firsi 
providing  gi-eat  service  requires  that  the  entire  organizatio 
focus  directly  on  the  consumer.  So  school  systems  should  in: 
their  dollars  into  classrooms  and  children,  not  huge  bureai 
cracies.  Second,  compensation  is  a  powerful  tool  in  rewart 
ing  employees  for  providing  good  service.  So  motor  vehicle 
bureaus  should  make  efficient  service  a  part  of  pay  scak 
otherwise  dominated  by  seniority.  Third,  training  in  problei 
solving  is  crucial.  So  a  Post  Office  "I  dunno,"  followed  by 
blank  stare,  should  be  replaced  by  "Wait  a  minute,  I'll  tin 
someone  who  can  hel])  you."  The  private  sector  is  starting  t  j 
do  a  much  better  job  of  catering  to  consumers  who  ai  ; 
angry  with  lousy  service.  Improving  the  delivery  of  goveri  i 
ment  services  is  the  next  challenge.  |j| 


lESS  WEEK 
August 


Util  IC  1 

BRARV 

1  lit 

"^2  0358 

Hi 

1392 

i 

UST  10,  1992 


A  McGRAW-HILL  PUBLICATION 


conomy: 


t>82£     ZOi  Z633a       09TTT8S0T  Z090 


THE  FIELDS 
FAMILY  OF 
PULASKI,  VA. 


■ 


ymummi  ■■iiiiniiiiimminii«BM»i»jni«LiiraTTiiiirMiii—  ■  n  r^..— 


Open  systems. 


Everyone  agrees  they 

The  idea  of  open  systems — that  compute: 
should  easily  share  things  and  basically  behav( 
like  friends — is  what  everybody  is  aiming  for. 

Still,  you  hear  lots  of  definitions  for  open 
systems,  from  many  points  of  view.  So,  on  the 
subject  of  openness,  IBM  remains  open. 

Instead  of  insisting  that  one  operating 
system,  like  UNIX®  is  more  open  than  another 
we're  for  anything  that  gets  your  existing  and 
future  systems  working  together.  So  to  us,  eacli 
customers  open  system  will  be  different,  and 
unless  your  pockets  are  incredibly  deep,  you'll 
begin  with  the  systems  you  already  have. 
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but  not  always  from  the  same  point  of  view. 


An  ideal  open  system  begins  with  a  plan 
ed  for  vour  business  needs,  and  IBM  can 
you  with  it,  probably  better  than  anyone, 
stake  in  open  systems  goes  far  beyond  hard- 
,  operating  systems  and  all  the  standards  we 
ort.  It  includes  the  services  you'll  need  to 
I  everything  work. 

Call  us  and  we'll  listen  to  your  business  needs 
then  we'll  get  into  computer  solutions,  present 
uture.  After  that,  we'll  build  a  plan  for  open- 
lings  up,  and  of  course  we'll  work  with  other 
ors — that's  what  open  systems  are  about. 
At  Republic  National  Bank  of  New  York,  for 


example,  we  built  an  open  system  that's  improv- 
ing customer  service.  Based  on  the  IBM  RISC 
System/ 6000, "  it  works  in  close  partnership  with 
their  DEC,"  Tandem"^  and  IBM  mainframes,  on  a 
network  that  includes  both  TCP/IP  and  SNA 
protocols.  And  along  with  IBM  banking  software 
(customized  by  one  of  our  Business  Partners),  it 
runs  a  wide  variety  of  off-the-shelf  UNIX  applica- 
tions. And  we  not  only  helped  integrate  the  whole 
system,  we  provide  ongoing  service. 

We're  open  to  helping   ~- 

you,  too.  To  learn  more,  call  us      E  ^ 

at  1  800  IBM  6676,  ext.  730.      =====•  = 
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PRODUCTION 

Change  from  last  week:  0.1% 
Change  from  last  year:  1 .6% 
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The  production  index  increased  slightly  during  the  week  ended  July  18.  On  a 
seasonally  adjusted  basis,  auto  ond  cool  production  surged,  and  electric  power, 
paper,  and  paperboard  output  and  rail-freight  traffic  odvanced  as  well.  Truck  and 
steel  output  declined,  while  crude-oil  refining  and  lumber  output  were  unchanged  Be- 
fore calculotion  of  the  four-week  moving  overage,  the  index  jumped  to  183.2,  from 
180  5  in  the  previous  week 

6W  production  index  copyngtit  1  992  by  McGraw-Hill  Inc 


The  leading  index  was  virtually  unchanged  during  the  week  ended  July  18  The 
index  is  forecasting  little  growth  In  the  economy  in  the  second  half  Sharply  higher 
stock  prices  and  slower  growth  rates  for  materials  prices  and  real  estate  loans  offset 
a  large  decline  in  the  number  of  business  foilures  and  some  improvement  in  the 
growth  of  M2  Bond  yields  were  little  changed  Before  culculation  of  the  four-week 
moving  average,  the  index  dropped  to  211.9,  from  212.2. 

Leading  index  copyrigtit  1  992  by  Center  for  International  Business  Cycle  Research 
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STEEL  (7/251  thous.  of  net  tons 

1,753 

1,723# 

5.7 

AUTOS  (7/25)  units 

65,946 

I08,100r# 

-17.0 

TRUCKS  (7/25)  units 

43,299 

68,657r# 

-25  6 

ELECTRIC  POWER  (7/25)  millions  of  kilowatt-hours 

64,032 

67,744# 

-5  0 

CRUDE-OIL  REFINING  (7/25)  thous  of  bbl /day 

13,988 

14,097# 

11 

COAL  (7/18)  thous,  of  net  tons 

17,769# 

16,814 

-8.3 

PAPERBOARD  (7/ 1  8)  thous.  of  tons 

804.3# 

783. 2r 

2.7 

PAPER  (7/1  8)  thous.  of  tons 

748. 0# 

708. Or 

-0.3 

LUMBER  (7/1  8)  millions  of  ft. 

479  7# 

446.6 

-13  9 

RAIL  FREIGHT  (7/18)  billions  ofton-miles 

20.4# 

19  6 

5.2 

Sources:  American  Iron  &  Steel  Institute,  Word's  Automotive  Reports,  Edison  Electric  Institute, 
American  Petroleum  Institute,  Energy  Dept ,  American  Paper  Institute,  WWPA',  SFPA*',  Association 
of  Americon  Railroads 

Latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (7/29) 

128 

127 

138 

GERMAN  MARK  (7/29) 

1  48 

1.49 

1.76 

BRITISH  POUND  (7/29) 

1.92 

1  90 

1.67 

FRENCH  FRANC  (7/29) 

5.00 

5.03 

5.99 

CANADIAN  DOLLAR  (7/29) 

1.19 

1.19 

1,15 

SWISS  FRANC  (7/29) 

1  32 

1.32 

1.54 

MEXICAN  PESO  (7/29) 

3,098 

3,099 

3,031 

Sources:  Major  New  York  bonks  Currencies  expressed  i 
pound  expressed  in  dollars 

1  units  per  U 

S  dollor,  exce 

3t  for  British 

PRICES 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (7/29)  $/troy  oz 

358,200 

358.750 

-1.3 

STEEL  SCRAP  (7/28)  #1  heovy,  $/ton 

88.50 

88  50 

-0  6 

FOODSTUFFS  (7/27)  index,  1967=100 

198.6 

198.5 

-3.5 

COPPER  (7/25)  c/lb. 

120.1 

1 19.5 

15.9 

ALUMINUM  (7/25)  c/lb 

61.0 

59  8 

3  6 

WHEAT  (7/25)  #2  hard,  $/bu. 

3.51 

3.56 

17  4 

COTTON  (7/25)  strict  low  middling  M/1  6  in.,  C/lb. 

61.08 

61.34 

-12,7 

LEADING  INDICATORS 


Latest 
week 


lA^cek  %  Chang< 
ago      year  ag 


STOCK  PRICES  (7/24)  S&P500 


414.42 


416.56 


CORPORATE  BOND  YIELD,  Aao  (7/24) 


8.06% 


8.09% 


-10. 


INDUSTRIAL  MATERIALS  PRICES  (7/24) 


98  5 


98,1 


BUSINESS  FAILURES  (7/i7) 


391 


432 


44.: 


REAL  ESTATE  LOANS  (7/15)  billions 


$398.3 


$399.8r 


MONEY  SUPPLY,  M2  (7/i3) billions 


$3,403.7      $3,398  8r 


INITIAL  CLAIMS,  UNEMPLOYMENT  (7/ii)  thous 


422 


403r 


Sources:  Standard  &  Poor's,  Moodys,  Journal  of  Commerce  (index:  1980=100),  Dun  &  Broc 
street  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seasonally  adjust 
data  on  business  failures  and  reol  estate  loons. 


RRONTHLY  ECONOMIC  INDICATORS 


latest 
month 

Month 
ago 

%  Changi 
year  agi 

ORDERS  FOR  DURABLE  GOODS:  MFG.  (June)bil 

ions$122.5 

$1  19  7r 

8.( 

BUDGET  SURPLUS  OR  DEFICIT  (-)  (June)  millions 

$3,783 

-$46,786r 

N^ 

BUSINESS  INVENTORIES  (Moy)  billions 

$829.1 

$828.6 

0  < 

BUSINESS  SALES  (Moy)  billions 

$546.0 

$547.1 

2.( 

Sources:  Commerce  Dept.,  Treasury  Dept 


■.',M!hM:Vil!h][fV7;T 


Latest 
week 


Sources:  London  Wednesday  final  setting,  Chicogo  morket.  Commodity  Reseorch  Bureau,  Metals 
Week,  Kansas  City  market,  Memphis  market 


MONEY  SUPPLY,  Ml  (7/13) 

$956.5 

$960.  Ir 

11.; 

BANKS'  BUSINESS  LOANS  (7/15) 

279.4 

279.0 

-9  ' 

FREE  RESERVES  (7/22) 

846 

585r 

78  J 

NONFINANCIAL  COMMERCIAL  PAPER  (7/i5) 

143,0 

143.5 

-3.1 

Sources:  Federal  Reserve  Board  (in  billions,  except  for 
two-week  period  in  millions) 

free  reserves. 

^'hich  ore  expressed  for  c 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Yeai 
ag( 

FEDERAL  FUNDS  (7/28) 

3.27% 

3  15% 

5,79'% 

PRIME  (7/29) 

6.00 

6.00 

8.50 

COMMERCIAL  PAPER  3-MONTH  (7/28) 

3  38 

3.41 

5,95 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (7/29) 

3.30 

3.33 

5.94 

EURODOLLAR  3-MONTH  (7/25) 

3  31 

3.35 

5  98 

Sources:  Federal  Reserve  Board,  First  Boston 


#Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  i 
1  ^Western  Wood  Products  Assn      2  ^  Southern  Forest  Products  Assn      3  =  Free  market  value     NA^Not  available     r^ revised     NM  =  Not  meaningful 
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NOT  ALL  BUSINESS  PACs 
FOCUS  ON  INCUMBENTS 


w 


('  welcomed  the  mention  of  our 
political  action  committee  in 
"Business  PAf:s;  Now,  outside  candidates 
have  the  inside  track"  (Washington  Out- 
look, June  22). 

While  it's  true  that  many  business  and 
labor  I'ACs  favor  incumbents  (as  have 
individual  givers),  CIPAC  has  always  tak- 
en a  keen  interest  in  challengers.  In  the 
1990  congressional  elections,  we  contrib- 
uted more  than  $132,000  to  challengers 
and  candidates  for  open  seats.  By  com- 
parison, we  contributed  $87,800  to  in- 
cumbents. We  make  every  effort  to  de- 
termine which  candidates  are  most  likely 
to  advocate  legislative  programs  that 
promote  the  interests  of  our  employees 
and  the  business  community. 

Somewhere  along  the  line,  many  busi- 
ness ['ACS  began  to  view  their  contribu- 
tions primarily  as  a  means  to  gain  access 
to  elected  officials.  At  best,  this  is  a 
shar|}ly  Machiavellian  view  of  politics. 
At  its  worst,  such  giving  helps  freeze 
the  status  quo.  In  some  measure,  this 
philoso|)hy  is  responsible  for  continued 
calls  to  eliminate  PACs.  To  those  busi- 
ness PACs  that  are  rediscovering  the 
need  to  "invest  in  your  future"  and 
work  for  change,  we  welcome  you  back 
to  the  fold. 

Tom  Camjjbell 
Executive  Director 
Cooper  Industries  Political 
Action  Committee 
Houston 

THE  HIDDEN  COSTS 

OF  IMMIGRATION  

Your  article  "The  immigrants"  (Cov- 
er vStory,  July  13)  states  that  immi- 
grants pay  more  in  taxes  than  they  re- 
ceive in  welfare.  This  ignores  the  cost  of 
delivery  of  services  and  the  building  and 
repair  of  infrastructure  that  populatic)n 
growth  necessitates.  The  cost  of  educa- 
tion is  a  huge  reason  that  California  is 
facing  a  $14.:^  billion  deficit.  California's 
population  growth,  about  half  from  im- 
migration, requires  the  building  of  a 
school  classroom  virtually  every  hour. 
Higher  fertility  rates  among  recent  im- 


migrants have  raised  the  state's  overa 
fertility  rate,  furthering  the  problem 
associated  with  population  growth. 

Ric  Oberlin 
Executive  Directc 
Californians  For  Population  Stabilizatio 

Sacrament 

FURTHER  SCRUTINY 
OF  THE  'SCREW  CLAUSE' 

'ear  Stearns  has  long  advocate 
lelimination  of  the  interest-forfeitui 
provision,  more  commonly  known  as  tl 
"screw  clause,"  from  convertible  secui|, 
ties.  While  we  are  gratified  that  this  ii 
sue  is  gaining  attention  in  the  inves 
ment  community,  we  are  bothered  I 
several  points  in  your  story  "Beware  tl 
turn  of  the  screw"  (Finance,  June  1). 

[We  believe]  the  screw  clause  w: 
somewhat  misdefined  as  simply  the  ex| 
ration  of  the  conversion  privilege  prH 
to  the  redemption  date.  Early  expirati' 
equates  to  a  screw  clause,  or  interes 
forfeiture  provision,  only  in  the  instan( 
that  a  bond  or  preferred  holder  would  1 
forced  to  convert  prior  to  the  interest-  ■ 
dividend-payable  date  during  the  ca 
protection  period.  After  call  protecti< 
expires,  however,  issuers  of  all  callab 
convertibles  with  which  we  are  famili. 
can  redeem  the  securities  so  as  to  il 
prive  holders  of  interest  and  dividem, 
that  accrued  during  the  period  in  whiii 
the  call  occurs.  f 
We  encourage  investors  in  new  issu' 
to  demand  the  full  benefit  of  call  prot 
tion  throughout  the  period  that  it  is 
effect.  Securities  described  as  havii 
three  or  four  years  of  hard  call  prot 
tion,  for  example,  should  have  just  thi 
not  2 '/a  or  3 '/a  years.  We  have  been  S' 
sitive  to  this  i.ssue  for  some  time  and 
continue  our  efforts  to  eliminate  sen 
clauses  from  issues  we  underwrite 

David  A.  Liebow 
S.  William  Gerst 
Senior  Managing  Directd 
Clarissa  A.  Holmgr 
Vice-Preside 
Bear,  Stearns  &  ( 
New  Y( 


Edi  tor's  note:  We  (and  some  W( 
Street  Jirms)  prefer  a  broader  defii 
tion  of  the  screw  clause — and  we  I 
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UNUM. 
That's  '^o. 


You  can  count  on  what  we  know. 

UNUM  Life  Insurance  Company  of  America,  Portland,  Maine  04122  (All  states  except  New  Yoric) 
First  UNUM  Life  Insurance  Company,  Tarrytown,  New  York  10591  (New  York  state  only) 
©  1992  UNUM  Corporation 

1-800-634-8026 


THE  DIAMOND  ANNIVERSARY  BAND. 

s  vour  1st,  5tk  or  lOtk  anniversary,  tkis  year, 
teU  ker  you'd  marry  over  again. 

A  diamond  is  foreven 


De  Beers      Suggested  retail  price  for  ring  S6.OOO.  For  more  information,  call  800  251-7474.  COLLECTION" 


The  little  collectible  that's  a 
big  business  gift 


m 

£.1 

h  ^3 

[1 

4 

There's  no  bigger  way  to  thank  impurtant  c'lents  than 
with  an  elegant  miniature  clock  by  Bulova  A  unique 
collector's  item,  each  solid  brass  mmiature  is  an  authentic 
replica  of  a  world-famous  clock. 


Bulova 

Amkkica'.s  Incfntivk 


For  more  jnlormation,  send  tliis  plus  ytmr  business  cartl  In  Nalion.il  Sales  Manaijer.  Special  Markels  Division 
Bulova  Corporation.  One  Bulov.i  Avenue.  Woiidsule.  N  Y  1  I'm  Call  loll-free  l-)((MM2;(-:i,S5:!  In  NYC.  7IH-2IM^6(I0 


CORRECTIONS  &  CURIHCATIOHS 

In  "The  Democrats  can  win — but  n 
without  these  people"  (Top  of  tl 
News,  July  27)  we  incorrectly  identifit 
Alice  Schuman.  She  is  finance  direct 
of  the  Visiting  Nurse  Association 
Huron  Valley,  in  Ann  Arbor,  Mich. 


lieve  that  convertible-security  hold 
who  lose  out  on  a  coupon  paymt 
would  agree. 

HOME-EQUITY  lOANS: 

YOUR  BRUSH  IS  A  IITTIE  BROAD 

You  paint  the  financial-services 
banking  industries  with  the  sa 
broad  brush  ("  'It's  like  being  on 
edge  of  a  precipice,'  "  Finance,  July 
For  "nonbank"  lenders,  such  as  Ren 
cial,  which  are  disciplined  in  their  lo 
to-value  standards  and  use  the  ability 
the  borrower  to  repay  as  the  prim; 
loan  critierion,  the  current  decline  in  r 
esUite  values  has  not  significantly 
fected  the  safety  of  home-equity  loai 
Beneficial's  experience  proves  t 
middle-class  Americans  are,  in  the  o\ 
whelming  majority,  prudent  borrow 
who  tap  into  their  home  equity  al 
careful  thought.  Tapping  into  home  e( 
ty  is  one  of  the  best  ways  homeown 
can  get  a  significant  amount  of  const 
er  credit  at  substantially  lower  inten 
You  also  note  that  delinquency  ra 
are  being  questioned.  You  are  partly 
rect.  The  national  statistics  on  home- 
uity  lending  are  abysmal.  But  Benefit 
with  a  portfolio  of  over  $5  billion  in  r- 
estate-secured  loans  across  North  An 
ica,  maintains  accurate  statistics.  Our 
tal  delinquency  rate  for  such  loans 
May  31  was  2.71'/",  less  than  the  pr 
ous  year.  Our  total  real  estate  los 
this  year  are  averaging  0.46%  on  an 
nualized  basis,  also  less  than  last  ye 
Finn  M.  W.  Caspersen,  Chairii 
Beneficial  Ci 
Wilmington,  I 

The  industry  is  playing  Russian 
iette,  as  are  homeowners.  If 
don't  recognize  this  soon,  and  if  higT 
interest  rates  are  erroneously  used 
fine-tune  inflation,  home-equity  borr 
ers  will  be  the  first  ones  to  suffer. 

Stanley  Greensi 
Executive  Vice-Presid 
Mortgage  Clearing  Ho 
New  Hyde  Park,  N 


Letters  to  the  Editor  should  be  sent  to  Rec 
Report,  Business  Week,  1221  Avenue  of  the  Ai 
cos.  New  York,  N.  Y.  10020.  Fox:  (212)  512-4 
Telex:  12-7960,  Intl.  4998204.  All  letters  mus 
elude  on  address  and  daytime  and  evening 
phone  numbers.  V^e  reserve  the  right  to  edit  le 
for  clarity  and  space. 
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SPECIAL    ADVERTISING  SECTION 


Announcing 
Business  Week's  1992 
Executive  Education/MBA 

Directory 


Here's  An  Ideal 
Opportunity  To  Reach 
The  People  Who 
Want  To  Know! 

Issue  Date:  October  26,  1992 
Closing  Date:  September  14,  1992 


The  1992  Executive  Education/MBA 
Directory  Special  Advertising  Section 
will  run  in  the  October  26th  issue... 
featuring  Business  Week's  ranking  of 
the  "Best  Business  Schools."  There 
is  no  better  place  to  showcase  your 
school's  Executive  Education  or 
MBA  Program! 


For  Rates  &  Information  Contact: 

G.  Jeffrey  Provol  or  Cherie  Johns 
Business  Week  Strategic  Programs 
100  East  Ohio  Street ,  Suite  632 
Chicago,  IL  60611 
Phone:  1-800-424-3090  Fax:  1-312-337-5633 


PR6FIT  BY  IT 


s 


CAPITOL  GAMES: 

CLARENCE  THOMAS,  ANITA  HILL,  AND  THE  STORY  OF  A  SUPREME  COURT  NOMINATION 

Timothy  M.  Phelps  &  Helen  Winternitz 
Hyperion  •  458  pp  •  $24.95 

THE  LOW  ROAD 
TO  THE  HIGH  COURT 


The  friends  and  foes  of  Supreme 
Court  Justice  Clarence  Thomas 
both  turned  out  to  be  right:  Con- 
servatives predicted  he  would  cement 
their  majority,  while  liberals  fretted  that 
he  would  vote  against  abortion  and  limit 
the  rights  of  minorities.  The  likelihood 
that  the  youthful  Thomas  would 
strengthen  the  court's  dominant  conser- 
vative wing  goes  a  long  way  toward  ex- 
plaining why  his  confirmation  hearings 
in  the  fall  of  1991  turned  so  ugly. 

The  allegations  that,  while  head  of  the 
Equal  Employment  Op- 
portunity Commission, 
Thomas  sexually  ha- 
rassed fellow  employee 
Anita  F.  Hill  made  for  a 
spectacular  finale.  But 
the  weeks-long  battle 
over  George  Bush's  sec- 
ond nomination  to  the  Su- 
preme Court  served  as  a 
proxy  for  the  continuing 
struggle  for  the  political 
soul  of  America.  With  Re- 
publicans enjoying  suc- 
cess in  Presidential  races 
and  Democrats  holding 
most  other  elected  posts, 
the  court  has  become  the 
battleground  between  left 
and  right.  Ideological  lit- 
mus tests  are  now  more 


civil-rights  bill  he  ardently  supports. 

Then  there  are  the  handlers,  the  hang- 
ers-on, and  the  relatives  and  friends  of 
both  Hill  and  Thomas  who  have  to  en- 
dure the  public  spectacle.  We  have  the 
busloads  of  supporters  from  Pin  Point, 
Ga.,  the  hamlet  where  Thomas  was 
born.  On  the  other  side,  we  have  the 
women  members  of  the  House  who 
storm  up  to  the  Capitol  to  vent  outrage 
at  the  way  their  Senate  colleagues  are 
raking  Hill  over  the  coals.  And  who 
could  forget  the  televised  discussions  of 


wmehind  Thomas ' 
triumph  is  a 
larger  story:  The 
degradation  of  a . 
once-sacred  process 


Capitol 


important  in  securing  a  seat  than  judi- 
cial temperament  or  ability. 

It  is  this  highly  charged  environment 
that  Washington  journalists  Timothy  M. 
Phelps  of  Newsday  and  freelancer  Helen 
Winternitz  explore  in  their  book  Capitol 
Games,  a  l)ehind-the-scenes  look  at  the 
Thomas  confirmation  and  the  soap  opera 
it  turned  into  after  Hill's  allegations  of 
sexual  harassment  were  made  public. 

We  get  to  meet  again  all  the  charac- 
ters of  the  saga.  There  are  the  members 
of  the  Senate  Judiciary  Committee,  in- 
cluding Wyoming  windbag  Alan  Simp- 
son, whose  folksy  ways  don't  quite  dis- 
guise a  mean  streak,  and  Ted  Kennedy, 
whose  own  reputation  for  unsavory  be- 
havior with  women  renders  him  speech- 
less through  most  of  the  hearings.  There 
is  Thomas'  political  godfather.  Senator 
John  Danforth,  "Saint  Jack"  to  his  col- 
leagues, who  is  only  too  happy  to  be  a 
White  House  pit  bull  if  it  gets  him  the 


genitalia,  erotomania,  and  varieties  of 
raunchy  pornography  that  many  Ameri- 
cans probably  never  knew  existed? 

It's  all  good  theater — indeed  the  best 
that  TV  could  offer  last  fall.  Phelps  and 
Winternitz  accurately  capture  the  atmo- 
sphere: a  boisterous  carnival  of  compet- 
ing interests  clamoring  for  media  atten- 
tion. What  Capitol  Games  does  not 
adequately  do  is  explain  how  the  confir- 
mation process  degenerated  into  its  cur- 
rent form.  Nor  does  it  tell  us  what 
makes  Clarence  Thomas  tick.  And  it  un- 
dertakes no  extra  legwork  in  attempting 
to  answer  the  $64,000  question:  Who 
was  telling  the  truth? 

The  last  point  first:  The  authors  clear- 
ly suggest  that  Thomas  was  lying,  and 
they  make  a  case  that  Anita  Hill  had 
nothing  to  gain  but  ridicule  by  coming 
forth  with  her  allegations.  They  also 
note  that  the  wild  claims  about  her  pos- 
sible hidden  motivations — -psychological 


and  otherwise — were  never  supporter 
As  for  what  makes  Thomas  tick,  tl 
book  falters — after  doing  yeoman  woi 
exploring  the  chameleon-like  ability  ( 
the  former  rebel  to  adopt  the  ideologic; 
flavor  of  the  month.  Phelps  and  Winte 
nitz  trace  his  rise  to  power  in  Washinj 
ton  beginning  in  1981.  As  a  young  Cap 
to!  Hill  aide,  Thomas  allied  himself  wit 
Jay  Parker,  a  black  ultraconservativ 
who  had  worked  in  the  Presidential  car 
paign  of  Barry  Goldwater.  Parker,  w? 
by  then  was  lobbying  for  the  South  Afi 
can  government,  was  a  key  recruiter  ( 
black  conservatives  for  service  in  t 
Reagan  Administration 

Once  aboard  as  head  of  the  EEO 
Thomas  grew  into  a  stalwart  support, 
of  the  Reagan  revolution  and  by  19J 
was  on  the  lecture  circuit,  regularly  a^ 
dressing  such  conservative  groups 
the  Cato  Institute  and  the  Heritag 
Foundation.  His  political  trench  woi 
was  rewarded  in  1989,  when  Preside! 

Bush  picked  him  for 
seat  on  the  influenti 
U.  S.  Court  of  Appeals  f( 
the  District  of  Columb 
Circuit. 

But  the  authors  leave 
to  future  books  to  exploi 
in  detail  the  contradi 
tions  inherent  in  Thor 
as — a  black  man  living 
a  white  man's  world, 
man  whose  career  a] 
pears  to  be  devoted  to  d 
tying  stereotypes  of  h 
race.  To  what  extei 
Thomas  was  a  victim  ( 
the  process,  forced  to  su 
mit  to  the  handling  pr 
vided  by  the  Whi1 
House,  remains  unclear. 
That  question. 


course,  bears  on  Thomas'  character 
light  of  such  actions  as  his  preposteroi 
statement  that  he  had  never  discuss( 
or  debated  Roe  v.  Wade,  the  1973  rulir 
that  legalized  abortion.  Rather  than  a 
swer  questions  truthfully,  Thomas — ; 
would  perhaps  any  candidate  determine 
to  win  confirmation — dissembled  ar 
evaded,  so  as  not  to  offend  the  intere; 
groups  that  could  quash  the  nominatio 
The  real  power  of  the  book  com( 
from  reading  about  all  the  small-minde 
ness  and  petty  deceit  inherent  in  the  co 
firmation  process.  This,  in  the  end,  is  tl 
most  offensive  aspect  of  the  sordid  a 
fair.  It  grates  against  our  teaching 
that  the  high  court  is  too  sacred,  t( 
important  an  institution  to  be  desecraU 
by  politicians  and  special  interests. 

BY  TIM  SMA 
Smart,  BW's  former  legal  affairs  co 
spojidejit.  covered  the  Thomas  hearings, 
is  now  Connecticut  bureau  chief. 
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Cosdier  than  a  corporate  jet 


The  company  mail  cart  has  quietly  become  a 
vehicle  of  runaway  abuse.  According  to  aWall  Street 
Journal  report,  the  impulse  to  "overnight  it"  needlessly 
cost  American  businesses  over  ^3  billion  last  year. 

No  one  is  more  alarmed  by  this  than  UPS, 
because  no  one  is  more  qualified  to  prevent  it.  After 
all,we  offer  you  a  broad  array  of  cost-effective  shipping 


options.  Including  ground,  two-day  air,  and  interna- 
tional air.  As  well  as  overnight  air  delivery  Monday 
to  Saturday  for  far  less  than  our  competitors  charge. 

If  that  kind  of  cost  control  appeals  to  you,  just 
call  UPS.  VC^  consider  every  package  to  be  |  ^  | 
a  priority.  We  just  don't  price  them  that  way.  limQl 
We  run  the  tightest  ship  in  the  shipping  business^  V^V/ 


ftpl|IJI.IIiU)UlMM«i|l»B^^   ,l|i||IUI|l>ll|l|lflHliiWI|  ■J,.|iH]t^B>WWJiJIJUUVi<W|iW^^ 


Sconomic  Viewpoint 


CLINTON  WOULD  PRIME 

THE  PUMP— WITH  AN  EYEDROPPER 


BY  PAUL  CRAIG  ROBERTS 


The  Democrat  is 
pushing  a  puny 
package  that  would 
do  little  to  juice  up 
the  economy.  In  fact, 
the  net  effect  of 
Clintonomics  would 
be  to  reduce 
investment  and 
employment  and 
send  capital  fleeing 


PAUL  CRAIG  ROBERTS  IS  CHAIRMAN 
OF  THE  INSTITUTE  FOR  POLITICAL 
ECONOMY  IN  WASHINGTON 


If  President  Geoi'ge  Bush's  economic  record 
is  as  bad  as  Democrats  claim,  Presiden- 
tial candidate  Bill  Clinton  is  guilty  of  fid- 
dling while  Rome  burns.  The  meager  econom- 
ic plan  he  has  proposed  is  dwarfed  by  the 
rhetoric  used  to  describe  the  economy's  ills.  If 
the  Democrats  are  right  that  we  have  the 
worst  economy  since  the  Great  Depression, 
their  remedy  is  woefully  inadecjuate. 

No  matter  how  it  is  cut,  Clintonomics  is  a 
picayune  economic  jiackage.  From  the  stand- 
point of  traditional  pump-priming,  adding  $20 
billion  annually  in  public  works  projects  would 
not  have  a  discernil)le  effect  on  a  $6  trillion 
economy  in  which  the  government  already 
spends  $1.5  trillion.  The  Bush  Administration's 
transportation  l)ill,  which  Congress  passed,  is 
actually  larger  than  Clinton's  package,  and  it 
hasn't  revived  the  economy. 

Clinton's  private-investment  initiatives  are 
even  more  pathetic.  He  proposes  to  make  per- 
manent the  current  "temporary"  research  and 
development  tax  credit,  to  give  a  tax  credit  for 
new  investment,  and  to  give  companies  a  50% 
capital-gains  exclusion  for  new  investment  in 
plant  and  eciuipment.  Whatever  this  package 
would  do  to  lower  the  cost  of  capital  and  spur 
investment  is  more  than  wiped  out  by  the 
proposed  increase  in  personal  income  tax  rates 
that  would  reduce  the  aftertax  earnings  on 
investment.  Indeed,  the  money  pumped  in 
through  Clinton's  investment  incentives  is 
largely  eaten  uj)  by  increased  fines  and  taxes 
for  corporLite  polluters. 

DEBT  ILLUSIONS.  If  one  looks  to  deficit  reduc- 
tion to  spur  the  economy  by  releasing  sav- 
ings for  ijrivate  investment,  the  plan  also  dis- 
appoints. It  proposes  $220  billion  in  new- 
spending  and  $150  billion  in  new  taxes.  The 
gap  is  filled  with  unspecified  additional  de- 
fen.se  cuts,  a  freeze  on  hiring  government  con- 
sultants, a  cut  in  congi-essional  staff,  beefed-up 
IRS  enforcement— even  a  cut  in  price  supports 
for  honey.  This  barely  (|ualifies  as  goorl  "smoke 
and  mirrors"  budget  ai-t. 

The  overall  impact  of  Clintonomics  would  be 
to  reduce  investment  and  employment  and  to 
spark  capital  flight.  Employers  already  have 
numerous  disincentives  to  hire,  and  Clinton 
would  add  two  l)ig  ones  under  the  names  of 
"universal  access  to  iiealth  care"  and  "job  re- 
training." The  "i)ay  or  play"  health  care  plan  is 
a  $30  billion  tax  on  private  business.  The  job 
I'etraining  i)ro,gTam  is  financed  with  a  $38.5  bil- 
lion payroll  tax.  Raising  the  cost  of  emi)loy- 
ment  is  not  the  way  to  create  more  jobs. 

Clinton  also  plans  new  taxes  on  foreign  in- 
ve.stment  that  would  leave  the  I'.  S.  less  inte- 
grated in  the  world  economy.  He  proposes  to 
rejieal  the  tax  deferral  of  foreign-source  in- 


come. For  example,  a  foreign  subsidiary  o 
an  American  multinational  would  find  the  rein 
vestment  of  its  earnings  al)road  subject  tc 
U.  S.  income  taxes.  Clinton  claims  this  woulc 
eliminate  the  tax  subsidy  for  exporting  jobs 
but  it  would  actually  make  the  U.  S.  more  of 
debtor  nation  by  reducing  our  foreign  invest' 
ments  and  future  income  from  them. 
WASTED  ENERGY.  Clintonomics  also  targets  for 
eign  investors  in  the  tJ.  S.,  such  as  the  re 
cently  announced  plans  of  the  German  car 
maker  BMW,  to  build  a  $635  million  plant  ii 
South  Carolina.  Under  Clinton's  propose( 
"transfer  pricing"  rules,  BMW's  internal  pricin, 
would  be  regulated  in  order  to  increase  th( 
taxable  income  attrilnuable  to  the  U.  S.  plant 
Running  off  foreign  investors  is  not  the  way  t 
raise  U.  S.  productivity  and  taxable  wages. 

The  Democratic  platform  calls  for  adding 
to  this  economically  depressing  brew  a  costl} 
new  clean-water  act  and  a  fine  on  those  wh( 
waste  energy.  Just  imagine  the  regulatory  bu 
reaucrats  drawing  up  the  definition  of  energ 
waste.  Nothing  would  escape— long,  hot  show 
ers,  overcooked  vegetables,  even  joyriding  ii 
cars.  Increased  fines  fi-om  energy  waste  wouk 
become  a  permanent  deficit-reduction  item. 

The  day  pension-fund  managers  and  othe 
investors  conclude  that  the  Democrats'  length;' 
list  of  mandated  costs  pr"ecludes  a  rising  stocl 
market,  they  will  shift  more  of  their  fund 
abroad.  As  more  money  leaves  the  countr.v 
the  dollar  will  weaken,  thus  accelerating  th 
trend.  The  implication  of  Clintonomics,  there 
fore,  is  exchange  controls,  and  since  the  dolla 
is  the  world's  reserve  currency,  this  implies 
massive  international  crisis  that  would  dis 
rupt  world  trade  in  a  way  not  experience' 
since  the  Great  Depression. 

Clinton's  anticapitalist  policy  is  rooted  i 
his  claim  that  "during  the  1980s,  the  wealthies 
1%  of  Americans  got  70%  of  the  gains."  Thi 
erroneous  assertion  is  based  on  dubious  mt 
nipulations  of  dubious  data  that  the  Congre^ 
sional  Budget  Office  acknowledges  is  flawe 
and  has  dropped  from  the  information  that 
supjilies  to  Congress. 

If  Bush  is  as  bad  as  Clinton  says,  the  cha 
lenger  owes  us  something  better  than  a  carr 
paigii  Ijased  on  a  lie.  Bush  is  vulnei'able  on  th 
economic  growth  issue,  and  Clinton's  decisio 
to  build  his  campaign  around  the  "fairnes.'- 
issue  is  an  indication  that  his  administratio 
would  implement  a  redistributive  rather  tha 
a  i)ro-growth  economic  policy.  On  the  othe 
hand,  a  Bush  victory  promises  little  more  tha 
a  continuation  of  a  stalled  economy,  as  policy 
makers  try  to  balance  the  budget  while  killin 
the  economy  with  disincentives.  In  1992,  th 
economy  does  not  have  a  candidate. 
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How  $11  billion  will  improve  the  flow 
of  information  around  the  Great  Lakes. 


We're  making  an  $11  billion  investment  in  our 
slecommunications  network  over  the  next  five  years.  A 
etwork  that's  designed  to  connect  Ameritech  customers 
hroughout  the  Great  Lakes  region  v^dth  tomorrow. 

It's  an  aggressive  plan  that  will  bring  the  advanced 
ervices  of  a  digitally  switched  network  to  more  than  80 
lercent  of  our  12  million  business  and  residential  customers 
ly  1996.  With  double  the  fiber  optic  cable  we  have  employed 
oday,  we'll  be  delivering  even  more  exciting  new  services 
omorrow.  Everything  from  innovative  custom  calling  features 
nd  video  conferencing  to  advanced  healthcare  information 
ystems.  By  enhancing  our  network's  quality,  capacity  and 
eliability,  we're  providing  customers  with  more  choices  for  the 


way  they  live  and  more  productivity  in  the  way  they  work.  This 
commitment  to  improving  life  for  our  customers  is  part  of  our 
pursuit  of  an  even  more  profitable  future  for  our  shareowners. 

For  a  copy  of  our  Annual  Report  or  related  financial  pub- 
lications, call  Ameritech  Investor  Relations  at  312/750-5353. 


The  Communications  Companies  of  Ameritech  are: 
Illinois  Bell  •  Indiana  Bell  •  Michigan  Bell  •  Ohio  Bell  •  Wisconsin  Bell 
Ameritech  Audiotex  Services  •  Ameritech  Credit  •  Ameritech  Development 
Ameritech  Information  Systems  •  Ameritech  International 
Ameritech  Mobile  Communications  •  Ameritech  Publishing 
Ameritech  Services  •  The  Tigon  Corporation. 


)  1992  Ameritech  Cotporation 


JlsmERSTECH 

Connecting  You  With  Tomorrow 


what  With  Droudit, 
Grasshoppers  And  The  Cost 
Of  Lumber,  Social  Security  Is 
The  Least  Of  Their  Worries. 


These  days,  Kim  and  Bmce  Butler  of  Aladdin, 
Wyoming  are  far  too  busy  making  ends  meet  to  be 
thinking  about  retirement. 

Fortunately,  the  dedicated  people  at  Social  Security 
are  thinking  about  it.  And  they're  hard  at  work  getting 
ready  for  the  challenge  of  serving  a  population  that's 
growing  larger  and  living  longer — without  losing 
sight  of  todays  ever-pressing  needs. 

Social  Security  sees  itself  becoming  a  "paperless" 
agency.  By  working  with  advanced  technologies  such 
as  optical  scanning  and  artificial  intelligence,  they'll 
speed  up  their  information  collection  and  processing 
activities.  This,  m  turn,  will  allow  them  to  double  the 
12  million  transactions  they  handle  each  day,  even  as 
they  improve  upon  their  high  level  of  service. 

As  an  information  services  partner,  Martin 
Marietta  is  proud  to  be  helping  Social  Security  find 
better  and  more  efficient  ways  to  meet  the  needs  of 
future  generations. 

So  that  retirement  can  continue  to  be  the  least 
of  Kim's  and  Bruce's  worries. 
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BY  MICHAEL  J.  MANDEL 


ONLY  AUSTERITY— AND 
TIME— COULD  MAKE 
PEROrS  PLAN  WORK 


One  thing's  certain  about  liie  mudi- 
awaited  Perot  i)lan  for  cutting  tlie 
federal  budget  deficit:  If  it  wei'e  ever 
imiilemented,  screams  would  be  heai'd 
from  one  end  of  the  country  to  the  other. 
The  plan  would  hit  almost  everyone  in 
the  pocketbook,  with  cutbacks  in  medi- 
care and  medicaid,  limits  on  the  mort- 
gage deduction,  higher  income-tax  rates 
for  high-income  households,  and  big 
jumps  in  gasoline  and  toliacco  taxes.  But 
the  plan  would  likely  jjroduce  a  liudget 
sur-plus  i)y  1998.  Would  the  gains  from 
eliminating  the  deficit  be  worth  it? 

Maybe.  Econometric  simulations  done 
by  DKi/McGraw-Hill  at  the  request  of 
the  Perot  orgam'zation  show  some  big 


PEROT'S  PIAN 


THE  GAIN... 

PROJECTED  INCREASE  IN 
BUSINESS  INVESTMENT 


A  BILLIONS  OF  1987  DOLLARS 

...AND  THE  PAIN 


IF  INTEREST  RATES 
FALL  OUICKIY* 


'93  '94  '95 
A  BILLIONS  Of  1987  DOLLARS 

■  IN  RESPONSE  10  PROMISED  DEFIGKUIS 
DATA  DRI/MCCRAW-HILL 


l)enefits.  By  1998,  long-tenn  intere.st  rates 
would  be  more  than  two  percentage 
points  lower.  Housing  starts  and  exports 
would  rise,  and  l)usiness  investment  in 
1998  could  l)e  as  much  as  5%  higher. 
While  that  may  not  sound  like  much, 
over  a  lew  years  it  could  add  up  to  a  sig- 
nificant boost  in  U.  S.  productivity  and 
output.  Says  John  White,  issues  direc- 
tor for  the  Perot  Petition  Committee:  "It 
gets  us  hack  to  where  we  need  to  bo  to 
be  competitive  as  a  world  power." 


The  key  to  achieving  these  gains, 
however,  is  credi!)ility :  whether  the 
bond  market  believes  Washington  is  fi- 
nally serious  about  cutting  the  deficit.  If 
the  newly  elected  President  has  a  clear 
and  lielievable  plan— and  investors  take 
him  at  his  word— interest  rates  would 
immediately  fall,  thereby  boosting  in- 
vestment (charts).  "The  more  credible 
the  plan  is,"  notes  David  Resler,  an 
economist  at  Nomura  Securities  Inter- 
national Inc.,  "the  more  favorably  the 
l)ond  mai-ket  will  react."  In  that  best  of 
all  possible  worlds,  the  budget  deficit 
could  be  eliminated  without  costing  any 
jolis.  But  if  investors  take  a  skeptical 
attitude  and  wait  for  concrete  evidence 
of  a  smallei'  deficit,  interest  rates  won't 
start  falling  until  1995,  and  there  could 
be  a  loss  of  6.5(),()0()  jobs  as  the  higher 
taxes  and  spending  cutbacks  slow  the 
economy. 

Even  if  the  markets  are  convinced 
that  Washington  is  committed  to  wiping 
out  the  deficit,  Americans  would  still 
have  to  make  sacrifices  for  the  long 
run.  According  to  the  DKl/McGraw-Hill 
analysis,  the  Perot  plan  would  depress 
consumer  spending  for  years.  In  1998, 
when  the  budget  would  finally  be  bal- 
anced, persf)nal  consumi)tion  would  l)e 
al)out  2%  lower  than  it  would  have 
been  without  cutting  the  deficit.  It 
would  be  well  into  the  next  century 
before  the  benefits  of  higher  invest- 
ment and  higher  productivity  showed 
up  as  increased  consumer  spending, 
which  ultimately  is  what  really  con- 
cerns people. 

That's  a  long  time  alongside  the  four- 
year  cycle  of  electoral  politics.  And 
that's  one  reason  why  a  balanced  budget 
may  be  impossible  in  this  decade. 


A  BRIGHT  SPOT 

ON  THE  JOBS  FRONT: 

GOVERNMENT 


Any  plan  to  cut  the  deficit,  no  matter 
how  goofi,  had  better  l)ide  its  time: 
With  each  week  bringing  news  of  more 
layoffs  by  big  companies,  the  public  sec- 
tor has  become  one  of  the  few  sources  of 
new  jobs  in  a  weak  labor  market.  Since 
June,  1991,  which  many  economists  con- 
sider the  stai't  of  the  recovery,  federal, 
state,  and  local  governments  have  added 
191,000  jobs— mainly  education  and 
health-related  posts  in  local  government. 
Contrast  that  with  the  private  sector, 
which  lost  6.5,000  jobs  over  the  past 
year— the  only  time  in  postwar  history 
when  private  i)ayrolls  have  shrunk  in 
the  first  year  of  the  recovery. 

Indeed,  while  the  private  sector  is 
shrinking,  governments  are  adding  more 


I 

jobs  than  they  usually  do  at  the  begin 
ning  of  an  upturn.  Over  the  past  year 
government  employment  has  risen  b 
1%.  By  comparison,  the  public  sector' 
job  gain  in  the  first  year  of  past  recov  I 
eries  has  averaged  0.1%,  calculates  Marlf 
M.  Zandi,  an  economist  at  Regional  Fi 
■nancial  Associates  Inc.,  making  govern 
ment  the  only  employment  category  ii| 
which  employment  recovery  has  ou 
stripped  the  norm.  And  while  the  jobles; 
rate  in  the  private  sector  rose  from  7.4/j 
in  January  to  8%  in  June,  the  jobles, 
rate  among  government  worker 
dropped  from  3.9%  to  3.5%,  whic 
helped  hold  down  the  overall  increase. 

But  will  budget-strapped  government 
be  able  to  keep  hiring  if  the  econom 
loses  momentum  again?  "They  won'| 
motor  ahead,  but  they'll  trend  higher, 
says  Steven  D.  Gold,  director  of  th 
Center  for  the  Study  of  the  States  a 
the  State  University  of  New  York  a,^ 
Albany.  "People  don't  want  their  sei 
vices  reduced."  And  with  school  enrol 
ments  increasing,  it's  likely  that  the  dt 
mand  for  teachers  will  continue  to  gi'ow 
That  means  that  oft-berated  go\'ernmen 
jobs  may  again  turn  out  to  l)e  a  lifelin^j, 
for  a  tottering  economy. 

 :  It 


THE  WAGE  GAP  IS 
WIDENING  IN  OTHER 
COUNTRIES,  TOO 


It 


Liberals  and  conservatives  agret 
Wage  inequality  in  the  U.  S.  rose  sij; 
nificantly  in  the  1980s.  The  pay  gap  b( 
tween  well-educated  and  poorly  educal 
ed  workers  clearly  widened,  as  did  th 
wage  difference  between  experience 
and  inexperienced  workers.  But  what' 
still  in  dispute  is  why  inequality  ha 
widened  so  much.  Some  economist 
point  to  domestic  causes,  such  as  det( 
riorating  school  systems  and  the  soci; 
and  economic  policies  of  Reagan  an 
Bush.  Others  say  global  forces,  such  ; 
increased  foreign  trade  and  changes  i 
technology,  which  favor  higher-skillt 
workers,  are  to  blame. 

Now,  there's  new  evidence  in  fav( 
of  the  global  explanations.  In  a  recei 
study,  Steven  J.  Davis  of  the  Nation. 
Bureau  of  Economic  Research  and  th 
University  of  Chicago  argues  that  at  tl 
same  time  that  wage  inequality  was  ri 
ing  in  the  U.  S.,  it  was  also  going  u 
all  across  the  industrialized  world- 
Canada,  Britain,  France,  Jai)an,  anj'' 
West  Ger-many.  That  makes  it  more  lik^ 
ly  that  low-wage  workers  are  lieing  h 
by  worldwide  changes  rather  than  an.' 
thing  unique  to  the  U.  S.— and  less  lik' 
ly  that  even  a  change  of  administratic 
in  Washington  can  reverse  the  trend.  |tr 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


ONG  RATES  ARE 

fHE  RECOVERY'S  CATCH-22 


In  this  economy,  strong  growth  and  falHng  long-term 
interest  rates  are  as  incompatible  as  Dan  Quayle  and 
iMurphy  Brown.  Indeed,  judging  by  the  big  July  rally 
the  bond  market,  it  seems  as  if  a  weak  recovery  is  the 
ily  way  to  get  long  rates  down. 

It's  a  tough  dilemma.  The  recovery  desperately  needs 
wer  long-term  rates  to  revitalize  housing  and  other 
edit-sensitive  sectors  and  to  allow  households  to  repair 
eir  debt-ridden  balance  sheets.  But  investors  in  fixed-in- 
me  securities  worry  that  the  seeds  of  future  inflation 
e  planted  in  strong  recoveries,  particularly  when  there 
e  gargantuan  federal  deficits  to  finance.  So  they  protect 
emselves  by  demanding  higher  yields  on  any  sign  that 
e  economy  is  picking  up  steam. 

Lately,  those  signs  have  l)een  few  and  far  l)etween. 
fact,  the  recovery  looks  so  tenuous  that  consumers 
e  losing  faith.  Job  growth  is  too  anemic  to  bring  down 
e  unemployment  rate.  Income  gains  are  too  puny  to  sup- 
irt  a  strong  rebound  in  spending.  And  factory  managers 
e  so  nonplussed  that  they  are  hesitant  to  expand  their 
itput,  i^iayrolls,  and  facilities. 


A  SEA 
CHANGE  IN 
INVESTORS' 
MINDSET 


LONG  RATES  NEAR 
HEIR  JANUARY  LOW 


All  this  disappointing  news  has  not  es- 
caped the  sharp  eyes  of  the  bond  mar- 
ket. On  July  29,  the  yield  on  30-year 
Treasury  bonds  broke  below  January's 
/e-year  low  of  7.39%  (chart),  before  finally  closing  at 
15%.  In  just  the  past  month,  long-term  interest  rates 
Lve  fallen  by  one-half  percentage  point. 

The  bond-market  rally  sug- 
gests a  sea  change  in  the  psy- 
chology of  fixed-income  investors. 
They  now  seem  convinced  that 
the  recovei'y  is  too  weak  to  gen- 
erate price  pressures  that  might 
erode  yields.  Moreover,  this 
downshift  in  inflation  ex])ecta- 
tions,  combined  with  weak 
growth  and  less-than-expected 
l)orrowing  by  the  Ti^easury  this 
iiuarter,  is  likely  to  allow  long 
ites  to  drift  even  lower  during  the  summer. 
The  good  news  for  the  economy  is  that  lower  long- 
rm  i-ates  will  keep  the  recovery  moving  along  in  the  sec- 
id  half— if  only  at  a  snail's  pace.  Most  important,  the 
eep  decline  in  rates  is  sparking  another  upswing  in  the 
msing  market. 

Mortgage  applications  for  home  purchases  in  July  are 
ick  to  their  high  level  of  January,  says  the  Mortgage 


AUG.  !• 
THROUGH  JULY  29 


DATA:  FEDERAL  RESERVE 


Bankers  Assn.  That's  encouraging,  because  home  buying 
fared  poorly  in  the  second  quarter.  Sales  of  existing 
homes  fell  2.9%  in  June,  to  an  annual  rate  of  3.36  million. 
It  was  the  third  straight  decline  in  resales. 

Lower  mortgage  rates  can't  do  it  all,  though.  Consumers 
must  see  a  substantial  pickup  in  jobs  and  incomes  before 
they  feel  confident  enough  to  undertake  the  biggest  pur- 
chase most  families  ever  make.  Right  now,  however,  the 
inability  of  this  recovery  to  create  jobs  is  causing  in- 
creased uncertainty  among  consumers. 


A  CURE 
FOR  THOSE 
SUMMER 
BLUES? 


Indeed,  America's  mood  turned  decided- 
ly downbeat  in  July.  The  Conference 
Board's  index  of  consumer  confidence 
tumbled  11. (i  points,  to  61,  last  month— 
the  lowest  level  since  March  (chart). 

The  droj),  ajiparent  in  almost  all  regions,  reflected 
growing  pessimism  about  current  business  conditions  and 
the  economy's  prospects  six  months  fi-om  now.  The  decline 
in  the  confidence  index  also  echoed  a  reported  three- 
point  drop  in  the  early  July  results  of  the  University  of 
Michigan's  survey  of  consumer  sentiment. 

What's  worrying  consumers?  Employment  prospects. 
The  Conference  Board  reports  that  the  percentage  of 
consumers  who  felt  jobs  were  hard  to  get  rose  to  44.1%, 
from  40.6%  in  June.  And  a  growing  number  believe  that 
even  fewer  jobs  will  be  available  six  months  from  now. 

The  Conference  Board  also 
notes  that  the  Presidential  cam- 
paign "is  probably  contributing 
to  some  pul")lic  uncertainty  and 
concern."  That's  especially  true 
because  the  main  focus  of  this 
year's  campaign  is  the  economy. 
The  board  said  about  a  third  of 
the  July  responses  were  complet- 
ed during  or  after  the  Democrat- 
ic convention. 

The  July  performance  mirrors 
the  plunge  that  confidence  took  earlier  this  year.  But 
those  winter  blues  didn't  prevent  consumers  from  going 
on  a  first-quarter  spending  spree.  And  at  least  one  eco- 
nomic report  suggests  that  consumers  may  have  cured 
their  summer  blues  with  a  shopping  trip  as  well. 

The  Johnson  Redl)ook  Service,  published  by  liroker- 
age  firm  Lynch,  Jones  &  Ryan  Inc.,  repoi-ts  that  l)uying  at 
department  and  chain  stores  soared  in  the  first  two  weeks 
of  July.  Hot  weather  spurred  purchases  of  summer  cloth- 
ing, air  conditioners,  and  garden  equipment.  Sales  so  far 
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NEW  ORDERS  STIIL 
TRAIl  SHIPMENTS 


in  July  arc  up  4.7%  from  June,  Johnson  Redl)Ook  says.  Al- 
though .Hfieral  merchandise  sales  account  for  only  about 
12%  of  all  retail  l)uyin<{,  a  pickup  in  spending  there  sug- 
gests stronger  demand  overall. 

The  Redbook  also  predicts 
that  the  upcoming  Christmas 
shopping  season  will  be  the  best 
in  four  years.  The  repoi't  fore- 
casts that  department  stores, 
discounters,  and  retail  chains 
will  see  their  coml>ined  sales 
rise  6%  this  holiday  season  com- 
pared with  last  November  and 
December,  when  sales  edged  up 
by  just  3.7%. 

Consumers  may  be  able  to 
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spend  more  freely  this  Christmas  because  lower  interest 
rates  will  help  shore  up  their  financial  foundations.  One 
example:  Lower  rates  have  touched  off  a  second  wave  of 
mortgage  refinancings,  which  will  put  more  money  in 
homeowners'  pockets.  However,  job  growth  between 
now  and  yearend  will  be  the  key  determinant  of  holiday 
shopping. 

FACTORY  The  halting  nature  of  the  recovery, 

MANAGERS  though,  has  l)een  the  primary  reason 
ARE  ALSO  for  business  hesitancy  about  beefing  u|) 

IN  A  FUNK  payrolls.  In  addition,  weak  demand  is 
keeping  ui)  the  pressure  to  cut  costs.  For  example,  the 
trickle  of  new  orders  gives  manufacturers  no  incentive  to 
lift  output  l)eyond  their  existing  capacity. 

Makers  of  durable  goods  posted  a  2.3%  increase  in  or- 
ders in  June,  but  that  only  offset  May's  2.2%  decline. 
Order  gains  in  recent  months  have  been  so  weak  that  the 
volume  of  bookings  is  still  well  below  that  for  shipments 
(chart).  The  result:  The  backlog  of  unfilled  orders,  which 
typically  begins  to  rise  in  a  recovery,  is  still  falling.  It 
dropped  0.7%  in  June,  the  10th  consecutive  decline.  A  fall- 


THE  SLOWDOWN 
IN  LABOR  COSTS 


ing  backlog  does  not  engender  enough  confidence  in  th 
future  for  factories  to  lift  output  or  payrolls. 

Little  wonder  then  that  Dun  &  Bradstreet  Corp.'s  late: 
survey  of  manufacturers  shows  that  factories  were  less  o] 
timistic  in  June  about  industry  conditions  for  the  thrt 
months  ahead.  In  ttict,  confidence  flagged  for  the  secon 
consecutive  month,  led  by  a  sharp  drop  in  optimis 
among  durable-goods  producers. 

But  it's  not  just  manufacturing  that's  under  the  gu 
The  pressure  to  keep  work  forces  lean  and  costs  down 
pervasive  across  most  industries,  and  it  is  the  chief  reasc 
why  the  j^ace  of  labor  costs  continues  to  slow.  The  Lab( 
Dept.'s  employment  cost  index,  which  measures  bot 
wages  and  benefits,  rose  only  0.8%  in  the  second  quarte 

During  the  past  year,  labor 
costs  have  risen  3.4%.  The  annu- 
al pace  has  slowed  sharply,  by 
two  percentage  points  in  only 
two  years  (chart).  Wage  growth, 
at  only  2.9%,  is  now  the  slowest 
in  five  years.  And  the  pace  of 
benefits,  down  to  5.5%,  has  ebbed 
to  the  lowest  rate  in  three  years. 

The  slowdown  in  labor  costs, 
combined  with  gains  in  produc- 
tivity that  reduce  unit  costs,  is 
the  main  reason  fixed-income  investors  have  nothing 
fear  from  inflation,  certainly  through  next  year.  LIntil 
bor  costs  start  to  rise  faster,  there  is  no  reason  to  wor 
that  the  wage-price  spiral  is  gearing  up  again.  Rather, 
bor  costs  seem  more  likely  to  slow  further  in  1993 
the  face  of  a  weak  recovery  and  the  drive  to  cut  costs 

To  be  sui'e,  any  sign  that  lower  interest  rates  are  spai 
ing  a  strong  i)ickup  in  growth  will  quickly  revive  the  inf 
tion  fears  of  investors.  But  for  now,  at  least,  the  argumer 
for  continued  low  inflation  seem  to  be  winning  out.  A 
the  decline  in  long  rates  should  open  up  enough  room 
the  recovery  to  keep  crawling  along  in  the  second  half 
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A  PERCENT  CHANGE  FROM  A  YEAR  AGO 
DATA  LABOR  DEPT. 


NAPM  SURVEY 


Mdiiddi/,  Any.  S,  10  a. in. 
The  index  of  industrial  activity  compiled 
by  the  National  Association  of  Puix-has 
ing  Management  probably  rose  to  58.7% 
in  July,  up  from  52.8%  in  June.  That's 
the  foi'ecast  of  economists  polled  by  MMS 
International,  a  division  of  McGi'aw-Hill 
Inc.  The  expected  reading  would  indicate 
that  the  factory  recovery  built  up  a  bit 
more  steam  in  July. 

CONSTRUCTION  SPENDING  

Monday,  Aug.      10  (um. 
Spending  on  building  projects  likely  in- 
creased by  just  0.2%  in  June,  the  same 
small  gain  as  in  May.  Public-works 
spending  probably  accounted  for  most 


of  the  increase.  The  decline  in  housing 
stalls  suggests  that  residential  consti'uc- 
tion  fell  in  June. 

LEADING  INDICATORS  

Tae.sdm/,  Any.  4,  8:30  a.m. 
The  government's  composite  index  of 
leading  indicators  prol)ably  fell  0.2%  in 
June,  after  a  O.(j7o  gain  in  May.  Declines 
in  stock  prices,  factory  hours,  and  build- 
ing permits  offset  strength  in  orders 
and  materials  prices.  The  June  decline 
would  be  the  first  loss  in  the  leading 
index  this  year. 

EMPLOYMENT  

Friday,  Any.  7,  8:30  </./». 
The  MMS  consensus  calls  for  a  109,()()()  in- 
crease in  nonfarm  payrolls  in  July,  off- 


setting the  unexpected  drop  of  117,000 
June.  The  most  optimistic  forecast,  he 
ever,  calls  for  a  very  lai'ge  July  gain 
250,000  in  all  nonfai'm  jobs,  with  facte 
payrolls  adding  75,000.  The  MMS  eco 
mists  also  expect  the  unemj^loyment  r 
to  edge  down  slightly,  to  7.7%  in  Ji 
fi'om  7.8%  in  June. 

INSTALLMENT  CREDIT 


Friduy,  Any.  7 
Consumers  likely  lopped  off  an  additi 
al  $1  billion  fi'om  their  debt  loads 
June.  Auto  financing  continues  to 
dine,  and  the 'weak  performance  in  n 
auto  retail  sales  suggests  little  growtl 
revolving  ci'edit.  Installment  credit 
fallen  for  four  months  in  a  row,  indud 
a  $2.4  billion  drop  in  May. 
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<s>  Mac  is  Mac  and  Windows  is  Windows  and  WordPerfect'  plays  no  favorites,  If  Macintosh  is 
your  idea  of  what  a  computer  should  be,  WordPerfect  has  a  powerful,  elegant  System  7  word  processor 
that  only  proves  you  right.  If  Windows  is  more  to  your  liking,  WordPerfect  has  a  best-seller  that 
makes  the  most  of  it.  ^  Yet  surprisingly,  WordPerfect  for  Mac  documents  are  compatible  with 
WordPerfect  for  Windows.  Which  means  that  an  office  divided  against  itself  can  stand,  after  all. 
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DIAMONDS 
AND  DIRT 

A  FIRED  EXECUTIVE'S  PRICE-FIXING  CHARGES  DOG  GE 


John  F.  Welch  Jr.,  chairman  of  Gen- 
eral Electric  Co.,  fought  one  fire 
when  he  testified  before  a  House 
Energy  &  Commerce  subcommittee  on 
July  29.  Welch  tried  to  bring  to  a  close 
the  saga  of  GE's  Aircraft  Engines  Div. 
falsely  billing  the  U.  S.  for  military  sales 
to  Israel  dui-ing  the  1980s.  Employees  in 
the  engine  unit  had  worked  with  Rami 
Dotan,  a  now-imprisoned  former  Israeli 
general,  to  divert  military  aid  money  ille- 
gally. GK  pleaded  guilty  to  four  felonies 
and  agreed  to  pay  $69  million  to  settle 
civil  and  criminal  charges. 

But  Welch  has  another  blaze  at  his 
back.  CE  also  is  grappling  with  charges 
that  it  fixed  prices  of  industrial  dia- 
monds, parked  stock  with  Japan's  Mitsui 
&  Co.,  and  engaged  in  a  host  of  anticom- 
petitive and  unethical  practices  related 
to  its  synthetic  diamond  unit,  GE  Supera- 
brasives,  located  near  Columbus,  Ohio. 
The  diamond  charges,  first  aired  in  a 
wrongful  discharge  suit  filed  in  U.  S. 
District  Court  in  Cincinnati  by  former  GE 
Vice-President  and  GES  General  Manager 
Edward  J.  Russell,  now  are  under  inves- 
tigation by  a  federal  grand  jury  in  Co- 
lumbus. The  suit  alleges  misconduct  by 
high-ranking  (;e  officials. 
PALACE  REVOLT.  GE  derides  Russell's 
claims.  Welch  himself  has  called  them 
"pure  non.sense."  A  company  spokes- 
woman calls  them  "unsubstantiated  alle- 
gations by  someone  removed  for  poor 
performance."  One  (JR  lawyer  told  the 
court  in  Cincinnati:  "He  never  blew  any 
whistles  at  all,  and  we  think  we  can 
prove  it.  Even  if  he  did,  he  wasn't  fired 
for  it." 

GE's  defense  in  the  Cincinnati  case  is 
marked  by  aggressive  attempts  to  dis- 
credit Russell.  The  company  claims  that 
Russell's  poor  management  led  to  an  up- 
rising among  his  staff.  It  even  contends 
that  his  wife,  a  former  GES  employee, 
was  improperly  asked  to  make  key  busi- 
ness decisions.  Russell  says  such  conten- 
tions are  mostly  fanciful. 

While  the  suit  could  still  be  dismissed, 
the  judge  in  the  case  on  July  13  denied 


requests  for  a  stay  and  set  Feb.  21,  1994, 
as  a  trial  date.  GE  wants  the  trial  to 
focus  on  the  question  of  whether  Russell 
was  wrongfully  fired.  It  is  conducting  an 
internal  investigation  of  his  charges  and 
says  that  a  point-by-point  response  to 
them  will  come  before  the  proper  audi- 
ence: the  grand  jury. 

The  problem  for  GE  is  that  even  if  its 
trial  strategy  works,  Russell  has  raised 
serious  issues  that  now  figure  to  drag 
on.  "I  think  this  is  going  to  stay  around 
for  a  while,"  says  an  official  at  a  rival 
diamond  maker. 

For  now,  anyway,  sources  close  to  GE 
say  it's  spending  in  the  neighborhood  of 
$1  million  a  month  to  fight  off  the  law- 
suits that  have  proliferated  as  a  result. 
They  now  include  at  least  three  share- 
holder suits  and  an  equal  number  of 
class  actions  filed  by  customers.  But  the 
federal  grand  jury  investigation  is  the 
most  worrisome  for  (;e. 
LONG  LIST.  The  panel  is  probing  both  the 
stock-parking  and  price-fixing  allega- 
tions. It  has  issued  a  28-page  subpoena 
that  has  GE  tracking  down  documents  in 
Frankfurt,  Singapore,  and  Tokyo.  By 
mid-June,  the  grand  jury  had  asked  for 
"hundreds  of  thousands  of  documents," 
according  to  GE  attorney  Irvin  B.  Na- 
than of  the  Washington  firm  Arnold  & 
Porter. 

More  potentially  damaging  than  the 
documents,  though, 
is  Russell,  who  is 
working  with  federal 
investigators.  Rus- 
sell is  given  to  look- 
ing up  notes  from 
old  conversations  in 
a  green  spiral  note- 
book that  he  carries 
around  with  him. 
What's  iTiore,  Rus- 
.sell  says  that  while 
at  GES,  he  taped 
some  of  his  conver- 
sations, a  practice 
that's  legal  in  Ohio. 
As  one  source  close 
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Did  GE  and 
De  Beers  tr^ 
to  set  prices 
for  industrial 
diamonds? 


to  the  investigation  puts  it:  "It's  obvio 
he  was  a  note  taker." 

GE  seems  up  for  a  fight.  In  June, 
lawyer  at  Arnold  &  Porter  called  Alls 
Pfeister,  Russell's  ex-wife,  who  divorc 
him  seven  years  ago.  Asked  to  expl: 
the  call,  a  (:;e  spokesman  answers: 
leave  it  to  your  imagination."  Pfeisteri 
lawyer,  says:  "If  this  is  a  business  sv|i 
I'm  not  sure  as  an  ex-wife  I  should 
called  to  dig  up  dirt." 

Russell  has  a  long  way  to  go  to  prcl 


POINTING 
FINGERS  AND 
THROWING  MUD 

After  GE  fired  Vice-President 
Edward  Russell,  he  lodged 
charges  of  price-rigging  and 
stock-parking  against  the 
company  and  his  old  bosses. 
They  claim  he's  simply 
embittered  over  his  dismissal 
and  bent  on  revenge 


RUSSELL:  TALKING  TO  PRI  Hr 


charges.  Bui  some  of  them,  at  least, 
I't  simply  be  dismissed  as  the  grum- 
igs  of  a  vengeful  ex-employee.  His 
t  claims,  for  instance,  that  GE  Plastics 
d  its  stake  in  Asahi  Diamond  Industri- 
Co.  to  Mitsui  to  pump  up  1989  earn- 
s.  But  GE,  says  Russell,  didn't  intend 
ually  to  relinquish  control  of  the 
ires.  So,  says  Russell's  suit,  GE 
*eed  to  repurchase  the  stock  later  at 
'  original  sale  price  and  pay  Mitsui's 
Tying  costs.  Such  an  agreement  could 


be  construed  as  illegal  stock-parking,  le- 
gal experts  say. 

Mitsui  had  no  comment  except  to  ac- 
knowledge that  a  Mitsui  manager  sent  a 
letter,  of  which  BUSINESS  WEEK  has  a 
copy,  to  GE  Plastics  outlining  the  terms 
of  the  stock  deal..  The  Mitsui  letter  could 
be  construed  as  supporting  Russell's 
charge  that  GES  wanted  to  buy  the 
shares  back  but  that  GE's  accounting  de- 
partment objected  to  the  arrangement. 
GE  flatly  denies  the  whole  sequence  of 


HOW  DIAMOND 
PRICES  JUMPED 


Price  per  carat  for  a  large  industrial  customer 
of  an  average-grade  metal-blade  saw  diamond 
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HINER:  PRESSURE  FOR  PROFITS? 


▲  DOLLARS 


events  Russell  describes.  Russell's  gra- 
vest charge — that  GE  fixed  the  prices  of 
synthetic  diamonds — is  given  credence 
by  some  industry  players.  These  sources 
point  to  the  history  of  the  business  since 
GE  first  developed  synthetic  diamonds  in 
the  mid-1950s. 

The  industrial  diamond  business  has 
always  been  secretive  and  highly  concen- 
trated. Together,  GE  and  South  Africa's 
De  Beers  Consolidated  Mines  Ltd.  con- 
trol at  least  80%  of  this  $600  million 
business,  according  to  users  of  industrial 
diamonds.  Each  did  especially  well  on 
what  are  known  as  saw-grade  diamonds, 
so  named  because  they  are  used  in  saws 
that  cut  rock  and  concrete. 

As  Russell  tells  it,  his  boss,  then-GE 
Plastics  Chief  and  Senior  Vice-President 
Glen  H.  Hiner,  now  CEO  of  Owens-Cor- 
ning Fiberglas  Corp.,  started  meeting 
with  De  Beers  in  1989.  GE  acknowledges 
in  court  papers  that  Hiner  met  with 
De  Beers  personnel  during  the  1989-91 
period.  Russell  argues  that  Hiner  was 
desperate  to  pump  up  the  profits  of  GE's 
plastics  business,  of  which  industrial  dia- 
monds were  a  part.  That's  why,  says 
Russell,  Hiner  met  in  September,  1991, 
in  London  with  top  De  Beers  executives. 
GE  denies  that  this  specific  meeting  took 
place.  Hiner,  who  wouldn't  comment  for 
this  story,  earlier  called  Russell's  accu- 
sations "groundless"  and  "ridiculous." 
BIG  CUSTOMERS.  De  Beers  announced 
list-price  increases  of  12%  to  15%'  on  in- 
dustrial diamonds  effective  early  this 
year.  While  GE  won't  confirm  it,  custom- 
ers say  GE  announced  similar  hikes  at 
about  the  same  time  (chart).  Yet  the 
price  of  man-made  industrial  diamonds 
has  declined  steadily  since  they  came  on 
the  market  35  years  ago,  note  customers 
and  competitors.  Moreover,  an  increase 
this  year  seemed  odd  to  many  in  the 
industry,  given  weak  demand  in  oil  drill- 
ing and  heavy  manufacturing.  Both  are 
big  customers  for  the  diamonds.  One 
smaller  rival  called  the  price  hikes  "inex- 
plicable." 

GE  argues  that 
nothing  untoward 
happened  between  it 
and  De  Beers,  and 
that  there  can  be 
good  reasons  for 
meeting  with  com- 
petitors. However,  it 
appears  such  meet- 
ings were  rare  in  the 
past.  E.  Louis  Kaper- 
naros,  general  man- 
ager of  GE's  diamond 
business  from  1970 
to  1986,  says  he  had 
one  meeting  with 
De  Beers.  Kaper- 
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naros,  who  takes  care 
to  note  that  he's  not 
casting  aspersions  on 
Hiner,  says  that  his 
predecessor  had  no 
meetings  with  De  Beers 
during  his  tenure,  and 
that  as  far  as  he  knows, 
the  only  other  (iE  offi- 
cials who  did  so  were 
lawyers. 

For  its  part,  whatever 
the  subject  of  a  given 
meeting,  De  Beers  must 
be  careful  where  it  does 
business  to  avoid  be- 
coming subject  to  U.  S. 
antitrust  regulation. 
Despite  its  protests  to 
the  contrary,  the  South 
African  company  is 
widely  seen  to  exercise 
cartel  control  over  the  natural  diamond 
gemstone  business.  Through  its  London- 
based  Central  Selling  Organisation,  it 
controls  the  marketing  and  distribution 
of  an  estimated  857'  of  the  world's  gem- 
diamond  sales.  Moreover,  in  1976  it 
pleaded  no  contest  to  charges  that  its 
Irish  industrial  diamond  unit  violated 
U.  S.  antitrust  law. 

That's  the  last  time  any  of  De  Beers' 
businesses  have  run  afoul  of  U.  S.  anti- 
trust enforcers.  A  source  familiar  with 
De  Beers'  legal  situation,  however,  notes 
that  ever  since  the  U.  S.  Supreme  Court 
in  the  mid-1940s  dismissed  a  U.  S.  anti- 
trust action  against  the  company,  "De 
Beers  has  been  terribly  careful  to  do 
nothing  that  would  give  it  a  presence  in 
the  U.  S."  De  Beers  strongly  denies  Rus- 
sell's charges  of  price- 
fixing,  calling  the  indus- 
trial diamond  business 
"fiercely  competitive." 

Russell  also  has 
charged  that  Hiner 
squelched  his  plan  to 
get  GE  into  the  gem- 
stone  market  because  it 
would  upset  De  Beers. 
Since  1970,  GE  has  been 
able  to  make  gem- 
stones,  although  it  says 
the  process  is  too  costly 
to  be  economically  justi- 
fiable. But  Russell 
claims  that  new  technol- 
ogy makes  it  possible  to 
produce  .  gemstones 
profitably.  He  says  that 
he  and  others  at  Gener- 
al Electric  met  with 
members  of  the  Swar- 
ovski  family,  Austrian 
jewelry  retailers,  to  dis- 
cuss setting  up  a  ven- 
ture to  sell  large  blue 
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artificial  gems.  The  Swarovskis  refuse 
to  comment. 

Russell's  claim,  which  GE  denies,  isn't 
preposterous.  Japan's  Sumitomo  Electric 
Industries  Ltd.,  for  instance,  makes 
some  large  crystals  that  sometimes  find 
their  way  into  the  gem  market,  say 
sources  in  the  diamond  business.  But 
Kapernaros  and  others  are  skeptical.  It's 
also  not  at  all  clear  this  would  be  a 
sensible  business  decision,  they  say, 
even  if  it  may  be  technically  possible. 

Russell's  long  list  of  charges  also  in- 
cludes allegations  that  the  company  im- 
properly covered  some  expenses  run  up 
by  employees.  His  suit  contends,  for  in- 
stance, that  one  manager  at  the  GES  an- 
nual sales  meeting  in  1990  "caused  ap- 
proximately $5,000  in  damages  to  a  hotel 


RUSSEIL  VS.  GENERA!  ELECTRIC 

Former  CE  Vice-President  Edward  J.  Russell  has  sued  General  Electric  in  federal 
court  in  Cincinnati,  charging  that  the  company  fired  him  for  protesting  illegal  or 
unethical  corporate  actions.  Here  are  his  key  charges,  along  with  GE's  responses: 

PRICE-FIXIHG  GE  concedes  that  during  the  period  1989-91,  Glen  Hiner,  then 
Russell's  boss  and  head  of  GE  Plastics,  met  with  De  Beers  personnel.  Russell  al- 
leges that  the  purpose  was  to  fix  prices  for  industrial  diamonds.  Both  companies 
did  raise  their  prices  in  early  1992,  despite  a  worldwide  recession.  GE  says  noth- 
ing untoward  took  place  between  it  and  De  Beers 

STOCK  PARKING  Russell  charges  that  GE  Plastics,  to  boost  its  reported  earnings, 
devised  a  plan  in  1989  to  sell  stock  in  Asahi  Diamond  Industrial  Co.  to  Mitsui  & 
Co.,  while  agreeing  to  buy  it  back  later  at  a  set  price.  A  letter  to  GE  from  Mitsui 
implies  such  a  deal.  Such  "parking"  transactions,  if  not  disclosed,  may  constitute 
securities  fraud.  The  stocl^  deal,  Russell  alleges,  resulted  in  phantom  profits  of 
$41  million  for  GE  Plastics  in  1989.  GE  denies  the  account 

RESTRAINT  OF  COMPETITION  Russell  says  that  in  July,  1 990,  he  and  his  staff 

planned  to  challenge  De  Beers'  control  of  the  world  diamond  gemstone  market. 
But,  Russell  contends,  in  January,  1991,  Hiner  killed  a  proposed  gemstone  joint 
venture  for  fear  of  upsetting  De  Beers.  GE  denies  Russell's  story 

IMPROPER  BUSINESS  EXPEif«SES  From  1989  until  1991,  Russell  alleges,  GE 
wasted  more  than  $43,000  of  shar<;holders'  money  on  golf  trips,  bills  for  damage 
to  hotels,  and  prostitutes,  among  other  things.  GE  denies  the  charges 

DATA:  COURT  DOCUMENTS,  GfNERAL  ELEGRIC  CO. 


by  getting  drunk,  toss 
ing  beer  bottle 
through  windows,  an^ 
punching  holes  i: 
walls."  When  Russe' 
reported  the  incident  t 
a  superior,  the  sui 
says,  he  was  told  not  t 
be  concerned  with  th 
$5,000,  since  earlie 
sales  meetings  results 
in  damages  many  time; 
that  amount.  GE  deniei 
Russell's  account. 

Such  stories,  whil 
sensational,  are  less  sij 
nificant  than  Russell 
allegations  of  GE's  ant 
competitive  practice 
Outsiders  say  GE  h 
aggressively  defend 
its  diamond  busines 
Mahlon  D.  Dennis,  a  former  GE  emplo 
ee  who  runs  a  small  synthetic-diamor 
company  in  Houston,  says  he  stays  oi 
of  saw-grade  diamonds  because  GE  ar 
De  Beers  "would  cave  my  head  in."  B 
a  feared  competitor  and  an  antitrust  vi 
lator  are  hardly  one  and  the  same  thin 
A  DAMNING  TAiE.  Can  Russell  tell  tl 
difference?  According  to  GE,  Russel 
job  performance  began  to  decline  so( 
after  his  promotion  to  vice-president 
February,  1990.  "I  fully  realize  the  b; 
miss  we  had  in  1990,"  Russell  wrote 
Hiner  after  his  incentive  pay  was  ) 
duced  for  that  year.  This  cut,  GE  clain 
reflected  a  poor  performance,  which 
says  even  now  is  showing  up  in  the 
layoffs  announced  at  GES  in  June.  Pn 
its  at  the  unit  skidded  from  an  above-p 
$70  million  in  1989 
just  $39  million  in  19! 
the  company  says.  '[ 
GE's  human  resourc 
chief,  Senior  Vice-Pr€ 
dent  Jack  0.  Peiff 
tells  a  tale  in  an  affi' 
vit  which,  if  true,  woi 
be  damning:  that  pr 
lems  between  Russ 
and  his  staff  got  so  t 
that  Peiffer  was 
vised  of  a  "palace 
volt."  In  early  1991, 
enlisted  an  industrfl* 
psychologist,  Bradf 
D.  Smart,  to  calm 
situation.  In  court, 
filed  i)ages  of  vitup( 
five  anonymous  que 
made  to  Smart  abp 
Russell.  Referring 
the     Smart  repc 
Peiffer's  affids 
states:   "Mr.  Rus 
was  viewed  by  his  s 
ordinates  as  being 
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tworthy,  insecure,  paranoid,  indeci- 
,  inconsistent,  a  poor  communicator, 
unproductive." 

1  addition,  says  Peiffer's  affidavit, 
sell  botclied  two  presentations  to 
ch  and  other  top  GE  executives, 
'fer,  who  conducted  Russell's  exit  in- 
'iew,  contends  that  Russell  com- 
ned  of  no  unethical  or  illegal  prac- 
5  or  violations  of  company  policies, 
rt  from  a  complaint  over  an  expense 
)rt.  He  cites,  too,  a  February,  1990, 
ification  by  Russell  that  he  was  not 
re  of  any  violations  of  ge's  policy 
Hiring  compliance  with  antitrust 
i.  Russell  counters  that  most  of  the 
ieeds  he  recounts  took  place  after 
ruary,  1990. 

>ENSiON.  Not  surprisingly,  Russell 
■s  the  story  a  different  spin.  Some  of 
;  countercharges  he  considers  laugh- 
:.  Russell  says  that  GE  uses  only 
e  of  Smart's  findings,  and  that  in 
Smart  was  satisfied  with  Russell's 
lagement.  Smart  himself  was  not 
liable  for  comment.  Although  there's 
?  question  there  were  problems  be- 
en Russell  and  some  of  his  staff,  he 
ntains  the  negative  comments  came 
n  just  three  individuals  who  had 
hed  with  him  earlier  over  his  insis- 
;e  on  proper  business  practices, 
ussell  contends  he  was  making  his 
get  the  day  he  was  fired  and  that 
lings  were  down  in  1991  because 
er  had  loaded  Russell's  unit  with  ex- 
sive  overhead  charges.  Russell  says 
incentive  pay  was  reduced  not  be- 
se  of  his  unit's  performance  but  be- 
se  of  problems  at  the  Plastics  Div., 
ch  Miner  was  running.  Miner,  too,  he 
3S,  took  an  incentive  pay  cut.  That  he 
V  presentations  to  Welch  is  a  "fabri- 
on,"  says  Russell. 

iUt  if  Russell  was  raising  his  voice  in 
test,  why  would  he  be  so  shocked 
t  GE  responded  by  firing  him?  Russell 
wers  that  he  thought  he  was  protect- 
by  his  officer  status.  But  some 
rces  wonder  if  Russell  would  have 
ught  his  case  if  he  had  gotten  a  bet- 
severance  package.  Because  his  ter- 
lation  becomes  effective  a  few 
iths  before  his  55th  birthday,  Russell 
I't  get  the  same  pension  and  insur- 
e  benefits  as  he  would  otherwise.  Me 
etheless  feels  that  wouldn't  have 
ie  much  difference.  "I  really  was  ap- 
ed by"  ge's  conduct,  he  says, 
'hat's  not  the  issue  the  grand  jury 
consider.  A  Justice  Dept.  lawyer 
i  on  July  13  that  the  probe  was  still 
its  "fairly  early"  stages.  It  will  at- 
ipt  to  determine  whether  Russell  is  a 
^runtled  employee  maligning  his  for- 
r  company  or  a  wronged  executive 
rageously  taking  his  story  public. 
ly  Zachary  Schiller  in  Cincinnati,  with 
I  Gross  in  Tokyo,  Lisa  Driscoll  in  New 
•>en,  and  bureau  reports 


DEFENSE! 


LORAL  COULD  WIND  UP  BEING 
THE  BIGGEST  GUN  OF  ALL 


The  LTV  deal  is  the  latest  stroke  in  the  armsmaker's  buy-cheap  strategy 


ernard  L.  Schwartz, 
the  wily  chairman  of 
Loral  Corp.,  has  long 
been  the  defense  industry's 
savviest  dealmaker.  So  when 
he  was  elbowed  aside  by  gi- 
ants such  as  Lockheed,  Mar- 
tin Marietta,  and  France's 
Thomson  during  the  long 
battle  to  buy  the  defense 
and  aerospace  assets  of 
bankrupt  LTV  Corp.,  many 
industry  gurus  wondered  if 
Schwartz  had  lost  his  touch. 
But  as  he's  done  so  often  in 
the  past,  Schwartz  surprised 
the  experts:  In  late  July,  he 
swooped  in  with  an  eleventh- 
hour  offer.  Though  rival 
bids  could  still  appear, 
Schwartz  now  has  the  inside 
track  to  buy  LTV's  missiles 
unit  for  $240  million— 207- 
less  than  Thomson  was  offering.  "I 
don't  see  anybody  being  able  to  mount  a 
serious  attack  on  our  position," 
Schwartz  says. 

The  maneuver  was  vintage  Schwartz. 
If,  as  many  analysts  expect,  the  LTV  pur- 
chase gains  bankruptcy-court  and  gov- 
ernment approvals,  it  will  be  his  seventh 
sizable  defense  acquisition  since  1985. 
Me  has  paid  $1.6  billion  to  snap  up  de- 
fense units  from  such  name  companies 
as  Goodyear,  Moneywell,  and  Ford — at 
ever-lower  prices,  as  plunging  U.  S.  de- 
fense spending  has  made  armsmakers 
seem  too  risky  for  other  buyers  (table). 
WHIP  HAND.  So  far,  the  deals  look  smart. 
Loral's  revenues  are  up  sixfold  in  seven 
years,  to  $2.9  Ijillion  for  the  year  ended 
Mar.  31.  And  Schwartz  has  made  his 
acquisitions  pay  off  by  whipping  them 
into  shape  with  cost-cutting 
measures  and  better  man- 
agement. Margins  have  suf- 
fered from  defense-spending 
cutbacks,  but  Loral  still  net- 
ted $121.8  million  last  year. 
"Bernard  has  a  great  repu- 
tation as  being  a  very  imagi- 
native purchaser,"  says 
Martin  Marietta  Chairman 
Norman  R.  Augustine. 
"Me's  putting  together  a 
first-class  company." 

The  question  now:  With 
defense  spending  in  a  seem- 
ingly endless  downward  spi- 
ral, when  will  it  all  catch  up 


with  Loral?  Some  analysts  think  that 
Schwartz,  66,  is  on  a  treadmill  that 
keeps  going  faster.  As  contracts  dry  up, 
Loral's  existing  operations  have  begun 
shrinking,  they  say,  forcing  Schwartz  to 
acquire  additional  big  properties  to  keep 
up  growth.  But  potential  acquisitions,  in- 
cluding LTV's  missile  business,  are 
shrinking,  too.  Funding  for  its  two  main 
missile  programs,  which  accounted  for 
the  lion's  share  of  its  $745  in  revenues 
last  year,  winds  down  between  1995  and 
1998.  Given  that,  most  of  Loral's  big 
rivals  contend  that  even  the  reduced 
price  Schwartz  is  paying  is  too  much. 

Schwartz,  though,  has  always  thrived 
on  flying  against  the  prevailing  defense- 
industry  wind.  In  a  clubby  business  tra- 
ditionally dominated  by  W.VSP  engineers, 
he's  an  outsider — a  poor  Jewish  kid  from 


LORAL'S  BARGAIN-BASEMENT 
SHOPPING  SPREE 


Year 


Acquisition 


Annual  sales    Purchase  price 
Millions  of  dollars 


1985 

Rotm  military  computer  unit 

$81 

$88 

1987 

Goodyear  Aerospace 

681 

581 

1989 

Fairchild  Weston 

270 

177 

1989 

Honeywell  Electro-Optics  Div. 

135 

54 

1990 

Ford  Aerospace 

1,800 

685 

1991 

librascope 

75 

9 

1992- 

LTV  Missiles 

745 

240 

*  Pending 

DATA 

COMPANY  REPORTS 
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Brooklyn  who  bootstrapped  his  way  up. 
True  to  his  roots,  he  remains  a  Demo- 
crat in  an  industry  full  of  rock-ribbed 
Republicans.  He  learned  dealmaking  by 
working  with  New  York  financier  Saul 
P.  Steinberg.  He  took  the  helm  at  Loral 
20  years  ago  when  it  was  a  troubled 
jumble  of  assets.  He  turned  it  around  by 
selling  everything  but  a  defense  elec- 
tronics unit,  and  then  began  buying 
more  defense  businesses. 

Schwartz'  trademarks  are  speed  and 
daring  coupled  with  financial  discipline. 
The  I>TV  deal,  he  contends,  is  a  prime 
example.  He  nosed  around  the  bidding 
for  months.  But  he  mainly  watched  until 
Thomson's  leading  $450  million  joint  bid 
with  Carlyle  Group,  a  Washington  in- 
vestment bank,  was  stopped  by  fierce 
political  opposition  to  foreign  ownership 
of  defense  companies.  Schwartz  then  put 
together  a  formal  offer  in  just  72  hours, 
but  only  after  a  looming  July  31  bank- 
ruptcy-court deadline  induced  a  nervous 
Carlyle  and  its  partner,  Northrop  Corp., 
to  raise  their  offer  for  LTV's  aerospace 
unit,  cutting  the  missile  business'  price. 

Raytheon  Co.,  the  other  main  bidder, 
won't  comment.  But  insiders  in  the  nego- 
tiations say  it  was  too  concerned  that 
the  acquisition  would  depress  its  earn- 
ings to  sign  an  agreement  so  fast. 
"Schwartz  moved  quickly  and  the  other 
[bidders]  couldn't,"  says  David  Ruben- 
stein,  Carlyle's  managing  director. 
'LORALiziNG.'  As  in  past  deals,  Schwartz 
says  he  went  into  the  LTV  deal  with  a 
plan.  If  he  wins  ownership,  he  claims  he 
can  recoup  LTV's  purchase  price  in  four 
or  five  years  out  of  the  operation's  $40 
million-plus  annual  cash  flow.  In  the 
meantime,  he  and  Loral  President  Frank 
C.  Lanza — an  engineer  who  plays  Mr. 
Inside  to  Schwartz'  Mr.  Outside — will 
begin  "Loralizing"  LTV.  In  the  past,  this 
approach  has  meant  dispensing  with  the 
acquired  company's  executives  and  in- 
stilling its  managers  with  Loral's  gospel 
of  speed  and  stringent  cost  controls. 
Schwartz  confidently  j)redicts  that  the 
formula  will  allow  the  LTV  operation  to 
start  adding  to  Loral's  earnings  almost 
at  once. 

With  the  LTV  deal  not  even  bagged 
yet,  Schwartz  already  is  scouting  his 
next  move.  Loral's  long-term  debt  is 
about  307'  of  capital,  and  Schwartz  is 
paying  for  most  of  LTV  in  cash.  Schwartz 
is  already  hinting  that  his  next  acquisi- 
tion may  be  a  big  one,  perhaps  as  big  as 
Loral  itself.  Says  Schwartz:  "I  don't 
think  there's  any  [defense]  company  that 
we  don't  have  the  resources  to  buy." 

Say  that  again?  Bernard  Schwartz  is 
still  on  the  prowl. 

By  Thane  Peterson  in  New  York  and 
Amy  Borrus  in  Washington,  with  burean 
reports 


DEALS I 


STILL  PREACHING 
FAITH  IH  RELIANCE 


But  if  Saul  Steinberg's  insurance 
group  is  healthy,  why  is  it  limping? 


Saul  P.  Steinberg  is  out  to  convince 
the  world  that  the  turkey  he 
l)ought  is  really  an  eagle.  Reliance 
Grou])  Holdings  Inc.,  his  highly  lever- 
aged insurance  concern,  has  suffered 
through  a  four-year  property  and  casual- 
ty price  war  and  two  ill-fated  acquisi- 
tions. Earnings  have  been  erratic  for 
some  time.  Last  year  alone,  Reliance 
booked  a  $118  million  loss. 

But  to  hear  Steinberg  tell  it,  Manhat- 
tan-based Reliance  is  turning  around. 
For  this  year's  first  quarter.  Reliance 
reported  a  $19  million  profit,  compared 
with  a  $3.6  million  loss  during  the  com- 
parable period  in  1991.  Last  year,  the 
company  took  a  $94  million  write-off  for 
its  money-losing  investment  in  Tele- 
mundo  Group  Inc.,  a  Spanish-language 
television  network.  And  on  July  24,  Reli- 
ance announced  the  sale  of  Frank  B. 
Hall  &  Co.,  a  red-ink-gushing  insurance 
broker,  to  Aon  Corp.  for  $475  million.  All 
Reliance  has  to  do  now,  he  says,  is  wait 
for  the  wretched  property-casualty  mar- 
ket to  improve. 

Trouble  is,  Reliance's  position  remains 
pretty  precarious.  Over  the  coming  four 
years,  a  massive  amount  of  debt  will 
come  due  (chart),  and  many  analysts 
question  whether  the  company  can  han- 
dle it.  Plus,  even  if  the  property-casualty 
environment  finally  improves.  Reliance 
is  heavily  exposed  in  some  very  hairy 
areas  where  huge  accident  claims  can 
squelch  profits — like  toxic-waste  hauling 
and  other  environmental  coverage. 
Worse,  Reliance  will  probably  only  net 
about  $50  million  from  the  Hall  sale, 
since  it  retains  the  firm's  debts.  No  won- 
der Wall  Street  shrugged  at  the  sale: 
Reliance's  stock  barely  budged  above  5, 
where  it  has  languished  for  months. 

If  Reliance  has  hurt 
Steinberg's  pride,  it  has 
not  damaged  his  wallet. 
In  1991,  he  raked  in  $6 
million  as  chief  execu- 
tive, far  more  than 
peers  with  better  track 
records.  At  highly  prof- 
itable American  Inter- 
national Grouj)  Inc.,  for 
instance,  Maurice  R. 
Greenberg  earned  only 
$1.9  million.  Steinberg 
defends  his  compensa- 
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THE  DEALMAKER:  STEINBERG  MAKES  THE 
SOCIAL  SCENE  WITH  HIS  WIFE,  GAYFRYD 


THE  BIG  OVERHANG 
AT  RELIANCE 
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tion,  which  is  based  on  how  well  I 
liance's  insurance  operations  do  relat 
to  the  industry's  dismal  average.  "Tha 
easy,"  Steinberg  concedes.  Of  cour 
Reliance  has  dealt  some  paper  losses 
Steinberg,  whose  family  owns  777" 
the  company.  The  stock  is  at  half 
198()  public  offering  price  of  10. 
GREENMAIL  PAYMENTS.  Reliance  asi 
Steinberg,  52,  has  scored  several  s 
cesses.  A  fixture  on  the  social  set 
with  third  wife  Gayfryd,  his  personal 
worth  has  been  estimated  at  more  tl 
$300  million.  A  major  source  of 
wealth  is  greenmail  payments  fr 
1980s  takeover  targets  such  as  Walt  I 
ney.  Green  Tree  Acceptance,  and  Lon 
&  Nettleton  Financial. 

That  won't  do  much  to  rescue  R 
ance  from  the  $1  billion  debt  load  t 
teeters  atop  just  $372  million  in  equ 
Moody's  Investors  Service  Inc.  last  y 
bumped  Reliance's  financial-strenjj 
rating  down  to  junk  status.  The  ratiil 
agencies  are  most  upset  by  Relianci 
practice  of  milking  $723  million  from 
surance  operating  units  since  1987 
pay  interest. 
Steinberg  insists  that  the  debt  bun 
is  no  real  concern:  ' 
can  sell  more  assets 
then  refinance 
debt."  And  he  wa 
sanguine  that  his  c 
pany's  underwrit 
knowhow    will  m 
winners  out  of  risky 
surance  lines.  Given 
liance's  wobbly  fli 
thus  far,  he  had  be 
hope  so. 

By  Larry  Light  in  ^ 
York 


L ESTATE  I 


HE  BRONFFIRE 
F  THE  VANITIES? 


[nada's  Bronfmans  may  follow  O&Y  into  bankruptcy  court 


n  1988,  Canadian  property  giant  Bra- 
malea  Ltd.  bought  238  undeveloped 
lots  in  Santa  Clarita,  Calif.,  a  new 
:lroom  community  some  45  miles 
Iheast  of  Los  Angeles.  The  $52  mil- 
1  purchase — a  price  one  land  broker 
Is  "the  highest  ever  paid  in  Santa 
irita" — was  one  of  a  series  of  buys  in 
athern  California  and  Ontario  that  tri- 
d  Bramalea's  land  holdings  to  $L3 
ion  from  1988  to  1991. 
d  it's  the  kind  of  deal 
amalea  has  come  to  re- 
st.  Now,   it  would  be 
ky  to  sell  some  of  its 
id  for  half  of  what  it 
d,  and  the  debt  it  took 
to  fund  its  buying  spree 
■eatens  to  sink  the  whole 
npany. 

Bramalea's  travails  are 
!  worst  of  a  host  of 
)blems  afflicting  the  em- 
e  of  Peter  and  Edward 
onfman,  whose  Edper 
oup  comprises  Canada's 
gest  collection  of  corpo- 
te  assets.  The  Bronf- 
ms'  Trizec  Corp.,  North 
fierica's  largest  publicly 
Id  developer,  owns  12/" 

Bramalea.  The  stake  is 
irth  far  less  than  it  once  was.  Brama- 
,  stock  trades  at  about  75$  a  share  on 
i  Toronto  Stock  Exchange,  down  from 

1989  peak  of  more  than  $20.  On  June 

Bramalea  suspended  its  dividend. 
RE  THING?  The  stock  reflects  the  com- 
ny's  gloomy  outlook.  Bramalea  is  in  a 
sperate  struggle  to  avoid  following 
ympia  &  York  Developments  Ltd.  into 
nadian  bankruptcy  court.  On  July  30, 
5  grace  period  on  Bramalea's  default 

a  $4.4  million  interest  payment  was 
e  to  expire.  Chief  Executive  Marvin  G. 
irshall  says  he's  confi- 
nt  the  company's  50  or 

creditors,  led  by  Cana- 
's  five  major  banks, 
)n't  rush  to  force  a  court 
ing.  But  Marshall  con- 
des  he  doesn't  have 
ach  time  to  agree  with 
im  on  a  plan  to  restruc- 
re  Bramalea's  $4.1  billion 
debt. 

Marshall  says  he  hopes 

have  a  plan  "approved 

the  end  of  August  and 
lly  implemented  by  the      A  millions  OF  DOLURS 


end  of  September."  But  he  allows  that 
his  proposed  restructuring,  which  calls 
for  shrinking  Bramalea  to  half  its  cur- 
rent $5.3  billion  in  assets,  would  take 
five  years  to  work.  The  company's  Cana- 
dian bankers,  none  of  whom  would  com- 
ment for  this  story,  may  not  wait  that 
long,  according  to  sources  familiar  with 
their  thinking.  "It  is  virtually  a  certainty 
[Bramalea]  will  end  up"  in  bankruptcy 


CEO  MARSHALL:  IT  WOULD  TAKE  FIVE  YEARS  TO  RESTRUCTURE  BRAMALEA 


court,  predicts  Alain  Tuchmaier,  an  ana- 
lyst at  McLean  McCarthy  Inc.,  a  Toronto 
stock  brokerage  firm. 

If  it  weren't  for  the  late-'80s  land 
grab,  Bramalea  might  now  be  hailed  as 
one  of  real  estate's  savviest  survivors.  It 
owns  one  of  North  America's  largest 
portfolios  of  income-producing  proper- 
ties, including  more  than  30  million 
square  feet  of  shopping  malls  and  office 
space  in  Canada  and  the  U.  S.  Its  Cana- 
dian malls  and  offices  are  more  than 
907'  leased,  while  its  completed  U.  S.  of- 


THE  FINANCIAL  SQUEEZE  AT  BRAMALEA 


REVENUES  ARE  DOWN  AND  CASH  FLOW  PLUNGES 


CASH  FLOW 

NET  OF 
CAPITALIZED  - 
EXPENSES 


FISCAL  YEAR  ENDING  00  31 
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fices  are  83''  filled.  Operating  earnings 
of  those  properties  rose  47",  to  $213  mil- 
lion, in  the  fiscal  year  ended  last  Oct.  31. 

But  the  company's  other  unit,,  which 
includes  homebuilding  and  land  develop- 
ment in  Ontario  and  Southern  California, 
is  a  financial  black  hole.  Operating  earn- 
ings nosedived  to  $23  million  in  fiscal 
1991,  down  from  $102  million  in  1989. 
And  in  the  six  months  ended  Apr.  30, 
they  fell  to  a  mere  $3  million.  The  earn- 
ings drop,  combined  with  interest 
charges  tied  to  Bramalea's  $1.3  billion  in 
debt  on  undeveloped  land,  puts  the  com- 
pany in  a  liquidity  squeeze.  Net  cash 
flow  was  a  negative  $169  million  in  fiscal 
1991  and  a  negative  $78  million  in  the 
first  half  of  fiscal  1992  (chart). 
'A  LOSER.'  Bramalea  hasn't  given  up  on 
developing  and  selling  its  vast  land  re- 
serves. But  many  projects 
are  struggling.  Newport 
Coast,  Calif.,  Bramalea's 
swankiest  development, 
has  sold  only  four 
houses — priced  at  up  to 
$2.1  million.  It  must  sell  12 
this  year  to  make  money. 
Similarly,  its  San  Marino 
project  in  Orange  County 
"is  a  loser,"  says  one  Cali- 
fornia realty  expert. 
"They're  lucky  if  they  sell 
one  home  a  month." 

Bramalea's  only  hope  is 
to  persuade  its  lenders  to 
give  it  more  time.  Mar- 
shall, a  Texas  developer 
brought  in  by  Trizec  in 
1990,  is  proposing  to  sell 
$1.3  billion  in  assets  by 
1997,  including  nine  shop- 
ping malls  scattered  across  the  U.  S. 
Lenders  are  being  asked  to  take  equity 
in  other  projects  in  exchange  for  some 
of  their  loans.  That  would  help  trim  debt 
to  a  manageable  $1.7  billion  in  five 
years,  and  leave  Bramalea  with  property 
holdings  of  25  million  square  feet. 

Most  observers  give  Bramalea  credit 
for  handling  its  negotiations  far  better 
than  O&Y,  which  antagonized  lenders 
with  its  secrecy  and  high-handedness. 
"Bramalea  has  learned  from  o&Y,"  says 
Tuchmaier,  "and  attempted  to  be  as  co- 
operative as  possible." 

Still,  following  Olympia 
&  York's  collapse,  "the 
banks  are  significantly 
more  conservative  and 
careful,"  Marshall  says. 
That  attitude  only  boosts 
the  odds  against  Bramalea. 
Marshall  still  is  optimistic 
about  Bramalea's  chances, 
but  he's  in  rapidly  dwin- 
dling company. 

By  William  C.  Symonds 
in  Toronto,  with  Gloria  Lau 
in  Los  Angeles 
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STRATEGIES  I 


SMILE,  YOU'RE 
ON  COMPACT  DISK 


Are  CDs  the  key  to  photography's  future?  Kodak  is  crossing  its  fingers 


ill  Smith,  owner  of  a  small  Boston 
photo  lab,  slips  a  gold-colored 
compact  disk  out  of  its  case  and 
inserts  it  into  a  black  machine.  Within 
seconds,  a  color  photo  of  Boston  Red 
Sox  pitcher  Roger  Clemens  pops  up  on 
the  nearby  TV.  Clemens  is  in  midpitch, 
frozen  just  as  the  ball  is  leaving  his 
hand.  Fingering  his  remote  control, 
Smith  zooms  in  on  Clemens'  arm.  The 
colors  remain  luminescent,  the  resolu- 
tion good.  "This,"  says  Smith,  "is  the 
future  of  photography." 

The  folks  at  Eastman  Kodak 
Co.  surely  hope  so.  After  months 
of  sneak  previews  to  pros  such  as 
Smith,  Kodak's  much-ballyhooed 
Photo  CD  system  will  hit  retailers' 
shelves  in  early  August,  rolled 
out  simultaneously  in  North 
America,  Eurojje,  and  Japan.  For 
$850  to  $500,  photo  enthusiasts 
will  be  able  to  buy  a  special  CD 
player  that  will  display  snapshots 
on  TV  or  a  high-resolution  person- 
al computer.  Despite  the  cost,  Pe- 
ter M.  Palermo,  general  manager 
of  Kodak's  consumer  imaging  di- 
vision, says:  "We  think  it's  going 
to  be  a  big  item  for  Christmas." 

Kodak  has  a  lot  riding  on  Photo 
CD,  which  is  just  part  of  a  broader 
push  by  the  Rochester  (N.  Y.) 
company  to  revitalize  and  protect 
its  core  photo  business.  After 
years  of  solid  growth,  U.  S.  sales 
of  amateur  film  stagnated  in  1990 
and  1991.  Growth  in  international 
sales  also  slowed  markedly.  Some 
analysts  blame  the  popularity  of 
camcorders;  others,  the  economy. 
LOOMING  THREAT.  Worse,  Kodak  has 
been  losing  market  share  to  cheai)er  [jri- 
vate-label  films,  and  archrival  Fuji  Photo 
Film  USA  Inc.  is  making  inroads  among 
more  affluent  customers.  Profits  at  Ko- 
dak's imaging  division,  which  contrib- 
utes more  than  half  its  earnings,  have 
been  disappointing  (chart).  In  the  short 
run,  Photo  CD  probably  won't  give  Ko- 
dak the  boost  it  needs.  Analysts  predict 
it  will  take  years  for  consumers  to  warm 
up  to  the  technology.  And  while  Photo 
CD  has  plenty  of  commercial  applica- 
tions, there  are  several  competing  tech- 
nologies that  could  limit  its  growth. 

Looming  on  the  horizon  is  an  even 
bigger  threat:  electronic  photography. 


Computerized  cameras,  such  as  the  $900 
Mavica  from  Sony  Corp.,  already  can 
capture  images  in  digital  form.  So  far, 
the  fuzzy  pictures  they  produce  aren't  a 
match  for  conventional  photos.  But  elec- 
tronic cameras  could  eventually  close 
the  quality  and  cost  gap,  admits  Kodak. 
That  would  devastate  the  market  for 
film,  |japer,  and  photo-processing  chemi- 
cals— the  heart  of  the  company. 

To  some  on  Wall  Street,  it's  a  picture 
worth  a  thousand  weary  words — or  at 


so  it  might  later  be  manipulated,  s 
and  transmitted  with  relative 
"We've  changed  the  rules  of  the  ga 
says  Stephen  S.  Stepnes,  general  m 
er  of  the  Photo  CD  project. 
EASIER  TIME.  But  will  anybody  buji 
The  price  of  the  Photo  CD  player 
can  also  play  audio  CDs — is  just  th|: 
ginning.  A  photographer  must  ta 
roll  of  film  for  ordinary  developing 
pay  an  additional  $20  or  more  td 
those  pictures  scanned  onto  a  Koda 
"To  me,  it's  simply  a  fancy  way  of 
ing  at  slides,"  says  Paul  D'Andrea, 
ident  of  Mystic  Color  Lab  Inc.,  a 
order  photo  finisher.  D'Andrea  says 
wait  before  ordering  one  of  the  $10 
Photo  CD  workstations  Kodak  is  s<i 
to  labs.  Analysts  estimate  fewer  th 
labs  will  buy  the  machine  this  year 
Kodak  may  have  an  easier  time 
commercial  applications.  Photo 


least  two:  mature  industry.  "This  is  not 
a  high-growth  i)usiness  and  never  will  be 
again,"  says  B.  Ale.x  Henderson  at  Pru- 
dential Securities  Inc.  To  fight  slow 
growth,  the  company  has  upped  its  huge 
advertising  and  promotional  budget  by 
more  than  80'a  since  1990.  "This  indus- 
try net'ds  to  be  reignited,"  says  Kodak's 
Palermo.  "That  takes  investment."  One 
sign  the  strategy  is  working:  Kodak's 
imaging  sales  for  the  second  quarter, 
reported  July  28,  were  up  8'X. 

Photo  CD  is  Kodak's  weapon  against 
all-electronic  photography.  It's  a  hybrid 
system,  allowing  photographers  to  cap- 
ture images  on  ordinary  film.  Then,  a 
{)hoto  finisher  could  "digitize"  the  image 


which  hold  more  than  100  images  t 
can  be  used  in  a  standard  CD-ROM 
drive  attached  to  a  personal  comp 
making  it  cheap  and  easy  to  use  < 
images  in  everything  from  hospital 
ords  to  desktop  publishing.  "We 
very  interested  in  this,"  says  D 
Greenstein,  director  of  the  Bettmanr 
chive,  a  New  York  City  photo  libr 
with  more  than  16  million  images. 

Next  year,  Kodak  will  spend  a  qut|( 
of  its  ad  budget  on  Photo  CD  alone, 
if  that  doesn't  give  sluggish  film  sa 
much-needed  boost,  Kodak  may  be 
wondering  if  a  fancy  slide  project( 
really  the  wave  of  the  future. 
By  Mark  Maremont  In  Rochester, 
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There  are  quite  a  few  reasons  for  But  if  that's  not  enough,  from  now 
buying  an  International  medium  or  until  September  30,  there's  one  more, 
heavy  t^'^'J^k.^^^^^HP^^^^^^^^^^H  Just  come  in  and  make 
Reliability.^^^^^^TTlT^^^^^^^R  your  best  deal.  Then,  we'll  give 
Durability.  ^^^^^^^Ui^^^j^^^^Hr  you  a  credit  worth  $1,000  ona 
And  most  ^^^^^^^^^m^^^^^^^K  medium  truck  or  $2,000  on  a 
importantly,  vVHIiillH  truck.  Good  for  free 

our  commitment  to  building  you  a  parts  and  service.  Plus  the  credit's  good 
truck  uniquely  suited  to  your  business,     on  any  truck  you  own.  Old  or  new. 


One  more  thing.  Be  sure  to  buy  and 
take  delivery  from  dealer  stock  between 
July  1  and  September  30. 

Call  1-800-44-TRUCK,  or  see  your 
nearest  International  dealer  for  details. 
And  take  part  in  Big  Bonus  Days  while 
they  last. 

4V  INTERNATIONAl 


BIG  BONUS  BAYS 


STRATEGIES! 


ROYAL  IS  HAVING 
A  DEVIL  OF  A  TIME 


Earnings  are  way  off.  Wall  Street 
is  disillusioned.  Investors  are  livid 


R 


^ed-hot  growth  in  sales  and  earn- 
ings has  been  as  much  a  trade- 
.niark  of  Royal  Appliance  Manu- 
facturing Co.  as  the  crimson-colored  Dirt 
Devil  Hand- Vac  that  thrust  the  company 
into  the  appliance  industry  spotlight. 
Royal's  net  income  grew  2257'  from  1989 
to  '  1990,  while  sales  shot  up  907.  No 
wonder  investors  snapped  up  $101  mil- 
lion worth  of  Royal's  stock  last  August, 
in  one  of  the  year's  most  successful  ini- 
tial public  offerings.  Six  months  later, 
the  stock,  which  was  offered  at  15^2,  hit 
its  high  of  31. 

But  the  Dirt  Devil  may  be  done  clean- 
ing up.  Royal's  second-quarter  earn- 
ings, released  on  July  23,  limped  in  787 
below  year-ago  levels.  Stunned,  Wall 
Street  quickly  pulled  the  plug  on  the 
Cleveland  company,  dumping  8  million 
shares  and  sending  the  price  plummet- 
ing to  8%.  What's  more,  at  least  five 
class  actions  were  filed  in  U.  S.  District 
Court  in  Cleveland  by  Royal  sharehold- 
ers. Irate  investors  charge  that  Royal 
CEO  John  A.  Balch  had  glossed  over  the 
company's  pending  results. 
NO  CREDIBILITY.  Wall  Street  won't  be 
warming  up  to  the  stock  anytime  soon. 
Sales  for  the  first  half  of  1992  grew  467, 
yet  that  rate  was  well  below  analysts' 
projections.  "They've  lost  all  credibility," 
gripes  analyst  Lisa  A.  Broadbridge.  Her 
firm,  Smith  Barney,  Harris  Upham  & 
Co.,  underwrote  Royal's  IPO.  Now,  she's 
advising  investors  to  unload  the  stock. 

Ironically,  many  of  Royal's  troubles 
can  be  traced  to  the  very  strategy  that 
turned  the  company  into  a  marketing 
success:  megaspending  on  national  ad- 
vertising. From  the  time  he  acquired  the 
company  in  a  1981  leveraged  buyout, 
Balch  has  spent  heavily  to  make  Dirt 
Devil  a  brand  name  sought  after  by  con- 
sumers. Thanks  to  TV  and  print  ads  star- 
ring Balch,  the  Dirt  Devil  has  kept  grab- 
bing sales  in  the  portable-vacuum 
market,  leaving  Black  &  Decker  Corp.'s 
DustBuster  scrambling. 

With  retail  heavyweights  Wal-Mart 
Stores  Inc.  and  Kmart  Corp.  carrying  his 
products,  Balch  aimed  to  boost  sales  by 
expanding  the  Dirt  Devil  line.  In  Au- 
gust, 1990,  Royal  rolled  out  the  first  of 
its  uprights  for  $139  each.  Even  critics 
commend  Balch  for  carving  a  profitable 
niche  in  the  upright  market  and  broaden- 


ing Royal's  product  line.  Hoover  Co., 
with  its  377  share,  still  dominates  the 
industry.  But  sales  of  Dirt  Devil  Up- 
rights swelled  to  $13  million  in  the  sec- 
ond quarter,  pushing  Royal's  share  to 
77  ,  compared  with  27  in  1990. 

In  March,  Balch  introduced 
a  second  upright  for 
$99.   But  the  lower- 
priced  machine  can- 
nibalized sales  of  the 
higher-margin  mod- 
el.  "I  don't  under- 
stand it,  and  neither 
did  a  lot  of  retail- 
ers," says  a  competi- 
tor. Still,  Balch  plans 
to  roll  out  a  $59  up- 
right this  year. 

The  expansion  watered  down  Royal's 
margins  just  as  the  company's  upward 
sales  momentum  lost  steam  in  the  sec- 
ond quarter.  Gross  margins  fell  to  347 
of  sales,  compared  with  407  a  year  earli- 
er. Another  earnings  drag:  The  company 
has  opened  two  new  assembly  shops  this 


DIRT 

ADVERTISING  IS 
VACUUMING  UP 
MEGABUCKS 


ENTREPRENEURS  I 


ERIC  MILLER  IS 
NO  SODA  JERK 


How  he  scotched  Klan  rumors  and 
turned  Brooklyn  Bottling  around 


Sometimes  the  business  world 
throws  a  curve  so  surprising,  you 
never  saw  it  coming.  'That's  what 
ha})pened  to  Eric  Miller,  owner  of  Brook- 
lyn Bottling  Corp.  Last  year.  Miller  be- 
gan selling  Tropical  Fantasy,  a  line  of 
low-priced  sodas,  in  New  York's  ethnic 
neighborhoods.  Sales  of  the  fruit-fla- 
vored sodas  reached  $2  million  a  month. 
Then  someone  started  a  rumor  that  the 
soda  was  made  by  the  Ku  Klux  Klan  to 
sterilize  black  m.en.  Miller  watched  in 
horror  as  sales  plummeted  707 . 

Yet  thanks  to  Miller's  quick  reactions 
and  shrewd  strategy.  Tropical  Fantasy 
is  rebounding.  Today,  Miller  distributes 
beyond  New  York,  sales  of  his  "gour- 
met" sodas  are  up,  and  he  has  big  plans 
for  a  slew  of  ethnic  sodas.  Says  Miller: 
"We  wound  up  winning  that  battle." 

How  did  he  do  it?  Miller  sent  his  em- 
ployees to  black  neighborhoods  armed 
with  "truth  flyers"  to  dispel  the  rumor. 
Next,  he  got  the  New  York  City  Health 
Dept.  to  declare  the  soda  safe.  Says 
New  York  City  Councilwoman  Priscilla 
Wooten:  "This  was  just  a  move  to  dis- 
credit a  rising  business."  Miller  even 
persuaded  New  York  City  Mayor  David 
Dinkins  to  drink  the  soda  in  public. 


year.  To  support  the  new  models,  B 
spent  a  full  $31.6  million  in  adverti 
during  the  first  half  of  1992,  up  f 
$15  million  during  the  same  period 
year.  "It  looks  like  the  company  trie 
spend  their  way  out  of  weak  sales, 
it  didn't  work,"  says  Broadbridge.  "1 
misled  the  Street." 

Balch  declined  an  interview, 
ing  only  that  he  tried  to  be 
honest  as  possible"  with  in 
rs  about  current  earni 
The  poor  performs 
may    force  Balch 
abandon  his  agg 
sive    ad  spen( 
plans. 

T   believe  they 
cut  back  in  advertising, 
when  they  do,  their  sales  will  fall," 
diets  Jeffrey  M.  Bye,  director  of  cl 
ing-products  marketing  at  Blacl 
Decker  Inc.  If  that  happens,  Balch 
be  left  with  a  mess  that  even  the 
Devil  can't  handle. 

By  Maria  Malion/  in  Pittsbi 


MILLER  TARGETS  ETHNIC  MARKETS:  "WE  Ti 
UP  THE  SPACES  THAT  THE  BIG  GUYS  LEFT  0 


Miller,  34,  never  did  find  out 
started  the  rumor.  Some  pointed  fin, 
at  soda  giants  Coca-Cola  Co.  and 
siCo,  but  they  both  deny  any  respon; 
ity.  Thanks  to   the  countercampj 
Tropical  Fantasy  brought  in  $3  mi 
this  June,  up  from  $600,000  when 
mors  were  rife.  Tropical  Fantasy  is  i 
selling  in  California  and  the  Midwet 
FAMILY  TRADITION.  Miller's  $41  mi 
outfit  also  makes  Best  Health,  a  lin 
natural  sodas,  iced  teas,  and  juices. 
Health  stems  from  a  family  tradi 
Miller's  grandfather  sold  the  bram 
seltzer  years  ago.  Miller  took  over 
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Your  future 
is  built  in. 


Nearly  seventy  percent  of  the  PCs  now 
in  use  are  useless  in  today's  rapidly  evolving 
software  and  networking  environments.  And 
nowhere  is  there  any  indication  that  the 
evolution  is  oven 

So  somewhere,  someone  had  to  mal\c 
growth  and  change  part  of  a  grand  design. 
Someone  had  to  make  the  future  a  part  of  your 
next  PC. 

That's  the  kind  of  thinking  that  won 
BEST  OF  COMDEX  for  our  new  Z-NOTE™  with 
built-in  networking,  the  first  upgradeable-to- 
color  display  and  optional  READYDESK™ 
Port  Replicator 

That's  the  thinking  behind  the  invest- 
ment protection,  integrated  connectivity,  ease 
of  use  and  design  6i  ergonomics  of  our  entire 
Zseries  of  notebook  and  desktop  PCs  and 
network  servers. 

Call  1-800-472-3699  ext.  106  to  see 
what  our  way  of  thinking  is  all  about. 

It's  called  Thinking  Ahead. 


business  in  1988,  added  new  flavors,  and 
dubbed  the  seltzers  "gourmet  sodas." 

Miller  expects  Best  Health  sales  to  hit 
$20  million  this  year.  "Sales  have  in- 
creased 1,0007'  since  we  started  distrib- 
uting the  soda  two  years  ago,"  says 
Mike  Spalluto  of  Gourmet  Beverage  Dis- 
tributors, a  New  Jersey-based  indepen- 
dent. But  Carl  Oilman,  vice-president  for 
sales  and  marketing  at  Snapple  Natural 


Beverage  Co.  in  Valley  Stream,  N.  Y., 
dismisses  Best  Health  as  a  copycat: 
"They're  very  similar  to  us." 

As  a  licensee  for  Desnoes  &  Geddes, 
Jamaica's  top  soda  company,  Miller  is 
targeting  immigrants  such  as  Madge 
Warren,  who  moved  to  Queens,  N.  Y., 
from  Jamaica.  "Its  fruity  taste  reminds 
me  of  home,"  she  says.  And  he's  bot- 
tling the  Postobon  label  for  Colombians 


who  pine  for  Manzana,  an  apple-flavor 
drink.  "Latin  Americans  recognize  it  i 
mediately,"  says  Ruy  Lopez,  a  Ni 
York  and  Connecticut  distributor. 

It  all  adds  up  to  a  nimble,  avoid-tl 
giants  strategy.  Says  Miller:  "We  ta 
up  the  spaces  that  the  big  guys  li 
out."  After  last  summer's  beanir 
Miller  can  be  glad  he's  still  in  the  gan 
By  Nicole  Harris  in  New  Yt 


INDUSTRIES! 


BUGS,  WEEDS, 
AND  FINE  WINE 


Noncheinical  farming  comes  to 
California's  vineyards 


The  image  adorns  countless  post- 
cards, wine  labels — even  fine  art: 
graceful  vines  heavy  with  grapes 
rising  up  out  of  clean  plots  of  soil  dot- 
ting California's  wine  country.  But  these 
days,  some  of  those  vineyards  are  look- 
ing a  little  shabby.  Between  the  rows, 
the  earth  is  overgrown  with  tangled 
plants  and  grasses. 

Are  recession-stung  growers  cutting 
back  on  maintenance?  Just  the  opposite. 
The  presence  of  nongrape  "cover  crops" 
in  the  vineyards  is  the  most  visible  sign 
of  a  phenomenon  sweeping  the  wine 
business:  Growers  are  turning  to  organ- 
ic farming  methods  to  limit  and  ultimate- 
ly eliminate  their  use  of  pesticides,  herbi- 
cides, and  other  chemicals. 
SPRAY  BAN.  Why  are  winemakers  going 
organic'.'  Partly,  they're  concerned  about 
the  environment.  But  they're  also  being 
pushed  hard.  Every  year,  it  seems,  an- 
other chemical  spray  is  banned.  And  in 
July,  a  federal  Court  of  Appeals  in  San 
Francisco  ordered  the  Environmental 
Protection  Agency  to  remove  from  the 
market  any  potentially  cancer-causing 
pesticides  that  leave  residues  in  foods. 

Having  read  the  grape  leaves,  some  of 
California's  biggest  wineries,  including 
P^etzer  Vineyards,  Buena  Vista, 
Callaway,  Sutter  Home  Winery,  and 
even  giant  E  &  J  Gallo  Winery,  are  em- 
bracing so-called  sustainable  farm- 
ing techniques.  Once  the  domain 
of  small  wineries,  organically 
farmed  wine  will  see  its  first  high- 
profile  rollout  in  September,  when 
Fetzer  launches  organic  versions 
of  its  red  and  white  Calpella  wines 
for  under  $10  retail.  "'They  could 
bring  organic  wines  into  the  main- 
stream," predicts  Ronn  Wiegand, 
a  Napa  Valley  wine  expert. 

Established  winemakers  see  a 
big  advantage  to  organic  farming: 


FETZER'S  DOLAN:  ORGANIC  FARMING  IS  GOOD  FOR  BOTH  THE  LAND  AND  WINE  QUALITY 


higher-cjuality  yields.  Fetzer  President 
Paul  Dolan  says  that  years  of  dousing  a 
single  crop  with  chemicals  has  depleted 
the  soil  of  nutrients.  Organic  farming, 
he  predicts,  will  help  restore  the  soil, 
leading  to  more  good  grapes  per  acre. 

The  key  to  organic  growing  is  "bio- 
diversity," which  allows  natural  systems 
to  keep  the  ecology  in  balance.  This  of- 
ten requires  planting  cover  crops,  such 
as  grasses,  mustard,  and  peas.  These 
crops  add  nutrients,  choke  out  weeds, 
and  offer  a  cozy  home  to  ladybugs  and 
other  predators  of  destructive  insects. 
LOUSED  UP.  The  drawback  is  that  such 
techniques  are  far  more  labor-intensive 
than  blasting  through  with  a  sprayer. 
As  a  result,  estimates  Lee  Hudson  of 
Hudson  Vineyards  in  Napa,  it  costs  $150 
to  $200  an  acre  annually  to  manage  a 
grape  crop  using  sustainable  practices, 
vs.  only  about  $65  with  chemicals.  That 
helps  explain  why  most  organic  wines 
now  cost  ;W'   more  than  comparable 
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nonorganics.  That's  daunting  to  growr 
already  battling  a  deadly  infestation il 
the  phylloxera  louse. 

Ironically,  some  producers  who  1 
switching  don't  plan  to  advertise  i 
change.  Giant  Gallo  is  shifting  to 
tainable  growing  on  most  of  the  rouj 
8,000  acres  it  owns.  But,  says  spo- 
man  Dan  Solomon,  "we  have  no  plan : 
put  this  on  the  label."  Many  winet 
worry  that  they  will  be  suject  to  no 
regulation  if  they  label  their  winesp 
ganic.  And  they  could  be  prevented  f 
using  chemicals  during  a  sudden  in 
infestation  or  other  emergency. 

The  other  big  question:  Will  organ 
ly  grown  wines  make  a  hit  with  consf 
ers?  Retailers  and  restaurateurs 
there  isn't  much  demand  now.  Most 
sumers  associate  organic  wines  with 
vious  vintages  that  didn't  add  pres( 
tives  and  tended  to  spoil  easily.  F( 
says  it  will  use  some  preservatives 
organic  wines  to  avoid  such  probl 
Alec  Brough,  director  of  wine  e 
vices  at  Manhattan's  Window 
The  World  restaurant,  bel 
consumers  will  be  reassure^ 
more  respected  vineyards  sh 
organic  farming.  "Fetzer 
make  sure  the  wine's  [consis 
from  year  to  year."  As  pre; 
builds  to  limit  the  use  of  cl 
cals,  organic  farming  will  alsc 
other  wineries. 

Bi/  Joan  O'C.  Hamilton  in 
Vailcy,  Calif. 


DATA:  UUFORNIA  CESTIFIED  ORGANIC  FARMERS 
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ecurity  Defined. 


Defined  Funds  are  unit  investment  trusts  that  can  kelp  define  security. 
Especially  ij your  definition  includes  money  and  the  time  to  enjoy  it.  These  are 

diversified  portfolios  oj  stocks  or  honds.  You  know  wkat  you  re  investing  in 
hejore  you  huy.  And  you  can  get  started  jor  ahout  '^1,000.  Ask  your  financial 
professional  for  more  information.  Call  1-800-^22-^001,  ext.  558. 


  Merrill  Lynch   

Shearson  Lehman  Brothers  •  Prudential  Securities  •  Dean  Witter  •  PaineWebber 

I  jree  prospectus  containing  more  complete  information  on  any  Defined  Fund,  including  all  charges  and  expenses,  is  available.  Read  the  prospectus  carefully  before  investing. 
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CASH  lOR 
ART'S  SAKE 

Business  giving  to  the  arts 
will  fall  nearly  2%  in  1992, 
according  to  the  Business 
Connmittee  for  the  Arts.  Here's 
what  419  arts-organization 
directors  cite  as  some  big 
challenges  in  soliciting  corpo- 
rate donations.  Respondents, 
who  could  give  more  than 
one  answer,  say  business: 

Does  not  understand  the 

benefits  of  arts  sponsorship  62°'^° 

Is  interested  only  in  projects 
that  will  draw  big  crowds  55 

Wants  a  large  return 

for  a  small  contribution  54 

Wants  quantifiable  results 

that  aren't  always  available  27 

Wants  more  lead  time  than 
the  organization  can  provide  26 

DATA;  BUSINESS  COMMinEf  FOR  THE  ARTS 


THE  SKIES  ARE  ABUZZ, 
AGAIN 


►  There's  never  a  dull  mo- 
ment in  the  airline  business. 
Despite  the  airlines'  best  ef- 
forts to  nudge  prices  up,  slug- 
gish demand  for  the  fall  sea- 
son has  triggered  another 
fare  war.  Trying  to  avoid 
even  steeper  cuts.  Delta  Air 
Lines  was  set  to  announce  on 
July  30  that  it  will  slash  ad- 
vance-purchase fares  by  307' 
until  Dec.  14. 

And  dealmania  is  again 
sweeping  the  industry.  With 
the  ink  hardly  dry  on  British 
Airways'  proposal  to  invest 
$750  million  for  a  447"  stake  in 
LiSAir,  rumors  are  flying  that 
BA  and  liSAir  will  soon  offer 
up  to  $500  million  for  Trans 
World  Airlines,  which  is  oper- 
ating under  Chapter  11  |jro- 
tection.  That  could  spark  a 
bidding  war  in  bankruptcy 
court.  And  industry  insiders 
are  buzzing  about  the  possi- 
bility that  Air  Canada,  with 
financial  backing  from  the 
Fort  Worth-based  Bass  Broth- 


ers, will  try  to  acquire  Conti- 
nental Airlines.  Houston  en- 
trepreneur Charles  Hurwitz 
has  already  offered  $350  mil- 
lion for  the  ailing  carrier,  but 
only  $25  million  of  the  pur- 
chase price  is  equity. 

Air  Canada  also  entered 
merger  talks  with  the  coun- 
try's other  major  carrier,  Ca- 
nadian Airlines  International, 
after  American  Airlines 
dropped  plans  to  buy  a  stake 
in  that  airline.  But  many  be- 
lieve an  all-Canada  combina- 
tion would  do  little  to 
strengthen  the  carriers  for  in- 
creasingly crucial  internation- 
al competition,  and  Canadian's 
stock  fell  sharply  on  concern 
over  its  finances. 


DISPLACED  WORKERS 
WIN  A  BIG  ONE 


►  As  many  as  1,500  workers 
who  lost  their  jobs  when 
American  Home  Products 
shuttered  a  plant  in  Indiana 
will  share  a  $24  million  settle- 
ment reached  on  July  29  be- 
tween AHP  and  the  Oil,  Chemi- 
cal &  Atomic  Workers 
International  Union  (OCAW). 
The  union  filed  suit  for  $1.1 
billion,  claiming  that  AHP  im- 
properly won  tax  benefits  for 
moving  work  to  Puerto  Rico. 

The  settlement,  which 
awaits  final  approval,  sets 
aside  as  much  as  $10.5  million 
for  workers  and  former  work- 
ers in  Elkhart,  Ind.,  and  three 
other  downsized  plants.  The 
rest  will  cover  fees  and  ex- 


AND  NO  STICKBALL  OUT  HERE,  EITHER! 


It's  getting  to  be  a  regular  thing 
outside  Boston's  Fenway  Park, 
home  of  the  Red  Sox.  You  try  to 
make  a  buck,  you  get  nailed  by 
the  police.  In  1989,  city  officials 
tried  to  kick  sausage  vendors 
off  the  streets  in  front  of  Fen- 
way, citing  complaints  from 
nearby  businesses.  Now,  the 
city's  target  is  Michael  Rutstein, 
who  hawks  an  alternative  game 
program  outside  Fenway  for  $1, 

half  the  price  of  official  programs.  "Their  scorecard  i; 
small,  and  it's  too  hard  to  write  on,'   Rutstein  says 
competition.  He  sold  only  20,000  of  his  programs  in  198£} 
first  year,  but  by  this  year's  All-Star  break  he'd  sold  70,00(i 
wonder  the  city,  following  a  complaint  by  the  BoSox,  cha 
him  with  the  crime  of  operating  without  a  license. 

Rutstein  is  ready  to  fight  back.  He  says  he  can't  affoiji 
attorney,  but  a  local  lawyer  will  defend  him  pro  bono. 
philanthropic  barrister:  his  mother,  Susan. 


penses,  including  up  to  $2  mil- 
lion for  the  OCAW  and  up  to  $8 
million  for  lawyers,  led  by 
Philadelphia  attorney  Allan 
Kanner. 


NAVISTAR  WANTS  TO 
RETIRE  HEALTH  COSTS 


►  Heavy-duty  truck  manufac- 
turer Navistar,  claiming  its 
long-term  survival  is  at  stake, 
asked  a  federal  court  on  July 
28  for  permission  to  cut 
health  care  benefits  for  63,000 
retirees  and  dependents.  The 
company,  which  has  three  re- 
tirees for  every  active  worker, 
last  year  paid  $126  million  for 
retiree  health  care.  Navistar 


says  its  retiree  health  ber 
currently  put  it  at  a  $20C  i 
lion  cost  disadvantage 
rivals.  The  new  plan, 
forces  former  employee 
pay  for  part  of  their 
would  slash  costs  by  71'' 
$90  million. 

But  the  plan  may  noit 
over  smoothly.  Navistar'jj 
tirees  are  covered  byr' 
United  Auto  Workers  ano 
er  unions,  which  are  likei  i 
oppose  efforts  to  trarp 
costs  to  their  members. 


MINE  WORKERS 
SAVED  BY  THE  BILL 


►  After  months  of  po 
maneuvering  and  arm- 
ing, Senator  Jay  Rockell 
(D-W.  Va.)  finally  persi  li 
his  fellow  lawmakers  tcfi 
cue  the  nearly  depleted 
ed  Mine  Workers  of  An: 
retirement  funds.  Unveil 
July  29,  Rockefeller's 
safeguards  current  anc 
ture  health  benefits  fo 
nation's  118,000  retired 
miners  and  their  depenc  i 
It's  expected  to  cleai 
House  and  Senate  easily  S 
new  accord  will  force  c( 
nies  to  cover  retirees  the 
stopped  insuring.  Annu 
terest  of  $70  million  fror 
eral  trust  funds  will  hel 
retiree  medical  bills. 
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rHE  FIRST  SALVOS  OF  A  TRADE  WAR 
-BETWEEN  BUSH  AND  THE  DEMS 


I  ■  p  till  now,  trade  policy  has  not  figured  prominently  in 
IH  the  increasingly  heated  duel  between  President  Bush 
and  Democratic  challenger  Bill  Clinton.  But  that's  chang- 
g  fast.  SpuiTed  by  a  widening  trade  imbalance  with  Japan  and 
•owing  voter  anxiety  over  job  security,  the  Democrats  have 
)ened  a  coordinated  assault  on  the  Bush  Administration's 
anagement  of  international  trade.  Tlie  upshot:  further  delay  in 
)proval  of  a  new  U.  S.-Mexico  fi'ee-trade  agrcciucnt,  and  pres- 
ire  for  a  harsher  U.  S.  trade  stance  to- 
ard  Japan  next  year. 
The  tough  new  line  was  signaled  on  July 
',  when  House  Majority  Leader*  Richai"d  A. 
ephardt  (D-Mo.)  said  it  would  be  "unthink- 
)le"  to  approve  any  U.  S.-Mexico  pact  with- 
it  guaranteed  controls  on  cross-bordei- 
)llution,  assurances  that  Mexican  work 
•s  weren't  being  exploited,  and  provisions 
r  retraining  U.  3.  workers  displaced  l)y 
impetition  from  Mexico.  A  year  ago,  Con- 
•ess  gave  the  White  House  blanket  au- 
ority  to  negotiate  a  fi-ee-trade  accord  with 
exico  and  Canada,  promising  a  simple  up 
■  down  vote— no  amendments  allowed. 
■COND  THOUGHTS.  But  On  the  same  day 
ephardt  fired  his  shot,  a  barnstorming 
inton  got  off  one  of  his  own:  He'll  support 
1  agreement  with  Mexico  only  if  "it  pro- 
des  adequate  protection  for  workers, 
rmers,  and  the  environment  on  both  sides  of  the  border." 
iie  Bush  Administration  has  accelerated  the  pace  of  trade 
Iks  with  the  government  of  Mexican  Pi'esident  Carlos  Salinas 
>  Gortari  in  hopes  of  wrapping  up  a  deal  quickly.  The  aim:  to 
umpet  the  completion  of  a  vote-getting  U.  S.-Mexico  trade  ac- 
)rd  in  California  and  Texas  in  time  to  make  a  difference  in 
le  Nov.  3  election. 

But  former  Administration  trade  allies,  including  Senate  tra- 
3  subcommittee  Chairman  Max  S.  Baucus  (D-Mont.),  are 
loling  on  the  idea.  Baucus  says  he  has  "serious  qualms  about 


BENTSEN:  A  BILL  AIMED  AT  JAPAN 


the  apparent  rush,"  adding  that  the  haste  may  be  "dictat- 
ed ..  .  by  American  electoral  politics."  Democratic  second 
thoughts  on  the  free-trade  talks  will  complicate  the  job  of  U.  S. 
Tr"ade  Representative  Carla  A.  Hills.  "It  df)esn't  help  to  have 
negotiations  in  a  political  year  or  in  a  flown  economic  cli- 
mate," she  concedes. 

The  Wliite  House  is  also  under  gi-owing  pi^essure  on  another 
front:  late-starting  Democi-atic  attempts  to  enact  new  legisla- 
tion to  stiffen  sanctions  against  unfair  trade 
jiractices.  To  show  that  Democrats  can  out- 
muscle  Bush  on  trade.  Senate  Finance  Com- 
mittee Chairman  Lloyd  Bentsen  (D-Tex.) 
has  agreed  to  move  a  major  trade  bill  onto 
the  floor.  Its  provisions— aimed  mainly  at 
Japan— would  force  Hills  to  identify  nations 
that  discriminate  against  U.  S.  exports  and 
take  actions  to  help  pry  open  their  markets. 
"Maybe  it's  time  we  put  a  little  more 
weight  into  Aml)assador  Hills's  crowliar," 
jibed  Bentsen  at  a  hearing  on  the  bill. 

Because  it  focuses  on  opening  foreign 
markets  rather  than  protecting  domestic 
ones,  Bentsen's  bill  is  considerably  more 
moderate  than  a  punitive  measure  passed 
by  the  House.  And  because  it  is  far  more 
subtle  than  the  hammer-and-tongs  House 
approach,  the  Bentsen  bill  will  be  harder  for 
Bush  to  veto.  It  will  soon  be  taken  up  by 
the  full  Senate,  where  Democrats  are  eager  to  pillory  Bush's 
trade  record.  Senate  Majority  Leader  George  J.  Mitchell  (D- 
Me.)  recently  said  Bentsen's  bill  is  a  top  Democratic  priority. 

A  year  ago.  President  Bush's  handling  of  foreign  affairs  was 
the  one  thing  GOP  campaign  strategists  thought  he  wouldn't 
have  to  worry  about  in  the  reelection  campaign.  But  with  their 
orchestrated  blitz,  Bill  Clinton  and  his  allies  on  Capitol  Hill 
hope  to  turn  Bush's  trade  policies  into  one  more  stuml:)ling 
block  in  his  bid  to  remain  in  the  White  House. 

/?//  Paul  Mag)iu>;so)i 
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Six  former  Soviet  republics,  including 
Russia  and  Ukraine,  probably 
-hought  they  were  doing  Washington 
i  favor  by  selling  it  uranium  at  a  steep 
iiscount.  But  U.  S.  uranium  miners,  pro- 
•essors,  and  their  unions  didn't  think 
;o.  Their  dumping  complaint  forced  the 
Commerce  Dept.  to  require  the  six  to 
Mst  bonds  of  116%  of  the  sales  price  of 
-he  reactor  fuel,  pending  a  final  ruling, 
rhe  former  republics  have  said  they 
vant  to  clear  the  matter  up  by  negoti- 
iting  a  price  increase  with  the  Com- 
nerce  Dept.  before  the  final  ruling  is  is- 
sued in  mid-October.  But  it  won't  be 
3asy.  "They  don't  have  a  vei'y  good  un- 


derstanding of  our  legal  processes  yet,' 
notes  a  Commerce  official. 

POLITICS 


B! 


Ul  Clinton  isn't  the  only  Democrat 
'with  a  hefty  lead  in  the  polls.  Sur- 
veys suggest  the  Democrats  may  be 
able  to  widen  their  57-to-43  edge  in 
the  Senate  by  as  many  as  six  seats.  In 
California,  Representative  Barbara  Box- 
er and  former  San  Francisco  Mayor 
Dianne  Feinstein  seem  headed  for  vic- 
tory. So  does  Carol  Moseley  Braun  in 
Illinois.  Meantime,  (iOP  incumbents  in 
New  York  and  Pennsylvania  trail  their 
challengers.  And  once-vulnerable  in- 
cumbents Terry  Sanford  (D-N.C.)  and 
Wyche  Fowler  Jr.  (D-Ga.)  seem  secure. 


ENVIRONMENT 


The  Bush  campaign  calls  Senator  Al 
Gore  (D-Tenn.)  "an  international  en- 
vironmental extremist."  But  the 
League  of  Conservation  Voters,  a  lib- 
eral environmental  group,  has  a  dif- 
ferent view:  According  to  the  league's 
rankings,  the  Democratic  Vice-Presi- 
dential nominee  slipped  from  a  1990 
score  of  95  out  of  100  down  to  just  73 
in  1991,  based  on  15  environmental 
votes  the  Senate  took  that  year.  In 
1991,  Gore  ranked  behind  26  other  sen- 
ators. Gore's  drop  residted  from  such 
moves  as  his  vote  against  a  mining  re- 
form bill  and  his  opposition  to  a  plan  to 
remove  unsightly  billboards. 


.HINGTON  OUTLOOK 


BUSINESSWEEK/AUGUST  10,  1992  33 


FECIAL  ADVERTISING  SECTION 


[1 


messaging:^ 


21st  Century  Electronic  Commerce 


INTEGRATED  MESSAGING 
NETWORKS  SPUR  TRADE 

here  will  your  business  be  in 
the  year  2001   One  certainty 
IS  that  by  the  21st  century, 
global  electronic  messaging  will  be 
a  vital  part  of  your  day-to-day  oper- 
ations. Already,  the  very  nature  of 
commerce  is  changing  as  a  wide 
range  of  industries  send  and  receive 
messages  electronically  over  net- 
works that  span  the  planet.  Like 
18th  century  explorers  searching  for 
faster  trade  routes,  today's  globally 
dispersed  businesses  are  pursuing 
more  efficient  ways  to  swap  voice, 
text,  and  image  in  the  form  of 
data.  And  they  are  find- 
ing   that    whether  it 
is    between  business 
branches,  customers,  or 
suppliers,  messaging 
provides  the  competitive 
advantage    that  they 
seek:  improved  customer 
service  and  satisfaction. 

Public  networks  offer- 
ing an  extensive  number 
ol  messaging  products 
now  play  a  primary  role 
in  sending  or  receiving 
vital  business  informa- 
tion. Millions  of  world- 
wide subscribers  to  these 
powerful  networks  share 
information  with  trad- 
ing partners,  bringing 
them  all  closer  together 
and,  in  the  process, 
redefining  modern 
transactions.  They  col- 
laborate around  the 
world  using  a  large  vari- 
et\'  1)1  !  ii  '  r'^i  >ni(  inrs 


ing  tools  -  decreasing  decision  times 
from  days  to  minutes,  from  hours 
to  seconds. 

SHDRTENING  THE  WORK  PROCESS 

essaging  is  not  only  a  new  tech- 
nology, but  a  new  work  process 
as  well.  Experts  say  that  despite 
the  doubling  of  investment  in  per- 
sonal productivity  tools  in  the  '80s, 
American  industry  saw  virtually  no 
increased  productivity.  Unbelievably, 
according  to  one  well  known  research 
firm,  Datapro,  it  still  takes  a 
hundredfold  the  time  to  process  the 
sales,  financial,  manufacturing,  and 
service  paperwork  that  it  actually 


takes  to  physically  build  a  piece  of 
machinery  or  even  to  decide  whetht 
to  approve  an  insurance  policy  -  all 
because  of  the  unconnected  work 
processes  associated  with  them. 

Public  messaging  networks  facil 
tate  the  unification  of  an  enterprise 
functional  islands,  eliminating  ' 
the  redundant  handling  of  data. 
This  reduces  the  potential  for  error 
and  integrates  a  variety  of  reliable 
electronic  media  into  critical  busi- 
ness processes.  Users  increase  the 
efficiency  of  their  operations  and  th 
level  of  their  customers'  satisfactioi 
resulting  in  significant  competiti\ 
advantages. 


STREAMLINING  TRAVEL 

SABRE  Travel  Information  Net- 
work is  a  successful  example  of 
electronic  commerce  at  work.  /. 
operating  division  of  American  Air 
lines  that  serves  travel  agencies  cov 
ering  14,000  locations  in  the  U.S. 
and  another  1 ,700  in  Canada, 
SABRE  expects  fax  use  by  their 
clients  to  triple  in  1992  from  the 
previous  year.  "Transferring  faxes 
over  an  integrated  messaging  net- 
work is  a  productivity  tool  for  our 
clients  to  use  with  their  customers 
says  Jan  Altemeier,  Managing  Direj 
tor  for  Product  Marketing.  "Our 
travel  agent  clients  stay  right  at  th 
workstations  while  sending  a  trave 
Itinerary,  for  example.  There  is  no 
need  to  stand  in  line  at  a  fax  machi  ;l 
or  redial  busy  numbers  -  the  agent 
)ust  press  a  button  and  go  about 
their  business.  There  is  no  waiting 
worry.  Safe  delivery  is  guaranteed  I 
immediate  confirmation." 

WHEN  DISASTER  STRIKES 

In  1991  alone  the  American  Red 
Cross  was  on  the  scene  of  more 
than  55,000  disasters,  including- 
earthquakes,  floods,  fires,  tornado: 
hurricanes,  and  chemical  spills.  In 
times  of  such  calamities,  the  Red 
Cross  has  been  there,  providing 
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ood,  shelter,  and  comfort.  Rapid, 
eliable  communication  is  essential 
n  keeping  the  public  informed  as  to 
vhere  they  can  seek  help  and  infor- 
nation  from  the  Red  Cross  concern- 
ng  the  safety  of  their  loved  ones 
lirectly  affected  by  the  disaster.  To 
lo  this,  the  Red  Cross  relies  heavily 
n  electronic  mail,  facsimile,  and 
whatever  else  it  takes  to  speed  their 
ervices  to  people  in  need. 

"When  catastrophe  strikes,  we 
lon't  want  to  worry  about  how  the 
nformation  is  going  to  get  through, 
inly  that  it  does,"  says  Don  Jones, 
jeneral  Manager  of  Red  Cross  Disas- 
er  Services.  "Our  chapters  need  to 
:now  the  location  and  scope  of  the 
lisaster.  Trained  volunteers  from 
cro,ss  the  country  must  be  mobilized 
long  with  emergency  response  vehi- 
les,  relief  supplies,  and  other 
esources  -  all  in  real  time.  It's  criti- 
al  to  victims  depending  on  us." 

XCHANGING  DOCUMENTS 

rhe  simple  transmittal  oi  mach- 
ine-readable data  between  the 
computers  of  trading  partners 
Hows  businesses  to 
ealize  substantial  cost 
avings.  For  DDMS,  a 
ystems  house  that  pro- 
'ides  EDI  software  to 
ocal  office  supply  deal- 
•rs,  transaction  auto- 
nation  is  one  of  the 
astest  -growing  appli- 
ations  of  electronic 
nessaging.  "It  is  a  win- 
vin  situation  because 
)oth  the  office  supply  dealers  and 
heir  customers  save  money,"  says 
Mil  Froeba,  DDMS  Vice  President 
)f  Marketing.  "Electronic  messaging 
Irops  the  $75  -$100  cost  for  our 
lients  to  collect  orders  from  their 
:ustomers  and  deliver  orders  to 
heir  suppliers  to  between  $5  and 
J 10  by  saving  on  extra  clerical  and 
laper  processing  expenses."  Even  for 
hose  suppliers  who  themselves  do 


not  yet  have  EDI,  the  public  mes- 
saging network  comes  to  the  rescue. 
The  dealer  can  send  an  EDI  message 
which  is  delivered  to  the  customer 
as  a  fax  message; 
by  doing  so,  the 
office  supply  dealer 
records  remain  in 
electronic  form  and 
the  message  arrives 
clearly  and  legibly. 
As  Bill  points  out, 
"Both  the  dealer 
and  the  customer 
send  and  receive 
vital  information 
about  their  busi- 
nesses, save  money, 
and  have  a  longer 
relationship." 

Douglas  Waugh,  European  Com- 
munications Manager  for  Black  & 
Decker,  also  claims  that  EDI 
strengthens  relationships  between 
his  company  and  its  suppliers  by 
making  it  easier  to  do  business.  In 
Europe  alone.  Black  &  Decker  is 
using  EDI  with  over  70  companies. 
And,  as  Douglas  says,  "The  use  of  an 
integrated  public  mes- 
saging network  gives 
us  the  benefit  of  send- 
ing a  single  purchase 
order  form  to  all  sup- 
pliers regardless  of  the 
supplier's  country  - 
even  if  our  form  differs 
considerably  from  that 
of  the  supplier.  We  also 
found  unexpected  ben- 
efits such  as  improve- 
ments in  procedures  and  information 
quality  and  accuracy." 

TRANSFERRING  FUNDS 

A telex  user,  National  Community 
Bank  of  New  Jersey,  relies  on 
the  global  connectivity  and 
security  of  telex  for  its  international 
transactions  of  letters  of  credit, 
money  transfers,  foreign  exchange, 
and  collection.  As  their  Vice  Presi- 


dent, John  Ahearn,  says,  "The  public 
messaging  network  helps  automate 
what  were  once  unconnected  work 
processes.  When  we  receive  transac- 
tion instructions 
from  a  customer, 
we  immediately 
initiate  the  trans- 
action, send  a  telex 
message  to  one  of 
our  correspondent 
banks,  and  fax  a 
copy  to  our  cus- 
tomer over  the 
messaging  net- 
work. The  cus- 
tomer IS  informed 
that  the  transac- 
tion is  completed, 
and  the  bank  is 
secure  in  knowing  that  a  telex  mes- 
sage is  accepted  around  the  world." 

AT&T  EASYLINK  SERVICES 

These  AT&T  EasyLink  Services 
customers  recognize  that  inter- 
enterprise  communications  now 
require  the  same  capabilities  afforded 
to  intra-enterprise  messaging  users. 
In  today's  environment,  their  compet- 
itive edge  depends  on  the  strengthen- 
ing of  relationships  not  only  within 
but  outside  of  the  company. 

AT&T  EasyLink  Services  provides 
electronic  messaging  to  and  from 
160+  countries  with  sales  and  sup- 
port people  in  more  than  two  dozen 
of  them.  Our  customers  rely  on 
AT&T  EasyLink  Services'  interna- 
tional presence  and  robust  array  of 
messaging  products  and  services, 
including  E-mail,  facsimile  services, 
telex,  EDI,  and  information  services, 
to  help  them  strengthen  critical 
business  relationships. 


AT&T 

EasyLink  Services 

1-800-242-6005  Dept.  6343 


JAPAN  I 


JAPAN'S  RISING 
ANXIETY 


Will  measures  to  right  the  economy  be  too  little,  too  late? 


On  the  island  of  Kyushu  in  south- 
ern Japan,  dozens  of  multi- 
jointed  robots  twirl,  bend,  and 
bow  as  they  turn  out  Pulsars  at  Nissan 
Motor  Co.'s  latest  high-tech  assembly 
line.  But  with  domestic  auto  sales  in  the 
pits,  the  robotic  ballet  is  proceeding  in 
slow  motion.  Opened  in  June,  the  plant 
is  producing  just  166  cars  a  day,  or  257'^ 
of  its  capacity.  Nissan  fears  it  may  take 
as  long  as  a  year  before  the 
plant  is  running  at  full  speed. 

It's  not  only  the  auto-build- 
ing robots  that  are  slowing  to 
a  crawl  this  summer.  The 
shock  wave  of  Tokyo's  31- 
month-long  stock  market  col- 
lapse is  spreading  to  the  real 
economy,  and  hundreds  of 
plants  are  suddenly  suffering 
the  same  fate.  As  inventories 
mount,  profits  skid,  and  con- 
sumer and  business  spending 
stalls,  bureaucrats  are  back- 


pedaling  on  assertions  that  the  economy 
would  rebound  by  fall  and  achieve  3.57' 
growth  for  the  fiscal  year  ending  in 
March.  "They  thought  they  could  man- 
age a  soft  landing,"  says  chief  economist 
Peter  Morgan  of  Merrill  Lynch  Japan. 
"That  doesn't  look  possible." 

Morgan  is  among  a  rising  number  of 
analysts  who  think  the  economy  will 
grow  only  1.17  this  year  (charts).  Faced 


JAPAN'S  INTEREST 
RATES  ARE  FALLING... 


...BUT  THE  ECONOMY'S 
STILL  STALLING 
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with  such  predictions,  policymakers  i; 
acknowledging  that  they  must  movii 
head  off  even  greater  damage.  On  . 
24,  Prime  Minister  Kiichi  Miyazawa 
nounced  his  government  would  lai 
some  $50  billion  in  public-works  sph 
ing  by  mid-September,  a  month  eait, 
than  planned.  And  Bank  of  Japan  Gcei 
nor  Yasushi  Mieno  cut  the  discount  i\ 
by  half  a  percentage  point,  to  3.257. 
mits  one  central  banker:  "We  didn't  sj 
ize  the  depth  of  the  pessimism." 
PUNY  GAINS.  According  to  many  en 
mists,  the  bureaucrats  still  don't.  ( ";t ) 
the  moves  overcautious,  the  critics  D| 
that   Miyazawa's   package  actul. 
amounts  to  $28  billion  in  new  fip 
with  the  remainder  coming  out  of  joj 
rowings  already  allocated  for  other* 
poses.  At  best,  estimates  Masaru  Ta{i 
of  Fuji  Bank  Ltd.'s  research  arm 
plan  will  add  just  0.87  to  econ|d 
growth  over  the  coming  year,  h 
enough  to  pull  Japan  out  of  its  si 
Many  executives  also  corh 
that  with  inflation  nc 
mere  27",  interest  ratesp 
too  high.  That's  why  ana 
think  the  Japanese  will 
be  forced  to  boost  p 
spending  and  slash  thet! 
count  rate  again. 

The  prospect  of  job 
may  spur  such  action, 
companies  are  already  ci 
back  on  part-time  work 
duce  costs.  With  semico  i: 
tor  makers'  capital  spe 
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ne  expected  to  fall  30%  this  year,  ana- 
ts  think  even  full-time  workers  may 
m  face  layoffs.  To  avoid  jeopardizing 
sacred  job  security  of  salaried  work- 
at  major  companies,  says  a  senior 
ance  Ministry  aide,  "we'll  take  any 
asures."  Many  high-ranking  business- 
n  want  such  measures  now.  Nissan 
iirman  Yutaka  Kume,  for  one,  is  call- 
for  an  income-tax  cut  to  spur  Con- 
ner spending.  "Revitalizing  the  Japa- 
;e  economy,"  agrees  Toyota  Motor 
•p.  President  Shoichiro  Toyoda,  "is  an 
;olute  necessity." 

IE  FUNK.  With  Japan's  annual  trade 
■plus  expected  to  mushroom  to  some 
;0  billion  this  year  and  next,  as  de- 
nd  for  imported  goods  languishes,  the 
sh  Administration  is  also  pressing 
/azawa  to  step  on  the  gas  to  remove 
ssure  from  the  world  economy.  But 
hconservative  Finance  bureaucrats 
itinue  to  prefer  a  measured  pace, 
nding  steadfastly  against  tax  cuts, 
th  unemployment  at  2.1%  and  employ- 
still  posting  more  jobs  than  there  are 
)licants,  policymakers  fear  too  much 
nulus  will  rekindle  the  inflation  and 
uncial  excesses  of  the  1980s, 
kill,  the  bureaucratic  mood  is 
inging.  A  few  days  before  the 
3St  economic  maneuvers,  Mieno 
1  for  the  first  time  voiced  con- 
ns over  the  financial  system's 
11-being.  He  also  acknowledged 
•t  the  economy  was  weaker  than  he 
i  expected.  Rattled  by  Germany's 
count-rate  hike  and  by  the  lowest 
janese  money-growth  rate  in  15 
irs,  the  Nikkei  stock  average  respond- 
to  Mieno's  expressions  of  anxiety  by 
nging  to  a  six-year  low  of  15,541. 
/azawa's  and  Mieno's  actions  have 
le  nothing  to  turn  stocks  around, 
th  machine-tool  orders  down  45%  in 
•2  and  big  electronics  makei's'  profits 
N  expected  to  fall  more  than  20%-  in 
'  current  fiscal  year,  traders  and  exec- 
ves  alike  are  in  a  blue  funk.  "The 
)anese  government's  economic  policy 
lot  very  good,"  complains  Japan  Fed- 
tion  of  Employers'  Associations  Pres- 
nt  Takeshi  Nagano.  "That's  having  a 
psychological  impact." 
vo  be  sure,  Japan  will  stay  highly 
npetitive  for  a  long  while.  Over  the 
;t  five  years,   manufacturers  have 
ired  nearly  $3  trillion  into  factories 
.t  are  the  envy  of  the  world.  To  pro- 
t  those  investments  now  that  the 
momy  is  stalling,  notes  senior  econo- 
;t  Kenneth  S.  Courtis  of  Deutsche 
nk  Capital  Markets  (Asia)  Ltd.,  "coni- 
lies  are  slimming  down  to  their  rock- 
•d  competitive  core."  But  in  so  doing, 
y  may  only  be  accelerating  the  coun- 
's  slide.  The  robots  of  Kyushu  may  be 
ving  to  an  even  slower  beat  before 
bureaucrats  finally  decide  to  act. 
By  Karen  Lowry  Miller  in  Tokyo 


FRANCE  I 


HOW  LONG  CAN  DASSAULT 
KEEP  FLYING  SOLO? 


France  wants  the  Mirage-builder  to  merge  with  Aerospatiale 


For  most  of  the  postwar  era,  Das- 
sault Aviation  has  been  the  proud 
emblem  of  French  defense  prow- 
ess. Its  Mirage  fighters  have  patrolled 
the  skies  from  Argentina  to  Iraq — and 
once  made  France  the  world's  third-big- 
gest arms  exporter.  But  arms  markets 
are  shrinking,  and  so  is  Dassault.  It 
hasn't  made  an  export  sale  in  six  years. 

Now,  the  French  government  is  mull- 
ing plans  to  keep  this  feisty,  family-run 
company  aloft — but  in  ways  that  may 
not  please  Dassault.  For  starters,  the 
government  is  likely  to  let  the  company 
sell  $10  billion  worth  of  Mirages  to  Tai- 
wan, a  customer  France  and  the  West 
have  avoided,  fearing  a  back- 


lash from  Beijing.  In  exchange,  observ- 
ers think  Paris  may  pressure  Dassault 
to  accept  a  longtime  government  goal: 
merger  with  Aerospatiale,  the  state- 
owned  builder  of  missiles,  helicopters, 
and  Airbus  airliners.  That  would  shore 
up  the  French  defense  industry  as  it 
passes  through  a  brutal  global  shakeout. 
EURO-FIGHTER.  Moreover,  the  govern- 
ment may  drag  go-it-alone  Dassault  into 
a  pan-European  project  to  replace  the 
"European  fighter  aircraft"  that  Britain, 
Germany,  Italy,  and  Spain  began  devel- 
oping in  1985.  Dassault  has  stubbornly 
refused  to  join,  preferring  to  concentrate 
on  developing  the  Mirage's  successor, 
th>  Rafale  fighter.  But  Germany,  believ- 


ing the  Euro-fighter  too  costly,  wants 
France  to  join  in  a  cheaper  project.  Wor- 
ried about  defense  costs,  France  might 
go  for  a  scaled-down  Euro-Rafale. 

All  this  could  keep  Dassault's  fac- 
tories humming.  But  it  would  be  a  very 
different  company  from  the  maverick 
outfit  that  founder  Marcel  Dassault  saw 
nationalized  twice  and  each  time  rebuilt 
from  scratch.  Since  Marcel's  1986  death, 
his  son,  Serge,  has  run  the  company 
with  equal  crustiness.  Merging  Dassault 
with  Aerospatiale  "makes  a  lot  of 
sense,"  says  Aerospatiale's  new  chair- 
man, Louis  Gallois.  The  drawback,  he 
says:  "Serge  Dassault  doesn't  want 
Ito." 

Dassault,  67,  may  have  little 
choice.  His  company  is  surviv- 
ing on  a  trickle  of  French  Air 
Force  orders  that  can't  carry  it 
until  Rafale  deliveries  start,  in 
1997  or  later.  It's  still  in  the 
black,  but  profits  fell  53%  last 
year,  to  $20  million  on  sales  of 
$2.8  billion,  and  analysts  expect 
red  ink  next  year. 

Some  observers  blame  Serge 
Dassault  for  the  company's 
fall.  Since  1986,  country  after 
country  has  picked  U.  S. 
fighters  over  the  Mirage.  A 
former  Dassault  executive 
claims  the  company  hasn't 
paid  enough  attention  to 
sales.  Serge  Dassault  de- 
clined to  be  interviewed. 
In  theory,  the  govern- 
ment already  controls  Dassault. 
It  owns  45%'  of  the  company's 
stock  plus  55%'  of  the  voting 
rights.  Still,  Serge  Dassault  has 
managed  to  guide  company  pol- 
icy. One  ace  up  his  sleeve  is  Pierre  Guil- 
lain  de  Benouville,  a  close  friend  of  Mit- 
terrand and  a  Dassault  director. 

But  the  June  appointment  of  Gallois 
to  head  Aerospatiale  is  a  bad  omen  for 
Serge  Dassault,  many  feel.  Gallois  suc- 
cessfully restructured  snecma,  the 
state-owned  aircraft-engine  builder.  He 
is  close  to  another  key  French  defense 
executive.  Chairman  Alain  Gomez  of 
Thomson.  Together,  they  may  try  to  re- 
structure the  French  defense  industry. 
Chances  are  that  Dassault  will  once 
again  lose  its  independence.  But  this 
time,  it  may  be  permanent. 

By  Stewart  Toy  in  Paris,  ivith  John 
Templeman  in  Bonn 
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TAIWAN  I 


MAINLAND  FEVER 
HITS  THE  ISLAND 


Taiwan  is  rusliiiig  to  make  deals  and  exploit  a  vast  market 


For  Charles  Huang,  a  director  of  the 
Taipei  Computer  Assn.,  the  future 
of  Taiwan's  computer  industry  lies 
in  a  swamp  in  suburban  Shanghai.  His 
group  hopes  to  turn  the  one-square-mile 
plot  into  an  industrial  park  for  Taiwan- 
ese computer  manufacturers.  It  also 
hopes  to  use  bargain-priced  program- 
mers from  the  mainland  to  help  develop 
software,  giving  Taiwan  the  technical 
edge  it  needs  to  compete  with  other 
Asian  giants.  "It  will  be  no  problem  for 
us  to  overtake  South  Korea,"  says 
Huang.  "And,  gradually,  we'll  become 
competitive  with  Japan  and  the  U.  S." 

Or  take  C.  Y.  Kao,  CEO  of  Taiwanese 
food  company  President  Enterprises.  Go- 
ing after  the  world's  biggest  market  for 
food — China's  1.2  billion  people — Kao's 
company  has  four  factories  open  or  un- 
der construction,  producing  instant  noo- 
dles and  tomato  paste  on  the  mainland. 
It  plans  even  more  investment. 
'GREATER  CHINA.'  Call  it  mainland  fever. 
After  four  decades  of  bitter  relations, 
more  Taiwanese  companies  are  looking 
to  the  mainland  for  new  trade  and  in- 
vestment. Until  recently,  most  ventures 
were  small,  low-key,  and  limited  to  a  few 
industries,  such  as  shoes  and  toys,  aim- 
ing to  e.xploit  China's  cheap  labor. 

But  Taiwan  is  crossing  a  new  thresh 
old.  The  list  of  Taiwanese  executives 
eyeing  mainland  deals  now  includes  the 


electronics,  automobile,  and  airline  in- 
dustries. They  are  laying  plans  to  exploit 
China  as  a  new  market — not  simply  as 
cheap  labor.  A  Taiwanese  business 
group  puts  total  investment  in  China  at 
nearly  $6  billion  with  growth  of  about 
20'a  yearly.  Despite  official  animosity 
between  the  countries,  Beijing  is  eager 
to  win  such  investments  when  they  gen- 
erate exports,  bring  in  new  technology, 
or  produce  goods  needed  in  China. 

Taiwan's  emergence  as  a  regional 
trade  center  is  generating  talk  of  a 
"Greater  China,"  linking  Taiwan,  Hong 
Kong,  and  the  mainland's  booming 
coastal  provinces,  which  are  bustling 
hives  of  capitalism.  Some  even  see  the 
new  entity  blooming  into  a  new  regional 
trade  and  manufacturing  bloc  that  could 
rival  Japan  and  Korea.  Microsoft  Corp., 
the  U.  S.  software  maker,  has  renamed 
its  Taipei  office  the  "Greater  China  Of- 
fice." That's  because  it  expects  the  re- 
gion to  grow  very  quickly  and  Taiwan  to 


Electronics,  auto,  and  airline 
companies  from  Taiwan  are 
now  joining  the  small,  low-key 
enterprises  already  in  China 


play  a  leading  role,  says  R 
ard  Fade,  director  of  Mi( 
soft's  Far  East  sales. 

Taiwan's  governme 
forced  off  the  mainland 
Mao's  Communists  in  li 
has  been  loath  to  boost  ( 
nomic  ties.  It  has  feared 
coming  dependent  on  CI 
and  therefore  subject  to  po 
cal  pressure  from  Beijing, 
years,  the  number  of  Taiw 
ese  industries  allowed  to 
vest  in  China  has  been  lim 
by  a  Taipei  rule  that  requ 
the  money  to  be  funn( 
through  a  third  country,  s 
as  Hong  Kong. 

But  Taiwan  companies 
lobbying  hard — with  sc 
success — for  change.  On  J 
Taiwan's  legislat 
passed  a  bill  to  ease  trade 
lations  with  China,  incluc 
direct  transportation  lir 
perhaps  as  early  as  next  y< 
Some  Taiwanese  companies  an 
waiting  for  the  policy  changes.  W 
Taipei  still  forbids  high-tech  investrr 
in  China,  many  of  the  island's  compu 
makers  are  ignoring  the  laws  and  i' 
ing  mainland  co-production  partn 
They  skirt  the  law  by  acting  as  cleat- 
houses  for  trade  and  technology  tr: 
fer.  For  example,  the  Taipei  Hsien  (  ' 
puter  Assn.  will  act  as  matchmaker  ( 
Taiwanese  and  Chinese  computer  ii 
ers  and  open  Taiwanese  showroonv 
Beijing  and  Shanghai  to  promote  s- 
of  the  island's  products.  u 
FORTUNE  SEEKERS.  Many  Taiwane.se  I 
trepreneurs  see  China  as  a  modern-i 
Wild  West,  where  quick  fortunes  cart 
easily  made.  Chiu  Chung-jen,  gen 
manager  of  the  Da  Yih  construe 
company  in  southern  Taiwan,  is  ne,!.; 
ating  a  joint  venture  with  a  Chinese  • 
struction  group  to  build  a  new  busii 
center  in  a  promising  area  in  eas  \ 
Shanghai.  "In  Shanghai,  you  hav 
chance  to  become  a  Chinese  RockfC 
ler,"  says  the  33-year-old  Chiu,  b 
bought  a  $100,000  condominium  thet 
Just  how  far  Taipei  goes  in  unleas' 
its  business  leaders  will  depend  c 
tough  fight  within  the  Kuomingt: 
the  ruling  political  party.  Party  har( 
ers  are  now  battling  with  more  lib 
factions  that  favor  closer  links  to  Chi 
Intraparty  squabbling,  for  exan  1 
has  delayed  until  September  a  deci( 
on  whether  to  allow  indirect  investr 
on  the  mainland  by  department  st< 
restaurants,  and   hotels.  Longer-tn 
however,  the  determination  of  Tai\i 
ese  business  to  cut  deals  on  the  n 
land  seems  sure  to  overcome  even 
most  stubborn  party  politicians. 

Bi/  Bruce  Einhorn  in  Taipei,  with  Li 
Curry  in  Beijing 
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HE  NEW  EUROPE'S 
RONT-RUNNER  STUMBLES 


he  flaming  arrow  that  lit  the  huge  Olympic  torch  in  Bar- 
celona was  a  fitting  symbol  for  Spain's  own  rise  as  the 


r 

I  new  Europe's  hottest  economy.  But  now,  it  looks  as  if  the 
.'mpics  and  the  Expo  '92  world's  fair  in  Seville  this  summer 
y  mark  the  high  point  of  Spain's  glory.  That's  because  the 
mtry's  drive  toward  Europe's  front  ranks  is  sputtering. 
A.ftei-  the  athletes  fly  off  to  other  climes,  Prime  Minister  Fel- 
Gonzalez'  Socialist  government  will  face  its  sternest  test 
ce  it  took  over  in  1982— curbing  rising  inflation  and  soaring 
iget  deficits  as  hot  gi'owth  cools.  The 
^e  boost  from  Gonzalez'  bringing 
ain  into  the  European  Community  in 
^  is  finally  wearing  off.  Spain's  5%  ec- 
)mic  growth  and  attractiveness  to 
eign  investors  have  long  been  the 
/y  of  its  European  partners.  But  this 
ir,  the  economy  will  probably  expand 
s  than  2%— not  enough  to  keep  sky- 
:h  17%  unemployment  from  rising, 
rhe  deteriorating  economy  could 
:e  some  of  the  luster  off  Gonzalez' 
den  reputation  and  knock  Spain  off 
irse  from  becoming  a  key  player  in 
i  emerging  new  Europe.  Gonzalez, 
lO  has  reshaped  Spain  in  his  own 
hnocratic  image,  is  facing  parliamen- 
•y  elections,  which  he  must  call  by  the  fall  of  1993.  While 
y  one-third  of  Spanish  voters  now  approve  of  Gonzalez'  per- 
mance,  analysts  do  not  think  he  is  in  danger  of  being  top- 
id.  Still,  the  socialists  could  lose  their  absolute  majority  and 
iir  free  hand.  "I  can't  see  any  way  the  government  is  going 
turn  around  the  economic  trend  in  time  for  elections," 
/s  a  Madrid  economist. 

Growing  pessimism  about  European  economic  union  is  com- 
unding  Gonzalez'  problems.  Perhaps  more  than  any  of  its 
ropean  partners,  Spain  is  economically  dependent  on  Euro- 
an  integration.  The  reason:  Spain's  hopes  of  persuading 
'estors  that  its  economy  is  solid  have  rested  on  last  year's 


AFTER  THE  OLYMPICS,  ANOTHER  FINE  MESS? 


Maastricht  Treaty,  which  forces  European  leaders  to  bring 
budget  deficits,  inflation,  and  interest  rates  in  line.  Gonzalez 
has  used  the  EC  targets  to  beat  down  union  demands  for 
higher  wages. 

So  when  Danish  voters  rejected  the  treaty  in  June,  it  was 
bad  news  for  Spain.  In  the  ensuing  weeks,  falling  investor 
confidence  has  pushed  up  interest  rates,  sunk  the  Madrid 
bourse  to  13%  below  its  1991  yearend  level,  and  put  downward 
pressure  on  the  peseta.  Investors  also  know  Spain  could  lose  at 
least  $11  billion  in  EC  assistance  over 
five  years  if  the  treaty  is  not  ratified. 
FRESH  PASTURES.  Already,  Spain's  wages, 
now  rising  at  a  7.5%  rate,  are  making 
Spanish  investments  less  attractive  and 
exports  less  competitive.  German  auto 
makers  and  Japanese  electronics  compa- 
nies that  have  favored  Spain  in  recent 
years  are  shifting  investments  elsewhere. 

Responding  to  inflation  worries, 
Gonzalez  is  trying  to  tighten  fiscal  policy. 
But  Gonzalez  is  in  a  bind  because  he 
has  already  helped  drive  up  inflation  to 
the  6.5%  range  by  spending  an  enor- 
mous $4  billion  on  the  Olympics  and 
Expo.  Businessmen  are  adding  to  the 
pressure.  Former  governor  of  the  Bank 
of  Spain  Jose  Maria  Lopez  de  Letona,  argues  that  "Spain  has  to 
act  quickly"  to  avoid  getting  out  of  step  with  Europe. 

The  prime  minister's  austerity  program  calls  for  higher 
withholding  and  value-added  taxes  and  lower  government 
spending.  But  it  is  not  clear  whether  he  will  be  able  to  stay 
the  course.  Already,  the  unions,  whose  support  is  key,  are 
sniping  at  him  and  threatening  a  general  strike  in  October, 
when  a  gi'and  celebration  of  the  500th  anniversary  of  Christo- 
pher Columbus'  discovery  of  America  is  planned.  The  idea  is 
to  focus  tourists'  and  investors'  attention  on  Spain.  But  they 
may  not  come  away  with  the  image  Gonzalez  intends. 

By  Bill  Javetski  in  Paris,  with  Harry  Debeliiis  in  Marh-id 


LOBALWRAPUPI 


ERMANY 


^  fight  is  brewing  between  German 
F%auto  maker  BMW  and  its  union 
ver  plans  to  invest  $400  million  in  a 
I.  S.  plant.  During  a  recent  trip  to  the 
reposed  Spartanburg  (S.  C.)  site,  BMW 
!hief  Executive  Eberhard  von  Kuen- 
eim  swore  to  keep  organized  labor 
ut.  But  Germany's  powerful,  4  mil- 
on-member  IG  Metall  union  now  says 
-  will  help  the  United  Auto  Workers 
rganize  the  luxury  carmaker's  planned 
outh  Carolina  factory. 
Von  Kuenheim,  however,  is  eager 
3  maintain  the  one-third  cost  advan- 
age  he  stands  to  reap  by  producing  in 
he  U.  S.  by  employing  young,  largely 


nonunionized  workers  and  is  likely  to 
hang  tough. 

BRITAIN  

One  of  Europe's  crown  jewel  com- 
panies, British  Aerospace  PLC,  is 
in  danger  of  crashing  and  burning.  BAe 
is  expected  to  announce  big  asset  sales, 
$1  billion  write-downs,  layoffs,  and  a 
dividend  cut  when  it  releases  first-half 
results  in  September.  The  corporate-jet 
division,  satellite-communications  sub- 
sidiary, and  commuter-aircraft  business 
could  all  go  on  the  block.  BAe  will  not 
comment  on  asset  sales,  but  industry 
analysts  say  these  businesses  are  now 
being  shopped  around,  and  getting 
only  lukewarm  responses.  That,  to- 


gether with  expected  losses  in  the  first 
six  months,  knocked  the  stock  price 
to  $4  a  share,  down  from  $12  a  year 
ago.  The  company  lost  $250  million  in 
1991. 

BAe  has  been  hurt  by  a  downtiu'n  in 
defense  business,  particularly  the  disar- 
ray in  the  European  fighter  project. 
The  company's  efforts  to  diversify 
away  from  defense  into  commercial 
real  estate  and  autos,  through  pur- 
chase of  Rover  Group  Holdings  PLC  in 
1988,  have  been  disastrous.  BAe's  hopes 
for  recovery  rest  on  defense  orders 
from  Saudi  Arabia  and  other  wealthy 
Third  World  buyers.  Taiwan  recently 
expressed  interest  in  a  40%  stake  in 
the  commercial-aircraft  business. 
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ENFORCEMENT 


VEDA  DOWNS:  "JUSTICE  DIDN'T  DO  THEIR  DUTY.  I'M  AFRAID  IT  WILL  HAPPEN  AGAIN' 


SOFT  ON 
'GREEN'  CRIME? 


Democrats  say  the  Justice  Dept.  is  backing  off  ecology  cases 


On  the  afternoon  of  May  12,  1987, 
Jack  and  Veda  C.  Downs  went 
to  feed  the  cattle  on  their  farm 
in  Pasco,  Wash.  As  they  cut  twine  off 
some  hay  bales,  their  senses  were  as- 
sailed by  a  stench  that  smelled  like  "a 
skunk  and  rotten  eggs  combined,"  re- 
calls 73-year-old  Veda  Downs.  By  mid- 
night, the  Downses  could  hardly 
breathe.  Soon,  nearly  two  dozen  of  their 
neighbors  came  down  with  headaches 
and  other  ailments.  A  year  later,  at  age 
71,  Jack  Downs  died  of  a  heart  attack. 

A  four-year  probe  by  state  and  federal 
officials  determined  that  the  odors 
stemmed  from  a  toxic  brew  of  pesticides 
that  PureGro  Co.,  a  West  Sacramento 
(Calif.)  agricultural  chemicals  maker, 
was  dumping  on  a  field  next  to  the 
Downs's  property.  A  federal  grand  jury 
in  1990  indicted  the  company  and  four 
executives  on  five  felony  counts  and  one 
misdemeanor  offense  involving  the  ille- 
gal dumping  of  toxic  wastes. 

But  last  year,  the  Justice  Dept. 
dropped  the  felony  charges  and  let  Pure- 
Gro plead  guilty  to  one  misdemeanor 
and  pay  a  $15,000  penalty.  That  didn't 
clear  the  air  in  Pasco.  "Justice  didn't  do 


their  duty,"  charges  Veda  Downs.  "I'm 
afraid  it  will  happen  again." 

So  are  some  Democratic  lawmakers. 
They're  concerned  that  the  Justice  Dept. 
is  going  soft  on  green  crime.  A  House 
Science,  Space  &  Technology  subcommit- 
tee is  looking  at  the  government's  settle- 
ment with  Rockwell  International  Corp. 
last  March.  The  company  paid  a  record 
$18.5  million  fine  for  illegally  dumping 
waste  at  the  Rocky  Flats  nuclear-weap- 
ons plant  in  Golden,  Colo. — but  cleanup 
costs  are  estimated  at  $200  billion.  And 
the  House  Oversight  &  Investigations 
subcommittee,  headed  by  Representative 
John  D.  Dingell  (D-Mich.),  plans  to  hold 
hearings  in  September  on  Justice's  envi- 
roimiental  record. 
There's  more  to  the  controversy  than 


Rockwell  was  fined 
$18.5  million  for  nuclear 
dumping  in  Colorado.  The 
cleanup  tab:  $200  billion 


partisan  wrangling.  For  one  thing,  " 
Bush  Administration's  own  Environn: 
tal  Protection  Agency  is  among  Ati 
ney  General  William  P.  Barr's  critic: 
lawyer  at  the  EPA  in  Washington  dra  : 
a  list  of  20  cases  whose  handling  ra ; 
questions  about  the  Justice  Dept.'s  i 
gressiveness.  Some  Republican  offii 
iiutside  Washington,  such  as  W^asli : 
ton  State  Attorney  General  Ken  Eil 
berry,  are  complaining,  too. 

Justice  is  perplexed  by  the  char- 
Roger  B.  Clegg,  acting  assistant  alt 
ney  general  for  the  Environment  &  1* 
ural  Resources  Div.,  notes  that  in  ; 
most  recent  fiscal  year,  his  agency 
turned  125  indictments,  resulting  ir 
guilty  pleas  or  convictions,  figures 
have  been  fairly  stable  for  the  past 
years.  And  so  far  this  year,  the  deji 
ment  has  notched  a  $250  million 
against  Exxon  Corp.  for  the  Valdej 
spill  and  a  $6.5  million  penalty  aga 
Chevron  Corp.  for  illegal  waste  disp 
off  the  California  coast. 
'FRUSTRATING.'  Critics,  though,  rer 
troubled  by  the  PureGro  case.  Invest 
tors  learned  from  PureGro  workers 
for  five  years,  the  Unocal  Corp.  unit 
disposed  of  leftover  pesticides  in  an  ( 
tank  in  Pasco — without  keeping  rec 
of  what  was  dumped.  To  avoid  clas 
ing  the  chemicals  as  hazardous  wh 
PureGro  in  May,  1987,  sprayed  thero 
a  Pasco  cornfield  it  had  leased, 
after,  23  neighbors  in  addition  tojfi 
Downses  complained  of  ailments 
ing  from  headaches  to  heart  proble 

In  1989,  state  prosecutors  referrec 
case  to  the  Justice  Dept.,  because  f( 
al  law  carries  stiffer  sanctions 
state  laws.  Before  the  indictment,  F|:| 
Gro  offered  to  plead  guilty  to  one 
ny.  Robert  H.  Whalley,  the  comps^^j 
attorney,  said  the  company  wante 
settle  the  matter  and  protect  empio; 

The  federal  prosecutors  refused 
days  later  a  grand  jury  returned  a|ii 
count  indictment  against  PureGro 
four  employees.  But  in  the  sprin, 
1991,  over  the  vigorous  objections  o^i 
nior  EPA  officials,  the  Justice  Dept. 
tied  the  case.  Senior  Justice  official.' 
that  linking  the  chemicals  to  the 
in  Pasco  proved  too  difficult. 

In  a  letter  to  Barr,  Eikenberry  c  e, 
the  episode  "frustrating  and  unrev  f\ 
ing."  And  Democrats  on  Capitol  Hil  n 
looking  for  more  such  cases  in  Ju  U 
Dept.  files.  They  plan  to  air  their 
ings  in  the  fall,  just  as  voters  sta 
firm  up  their  choice  for  Presider 
may  not  cost  George  Bush  the  ele( 
But  it  could  take  some  of  the  edg' 
GOP  assaults  on  the  Clinton-Gore  tic 
"environmental  extremism." 

By  Cnt/ieriiie  Vang  i»  Waskii 
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If  you're  looking 
for  a  notebook 
computer  to's 

easytouse, 
there  are  basically 
only  two  ways 

youcango. 


Extra  memory,  $2 10M/(K/ 

iiiitchiiiik  aitiifm/ers  iii  use 
liiildx  sinijilv  iimil  Idsl 
liio/mh  III  Illlike  II  iiiiliiies 
i  I  jinie/iciil.  And  iiiiiiiy 
Ihiil  (ire  fasl  eiioiii>h  iiui  i 
mjtiiiv  extra  ineimir) 
irhiili  11 1 II  lukl  hwulreik  uj 
ihlhirs  In  /k'trjirice  lags. 


Clip-on  trackball,  $172. 

//  yiiiire  ;^iiiiiii  In  Iry  In  use 
lliilt/oirs  J.I  oil  iihliix jiiir- 
liihle aimjnilers.  yiiii  iiiiiv 
luire  lo  />liii>  Ibis  iii  ciiitl  elifi 
il  iiiilu  Ihe  skk  oj  your 
miiipiiler  (Be  careful  not  lu 
catch  the  cord  III  your 
airplane  tray.) 


New  programs,  $506  each. 

I  nless  you  buy  /irot;niiiis  sfiecijically  desi;j,neil  jor 
ttiiidoiis  il.  you  'll  have  to  use  cimreiilinikil  eharacter 
bused liro;j.niiiis  and  their  awkward  comniands. 


Fax/dat;i  modem , $U1 

The  ditilily  In  uiniiiiuiiieale  nii  the 
road  is  what  makes  a  imteliook !'('  really  rulii 
able.  .So  you  II  hare  lo  pack  one  oJ  lhe.se.  Once 
you  ,!iet  back  lo  Ihe  office,  he  jirelHireil  to  shell 
out  another  $ljn  lo  iifulate  Ihe  files  on  your 
desktop  PC  aiidorer  $9)11  ju.st  to  access 
network  file  sen  ers  and [i 


Added  weight.  Many  notebook  coiiipiilers 
may  claim  lo  weiiih  less  than  7 pounds,  but  by 
Ihe  time  you  add  all  the  components  you  need 
In  make  Windnirs  il  work  well,  you  re  likely  tc 
Jiiid  yourself  ifilh  ai 
additional  -lor  5 
pounds  to  lug 
around. 


Your  time,  name  you 
price.  I'uldluiiiiiroim 
with  MS-IlflSnr  Windou 
j.  I  on  Ihe  road  can  cm 
—  you  plenty  o  f  lime.  Ha 
much  is  yours  worth 


Ordinary  notebook.  $2,497.  Ihe  typical  imlebnok  computer  of  Inday  was  desii;ned  to  run 
Do.s  only  not  II  indoles  J.  I  It  doesn  t  hare  enough  memory,  speed  or  screen  btmhtiuvs.  and 
its  Aivcw/  isnl  last  eiiouiih  jnr  biiih-iiiialily  .i^ra/ihical  conipiitiiifi. 


(iomfort  IS  sninethiiii;  mnst  iinte- 
hniik  computer  ads  iierer  g- 
tiilk  about  liecduse.  truth  is.  f 
they  re  not  very  f 
inin/nrliible In  use  f 

i\ Inch  may  e.y- 
pldiii  why  they  ilniil 
II  in  airardsfir  be- 
iii.i;  irell  desi.tiiied 
(I'liiierH'iok.  of 
course,  has  won 
more  desi.tiii 
iiwardslhaii  all 
other  notebook  coin- 
piittiy  comhiiiedi 


The  coach  seat  factor  //  you  iraiit  tn  run  II  iiulnws  ',  I  mi  nmsl  jmrlalile  cniiipiileis 
yniill  pud  that  ynii  need  a  jrniit-mnuiited  keybniird  and  a  \i<le-iiiniiiiteil  trackball  or 
moUKc  What  you  iron  1  pud  is  eimiij^h  room  on  nii  iiiiplane  trav  In  Imld  it  all 


Instructiim  manual. 
2  pounds.  There's  iiolhnifi 
like  loriictlinii  a  DOS  com- 
mand when  you're  2.0(10  miles  from  home. 
.<o  you  mill  mini  lo  carry  a  manual  with  you 
.\iid since  tiiiidoirs.il  isha.sed on  DOS.  you'll 
depiiilely  iraiil  iiistructiniis  handy 


The  Apple  Macintosh  PowerBook  is  the  onl\'  jiersonal  comjiuter  ti  >  make  the  Products  of  the  Year  lists  of  Business  Week,  Fortinie  and  hifo  Work . 
And  the  only  notebook  computer  to  be  named  one  of  the  Best  Designed  Products  of  the  Year  by  Time.  Because  its  the  only  computer  designed  a  i 


The  easy  way 


Consistent  applications.  Hnry 
Poux'rHiHik  runs  Ihimsands  ofMaantosb 
progmms  lindudmn  Lotus  l-2-,]ii>ul 
Wonll'erlcctJ  that  all  imrk  in  the  same 
consisti'iit.  mluitiiv  way.  You  Uwn  one. 
you  know  the  basics  of  all  of  them 


Blistering  speed.  Hecaiise  Maantosh 
CDii/lui/frs  air  ii/ilimi:ei/  fur.iiraphwal 
aimpulini;.  I'oiivrBook  can  sifinifi- 
caiitly  outperform  comparably  priced 
notebook  computers  runiniifi  Windows" 
Both  the  I'owerHoiik  I'd  and  the  new 
Powerliook  I-it  delirer  an  unpressn  e 
comhiiuition  of  speed  ami  power  at  an 
affordable  price. 


Built-in  Balloon  Help."  Puinl  al  what 
you  want  to  knoir  about  and  your 
Macintosh  will  tell  you  what  itspr  .So 
you  can  leareyoiir  manual  in  a  desk 
drawer  at  hinne. 


uilt-in  netw'orking.  Plug  your  PowerBook 
tto  an  AppleTalk'  network,  and  convenientl) 
ccess  all  network  resources— printers,  file 
Tiers,  e-mail,  even  other  netivorks  from 
'oveU.  IBM  and  Digital 


Built-in  fax/data  modem.  With  this 
option,  you  can  send  your  work  directh 
to  a  fax  machine  or  access  e-mail  from 
almost  anr  telephone  anywhere  you 
happen  to  be.  fust  plug  the  phone  cord 
into  the  back  of  the  PowerBook. 


uilt-in  peripheral  support. 

ike  every  Macintosh.  PowerBook 
■ts  you  add  up  to  .sxv  external 
ard  drives.  CD-ROM  drives. 
Xinners  or  other  peripherals 
•mply  by  plugging  them  in. 


AppleTalk  Remote  Access. 

This  remarkable  soflwiire  comes 
with  every  Macintosh  PowerBook. 
It  not  only  alloivs  you  to  access  all 
the  files  on  a  modem-equipped 
.Macintosh  at  your  office  or  at 
home,  it  also  gives  you  complete 
access  to  your  network— printers, 
files,  file  servers,  e-mail  —from 
anywhere  there  's  a  phone. 


Built-in  file  sharing. 

On  most  notebook  computers, 
sharing  inforinalion  with  a 
desktop  computer  is  virtually 
impossible.  Bid  every  PowerBook 
has  powerful  file  sharing  built  in. 
So  you  can  easily  connect  your 
PowerBook  to  a  desktop  Mac'  or 
another  PowerBook  and  copy  files 
Irom  one  computer  to  the  other 


 ~ ^ 

Palm  rests.  Working  on  the  mail 
isn't  like  working  at  your  desk.  So  Apple 
designers  provided  a  place  to  rest  your 
hands,  making  it  much  easier  iiiid  more 
coinfortable  to  irork  in  light  ipuirters— 
such  as  a  muldle  seat  on  an  aiiplane. 


Integrated  trackball.  Everything 
about  .\liicinto.4i  computers  is  ttesigned 
to  make  it  easy  for  you  to  work.  In  the 
case  of  PoiverBook.  the  pouiting  device 
is  integrated  into  the  computer. 
There's  nothing  to  book  up  or  clip  on 
Open  it  up  ami  you're  reaily  to  go. 
Ill's  comfortable  whether  you're  left- 
or  right-handed,  too.) 


It's  compatible.  Like  every 
,\kKintosh.  PowerBook  is  compatible 
with  the  personal  computers  you  use 
at  the  office.  It  can  read  from  and 
write  to  jloppy  di.'iks  from  MS-DOS  or 
OS/2  PCs.  or  even  run  DOS  software 
using  programs  such  as  SoftPC 


ally  integrated  system.  Combining  hardware,  software  and  industrial  design  to  make  working  on  the  road  iis  comfortable  as  working 
)ur  desk.  It's  more  intelligent.  Its  more  convenient.  Its  power  anyone  can  use,  anywhere  you  happen  to  be.  The  power  to  be  your  best" 


How  to  connect  to  a  network  file  server. 


How  to  retrieve  a  deleted  file. 


The  hard  way: 

1.  Purchase  an  external  network  adapter 

2.  Install  the  network  adapter 

3.  Connect  the  network  cable. 

4.  Plug  in  AC  power  supply  if  needed. 

5.  Install  network  software  and  configure 
parameters. 

6.  Start  Windows. 

7.  Run  Windows  Setup  to  load  network 
software. 

8.  Restart. 

9.  Start  Windows. 

10.  Start  File  Manager. 

11.  Select  the  desired  file  server. 


The  easy  way; 

1.  Connect  the  network  cable. 

2.  Open  Chooser 

3.  Select  AppleTalk  "Active"  button. 

4.  Select  desired  file  server. 


The  hard  way: 

1.  Purchase  a  utility  program. 

2.  Install  it  on  your  computer. 

3.  Restart  the  computer. 

4.  Start  Windows. 

5.  Start  the  utilit)'  program. 

6.  Start  the  unerase  feat.ure. 

7.  Find  the  directory  where  your  file 
existed. 

8.  Click  on  that  directory 

9.  Select  the  deleted  file. 

10.  Choose  unerase  command. 


The  easy  way: 

1.  Double-click  on  the  trash  can. 

2.  Drag  the  deleted  file  out  of  the 
trash  can. 


How  to  rename  a  directory. 


The  hard  way: 

1.  Double-click  on  the  Main  group  in  Program 
Manager 

2.  Start  File  Manager 

3.  Highlight  the  directory  you  want  to  rename. 

4.  Select  "Rename"  from  the  file  menu. 

5.  f^'pe  in  a  new  name  for  the  directory 
(must  be  8  characters  or  less). 

6.  Go  to  Program  Manager  if  needed. 

1.  For  each  application  in  the  renamed  directory 
select  "Properties"  from  the  tile  menu. 

8.  For  each  application  in  that  directory 
change  the  command  line  to  reflect  the  new 
path  to  the  application  program. 


The  easy  way: 

1.  Highlight  the  directory 
(folder)  you  want  to  rename. 

2.  Typeanewname(up  to  31 
characters). 


How  to  odd  on  external  hard  disk  drive. 


The  hard  way: 

1.  Purchase  a  parallel-to-SCSl  adapter. 

2.  Connect  it  to  the  parallel  port. 

3.  Plug  the  drive  into  the  adapter. 
.  Insert  the  adapter's  installation  disk 
in  drive  A:. 

5.  Select  drive  A:. 

6.  'R'pe  "INSTALL" 

7  Select  appropriate  options  for  your  drive. 
Select  appropriate  drive  for  software 
installation. 

9.  Restart. 

10.  Run  installation  test  program. 


The  easy  way: 

1.  Plug  the  drive  into  the  SCSI  port. 

2.  Start  up  the  PowerBook. 


How  to  ploy  a  sound. 


The  hard  way: 

1.  Purchase  a  sound  upgrade  kit. 

2.  Attach  sound  upgrade  hardware. 

3.  Install  sound  upgrade's  software  drivers. 

4.  Start  the  sound  recorder  program. 

5.  Select  Open  from  the  file  menu. 

6.  Select  the  sound  file  you  want  to  play 
7  Choose  OK. 

8.  Click  on  the  Pla}'  button. 


The  easy  way: 
.  Double-click  on  the  sound's  icon. 


How  to  add  a  pointing  device.- 


The  hard  wa\-: 

1.  Purchase  a  pointing  device  (such  as  a 
mouse  or  trackball). 

2.  Open  notebook's  back  panel. 

3.  Attach  appropriate  poi  t  adapter  to 
pointing  device  (if  other  than  9-pin). 

4.  Connect  pointing  device  to  proper  port. 

5.  Choose  appropriate  clamp  arms. 

6.  Attach  pointing  device  to  clamp  arms 
and  adjust  tilt  angle. 

7  Start  the  computer. 

8.  Install  driver  software. 

9.  Restart. 


The  easy  wa)': 
.  The  trackball  is  built  in. 


Macintosh.  The  more  you  do,the  easier  it  gets,  lif 
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eery  store  or  mall  to  show 
n  samples  of  a  new  prod- 
and  its  ads,  or  just  explain 
roduct  idea.  A  few  weeks 
r,  they  call  consumers  for 
r  reaction  to  any  samples, 
.esearchers  then  massage 
r  findings  into  historical 
1  on  a  new  product's  mar- 
to  get  a  computer-generat- 
sales  projection.  "We  get 
lin  W7<  of  actual  sales  80% 
:he  time,"  says  Steve  Wil- 
,  president  of  bases  Group, 
!searcher  in  Covington,  Ky. 
t  approaches  the  accuracy 
regular  tests — provided  marketers 
't  fiddle  with  the  variables  and  muck 
the  findings,  says  Allan  Baldinger, 
•keting  research  director  at  the  Ad- 
:ising  Research  Foundation.  Pretests 
in  take  only  three  months  and  may 
;  $250,000,  or  a  fourth  as  much  as  a 
iitional  test,  says  Joel  Rubinson  of 
I  Group,  a  Port  Washington  (N.  Y.) 
iarcher.  Lever  USA,  for  one,  relies  al- 
>t  entirely  on  pretests. 
IT  DO  IT.'  Research  firms  are  now  try- 
to  improve  their  computerized  prod- 
;  to  grab  more  dollars  from  budget- 
lined  marketers,  npd  Group  has  a 
test  program  designed  for  drugs  go- 


SKIPPING  THE  TEST 


Some  alternatives  to  the  traditional  12-  to  18-month  market  test: 
PRETESTING  Show  a  few  consumers  samples  of  new  products 
along  with  ads  to  gauge  probable  response 

COMPUTER  MODELING  Use  historical  data  on  similar  products  to 
turn  small  samples  of  data  into  sales  projections 


ROLLING  THE  DICE  Introduce  a  new  product  region  by  region, 
fixing  ads  and  promotions  along  the  way  to  going  national 


FOREIGN  FLING  The  lead  country  concept  colls  for  trying  out  a 
product  in  an  overseas  market,  then  rolling  it  out  globally 


ing  from  prescription-only  sales  to  over- 
the-counter.  An  Atlanta  company,  Alli- 
son/Hollander Inc.,  is  working  on  a 
software  program  one  might  call  "virtu- 
al shopping":  A  consumer  at  a  monitor 
uses  a  joystick  to  cruise  down  a  grocery 
aisle,  scan  products,  and  "pick"  anything 
up  to  examine  pricing  and  labeling  be- 
fore deciding  to  buy. 

Armed  with  pretesting  results,  some 
marketers  are  trying  a  sort  of  rolling 
rollout.  Instead  of  testing  in  just  one  or 
two  cities,  they  launch  their  product  in 
perhaps  25%  of  the  country.  Scanner 
data  available  within  days  can  give  a  fix 
on  how  the  product  is  doing  in  real  life, 


not  just  in  pretest.  In  addition, 
the  product  is  sold  in  a  market 
too  large  for  rivals  to  distort. 
Within  a  year  or  two,  the  new 
product  hits  all  50  states. 
That's  how  General  Mills  rolls 
out  such  products  as  its  Multi- 
Grain  Cheerios.  "You  just  do 
it,"  says  Alice  Sylvester,  se- 
nior vice-president  for  media 
research  at  J.  Walter  Thomp- 
son Co.  "You  just  go  out  and 
find  out  what  happens." 

As  consumer-goods  markets 
become  more  global — and  of- 
ten, more  alike — some  compa- 
nies find  that  a  few  countries  can  serve 
as  a  test  market  for  a  continent  or  even 
the  world.  That's  the  thinking  behind 
Colgate-Palmolive  Co.'s  "lead  country" 
strategy.  The  company  launches  or  tests 
a  product  in  several  countries,  then  fol- 
lows through  globally.  Late  last  year, 
after  some  pretesting,  Colgate  launched 
its  new  Palmolive  Optims  shampoo  and 
conditioner  in  the  Philippines,  Australia, 
Mexico,  and  Hong  Kong.  Now,  the  prod- 
uct is  being  rapidly  rolled  out  in  Europe, 
Asia,  Latin  America,  and  Africa. 

So  have  the  new  methods  made  the 
dicey  business  of  launching  new  prod- 
ucts any  safer?  "The  speed  of  testing 
has  improved,  but  failure  is  still  an  issue 
very  much  on  product  managers' 
minds,"  says  Dipak  Jain,  associate  pro- 
fessor of  marketing  at  Northwestern 
University's  J.  L.  Kellogg  Graduate 
School  of  Management.  No  wonder.  Esti- 
mates of  new  products'  failure  rate  vary 
hugely,  but  that  rate  could  be  anywhere 
from  66%  to  almost  909^.  In  a  1991  sur- 
vey by  Weston  (Conn.)  researcher  Group 
EFO  Ltd.,  marketers  expected  86%  of 
their  new  products  to  fail,  up  from  80% 
in  1984. 

COMEBACK  TIME?  Some  marketers  even 
think  classic  test  marketing  may  make  a 
modest  comeback.  It's  one  thing  to  skip 
testing  when  you're  spinning  existing 
products  into  line  extensions,  such  as 
Camel  Wides.  But  if  companies  really 
want  to  attract  more  consumers,  the  ar- 
gument goes,  they'll  have  to  introduce 
completely  different  products.  And  truly 
new  products  will  need  thorough  testing. 

There  are  signs  of  a  new  interest  in 
testing.  For  example,  BehaviorScan,  an 
Information  Resources  Inc.  division  that 
recruits  consumers  and  grocers  to  run 
tightly  controlled  tests  in  eight  towns, 
reported  a  17%  increase  in  sales  forjW 
first  quarter.  And  marketers  point  >o  Le- 
ver's experience  with  its  Lever  /OOO,  a 
combination  deodorant  and  moisturizer 
soap.  The  brand  became  one  of  the  big- 
gest new-product  successes  in  recent 
memory.  But  it  did  so  only  after  spend- 
ing two  years  in  tryout  in  Atlanta — Le- 
ver's only  major  test  in  the  last  decade. 
By  Christopher  Power  in  New  York 
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THE  GLOBAL  ECONOl.. 


You'll  have  to  excuse  the  McAmis 
family  of  Greeneville,  Tenn.,  if 
they  cringe  at  talk  of  free  trade. 
After  12  years  of  assembling  Magnavox 
TVS  at  a  North  American  Philips  Corp. 
plant,  Allen  McAmis  was  laid  off  in  Feb- 
ruary and  his  $13-an-hour  job  moved  to 
Juarez,  Mexico,  where  it  pays  $2  an 
hour.  He  was  recalled  in  June  to  fill  in 
for  workers  on  sick  leave.  But  Allen  and 
his  wife,  Sherry,  who  also  works  at  the 
plant,  fear  that  Philips  will  move  more 
jobs  south.  The  couple  have  cut  out 
birthday  gifts  and  allowances  for  their 
childi-en,  Christina  and  Brian,  and  sur- 
vey the  future  with  dread.  If  Allen  loses 
his  job  again  and  "I  get  laid  off,  too, 
we'll  be  a  welfare  family,"  Sherry  says. 

Ever  since  the  British  economist  Da- 
vid Ricardo  advanced  the  theory  of  com- 
parative advantage  in  1817,  conventional 
economic  wisdom  has  held  that  the  bene- 
fits of  dropping  trade  barriers — lower 
prices  and  higher  growth — outweigh  the 
loss  of  jobs  and  pay  that  some  workers 
suffer  in  the  process.  Most  analysts 
have  held  to  this  view  as  global  competi- 
tion soared  in  the  1980s  and  the  U.  S. 
negotiated  a  free-trade  pact  with  Canada 
and  contemplated  one  with  Mexico.  But 
now,  a  flurry  of  studies  by  disparate 
economists — everyone  from  middle-of- 
the-road  academics  to  ardent  defenders 
of  Reaganomics— are  finding  that  the 
tradeoff  isn't  nearly  that  simple. 
SERVICE  SURPLUS.  These  analyses  still 
call  growing  trade  a  net  plus.  But  they 
also  pinpoint  more  precisely  than  ever 
who  gets  hurt,  and  the  scope  of  their 
findings  is  sobering.  In  the  1980s,  the 
first  and  worst  hit  by  global  trade  were 
factory  workers  whose  companies  com- 
peted with  foreign  rivals.  As  these  peo- 
ple were  laid  off  or  suffered  wage  cuts, 
they  created  a  glut  of  job  candidates 
that  helped  hold  down  pay  among  the  64 
million  workers,  across  a  wide  spectrum 
of  industries,  who  never  went  beyond 
high  school.  Only  the  college-educated 
did  well.  These  54  million  Americans, 
blessed  with  high  skills  and  fortified  by 
the  fact  that  new  technologies  boosted 
demand  for  the  work  they  do,  were  insu- 
lated both  from  foreign  competition  and 
the  struggles  of  the  less  educated. 

These  trends  sound  familiar,  but  their 
broadest  implication  is  news:  The  in- 
crease in  trade  bears  much  oi  the  blame 


HOW  TRADE 
AFFECTS  WAGES 


AS  THE  U.S.  ECONOMY 
RELIES  MORE  ON  TRADE. 


EXPORTS  AND  IMPORTS 
OF  GOODS  AS  SHARE  OF  U.S. 
MANUFAOURING  OUTPUT 
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...REAL  FACTORY  WAGES 
HAVE  FALLEN... 


AVERAGE  HOURLY  WAGES  AND  BENEFITS 
OF  U.S.  PRODUCTION  WORKERS 
IN  MANUFAOURING 
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...WHILE  FOREIGN  WAGES 
GAIN  GROUND 


WAGES  AND 
BENEFITS  OF  PRCDUCTION 
WORKERS  IN  MANUFAQURING' 

'Inflotton-adjusted  for  each  country  and  converted 
to  dollars  using  the  Organization  for  Economic  Cooper- 
Q  otion  &  Development's  Purchasing  Power  Parity  indexes 
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FREE  TRADE  IS 
A  NET  PLUS -BUT 
NOT  FOR  EVERYONE 


...AND  FUELS 
INCOME  INEQUALITY 


SINCE  TRADE'S  IMPACT 
VARIES  BY  EDUCATION... 

PERCENT  OF  U.S. 
EMPLOYMENT  IN 
TRADE-SENSITIVE 
INDUSTRIES 
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...WAGE  DISPARITIES 
ARE  GROWING 


MEAN  HOURLY  WAGE  IN  U.S. 
INDUSTRY  BY  EDUCATION  LEVEL 
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^flRST  AND  WORST  HIT 

The  North  American  Free 
Trade  Agreement  will  mean 
more  U.S.  exports  to  Mexico, 
but  that  couM  include  low-skill 
jobs  like  those  of  Magnavox 
factory  workers  Allen  afid 
Sherry  McAmis 
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for  an  unprecedented  surge  in  income 
inequality  between  tlie  most-  and  least- 
educated  halves  of  the  U.  S.  work  force. 
To  cite  the  extremes,  the  real  wages  of 
high  school  dropouts  have  fallen  by  up 
to  207(  since  1979,  while  real  incomes  of 
employees  with  more  than  four  years  of 
college  have  grown  by  S'X-,  according  to 
the  Economic  Policy  Institute,  a  liberal 
think  tank  in  Washington,  D.  C.  Marvin 
H.  Kosters,  an  ardent  free-trade  advo- 
cate and  director  of  economic  policy 
studies  at  the  conservative  American 
Enterprise  Institute,  has  just  edited  a 
book  called  Workers  and  Their  Wages, 
which  tries  to  explain  the  new  inequal- 
ity. It  results,  he  says,  from  the  potent 
combination  of  "trade  and  technology." 

What  makes  this  conclusion  especially 
unsettling  is  that  trade  is  bound  to  pick 
up.  U.  S.  and  Mexican  negotiators  are 
close  to  reaching  a  North  American  Free 
Trade  Agreement  that  will  phase  out 
many  trade  barriers  between  the  two. 
This  will  no  doubt  create  U.  S.  jobs  as 
exports  to  Mexico  increase — but  will 
also  send  more  lower-skilled  ones  south. 
Meanwhile,  the  seven  major  industrial 
countries  are  trying  to  expand  the  108- 
nation  General  Agreement  on  Tariffs  & 
Trade  (GATT),  which  will  leave  labor-in- 
tensive industries  such  as  textiles  more 
vulnerable  to  foreign  rivals.  And  coun- 
tries such  as  Malaysia  and  China  are 
rapidly  boosting  exports.  All  this  "will 
have  a  dramatic  impact  on  lower-skilled 
workers  in  the  U.  S.,"  predicts  Edward 
E.  Learner,  a  trade  economist  at  the  Uni- 
versity of  California  at  Los  Angeles. 
CLASS  WARFARE?  The  impact  will  reach 
much  further  than  that.  Declining  pay 
for  the  bottom  half  may  not  slow  U.  S. 
growth,  since  average  incomes  should 
rise  as  the  top  half  does  better.  But 
widening  inequality  poses  other  prob- 


A  LEVI  STRAUSS 

Teams  of  workers  are  doing 
higher-skilled  tasks,  such  as 
eliminating  bottlenecks  and 
setting  up  the  line 


lems.  The  poverty  rate  could  stay  up. 
The  tab  for  welfare  and  unemployment 
could  mount,  inflating  taxes.  Ultimately, 
resentment  of  the  wealthy  could  reach  a 
boiling  point,  leading  to  ferocious  at- 
tacks on  executive  pay  and  even  to  more 
riots  like  last  May's  in  Los  Angeles. 
"One  possibility  is  for  us  to  become  a 
class  society  like  those  in  Latin  Ameri- 
ca," which  have  unequal  distributions  of 
wealth  and  chronically  unstable  govern- 
ments, says  Richard  B.  Freeman,  an 
economist  at  Harvard  University. 
"That's  the  direction  we're  headed." 

This  will  be  a  potent  issue  in  the  Presi- 
dential campaign,  where  Democratic 


TRADE  AND  INCOME: 
THE  BOTTOM  LINE  i 


I  TRADE'S  EFFECT  ON  U.S.  WAGES,  1972-85  | 

Using  standard  economic  models,  Edward  E. 
Learner  calculated  how  the  growth  of  inter- 
national trade  from  1972  to  1985  changed 
the  total  income  of  U.S.  employees  in  1985 
NOMPRuffSSIONAlS 
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BILUON 


DATt  EDWARD  t  lEAMER, 
UNIVERSITY  Of  ULIEORHIA 
Alios  ANGELES,  ew 


candidate  Bill  Clinton  is  attacking  t 
Reagan-Bush  legacy  of  wage  stagnati 
for  all  but  the  most  well  off.  In  acce 
ing  his  nomination,  Clinton  vowed  tl 
"American  companies  must  act  li 
American  companies  again — export! 
products,  not  jobs."  On  July  27,  me; 
while.  House  Majority  Leader  Richaq 
A.  Gephardt  (D-Mo.)  called  for  a  tax  i 
companies  that  move  to  Mexico  to  fu 
training  for  workers  who  are  left  I 
hind.  At  the  Republican  convention 
Aug.  17,  President  Bush  is  likely 
blame  the  Democratic  Congress  for  f; 
ing  to  enact  his  plan  for  growth — cuts 
spending  and  taxes. 

Neither  candidate  embraces  prot' 
tionism,  and  other  strategies  woi 
work.  For  one,  Corporate  America  coi 
compete  globally  by  adopting  a  hij. 
skills  strategy'.  Rather  than  push  pay 
the  lowest  common  denominator,  com) 
nies  such  as  Deere,  Ford,  and  Moton 
are  training  workers  to  improve  th' 
skills,  boost  productivity — and  keep  jo 
at  home.  If  most  companies  did  likewi; 
the  ranks  of  the  less  skilled  woi 
shrink,  easing  the  glut  of  them.  To  h: 
ten  this  trend,  Washington  could  sjn 
more  on  education  and  training,  fur  ( 
ample,  or  curtail  immigration  of  lo 
skilled  workers. 

For  the  moment,  however,  Washii 
ton  seems  unwilling  to  act.  And  for  <- 
ery  Motorola  or  Ford,  a  trendsetter  su: 
as  AT&T  is  turning  high-paying  jobs  ii 
low-wage  ones.  Even  those  that  upgra 
worker  skills,  such  as  Ford  Motor  ( 
and  General  Electric  Co.  (page  53),  si 
shift  work  to  cheap-labor  countrie.- 
thus  pursuing  both  approaches. 

Meanwhile,  the  bottom  half  faces  ; 
other  ominous  trend.  Service  industri 
— banks,  insurers,  and  retailers,  amo 
others,  which  employ  75%  of  the  wo 
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;e — are  auluriiatiiij^  jol>s  and  displac- 

lower-skilled  workers.  Since  1990, 
.rs  has  dumped  21, ()()()  positions  this 
yr.  "If  service  productivity  rises  in  the 
;,  the  question  is  how  neutral  this  will 
between  educated  and  less  educated 
•kers,"  says  University  of  Chicago 
nomist  Kevin  M.  Murphy.  "If  the 
ns  come  mostly  in  low-skilled  jobs, 

story  will  be  the  same  as  [for  manu- 
turing]  in  the  '80s." 
'he  specter  of  inequality  hasn't 
nged  most  economists'  conviction 
t  globalization  is  good.  Economic  the- 

has  held  for  decades  that  as  foreign 
ntries  sell  more  to  the  U.  S., 
y  use  the  revenue  to  buy  U.  S. 
lorts.  They  also  set  up  shop 
I  create  jobs  in  the  U.  S.,  as 

Japanese  and  Germans  are 
ng.  The  latest  example:  a  $400 
lion  BMW  plant  that  will  bring 
)0  jobs  to  Spartanburg,  S.  C. 
ire  are  other  benefits,  too, 
h  as  a  freer  exchange  of  tech- 
ogy  and  managerial  ideas, 
■torically,  the  net  benefit  of  all 
;  in  terms  of  jobs  and  growth 
.  been  difficult  to  quantify. 
.1,  economists  project  that  a 
V  GATT  deal  would  add  0.5'X  a 
ir  to  world  GDP  growth,  and 
it  free  trade  with  Mexico 
uld  lift  output  in  both  coun- 
;s  and  create  tens  of  thou- 
ids  of  new  U.  S.  jobs. 
HNO  TRADE.  There's  at  least 
lal  proof,  however,  of  the  link 
ween  trade  and  inequality, 
ilfgang  F.  Stolper  and  Paul  A. 
nuelson,  the  father  of  neoclas- 
il  economics,  first  expressed 

concept  in  1941,  with  elegant 
lations  that  built  on  Ricardo's 
nparative  advantage  theory, 
goods  trade  freely,  the  idea 
i&,  prices  will  equalize,  and  so 
1  production  costs.  To  compete,  coun- 
ts must  specialize  where  they  have  a 
ative  edge.  Low-wage  countries  will 
ke  labor-intensive  goods,  while  those 
;h  capital  will  do  better  in  technology- 
ensive  products.  Thus,  U.  S.  low- 
lled  work  should  flow  overseas,  or 
ges  of  low-skilled  workers  must  fall. 
Phis  didn't  happen  for  much  of  this 
itury,  largely  because  trade — the  sum 
exports  and  imports — was  less  than 
of  U.  S.  gross  domestic  product.  In 
!  past  20  years,  as  that  figure  grew  to 
imports  began  to  displace  low- 
lied  workers  or  depress  their  wages 
industries  such  as  textiles,  auto  parts, 
i  electronics.  But  the  U.  S.  wage  gap 
In't  widen:  The  baby  boomers,  plus  an 
lux  of  working  women,  produced  a 
rplus  of  college-educated  employees, 
lich  kept  their  incomes  from  rising 
;ter  than  those  of  the  less  educated. 
Fhese  forces  reversed  in  the  1980s. 


The  rush  of  college  gra<iuates  eased,  re- 
flecting the  baby  bust  and  the  slowdown 
of  women  entering  the  work  force.  New 
technology  investment,  spurred  in  part 
by  foreign  competition,  swelled  demand 
for  college  grads  such  as  engineers  and 
technicians,  so  their  pay  rose.  Mean- 
while, 350,000  less  skilled  immigrants  en- 
tered the  U.  S.  each  year,  and  soaring 
imports  eliminated  factory  jobs.  Soon, 
"workers  displaced  by  trade  were  com- 
peting in  service  industries,"  says  Har- 
vard economist  Lawrence  F.  Katz. 

American  Telephone  &  Telegraph  Co. 
illustrates  how  all  this  happens.  Since 


A  PHILIPS 

So  far,  Philips  has  shifted  900 
jobs  to  Juarez.  The  threat  of 
moving  more  enabled  it  to  win 
union  concessions 


1984,  it  has  eliminated  21,000  blue-collar 
manufacturing  jobs  in  the  U.  S.,  leaving 
32,000.  It  also  has  created  12,000  mostly 
lower-paying  factory  jobs  elsewhere. 
Meanwhile,  its  U.  S.  white-collar  work 
force  has  grown  by  8,000,  to  118,000. 
"We're  losing  low-skilled  jobs  overseas 
or  to  technology,"  says  William  J.  War- 
wick, president  of  microelectronics  man- 
ufacturing at  AT&T.  "I  need  more  engi- 
neers, designers,  and  high-skilled 
technicians,  but  fewer  people  who  make 
circuit  boards." 
Jacqueline  A.  Gregory  proves  his 


point.  A  29-year-old  electrical  engineer  at 
AT&T's  Allentown  (Pa.)  microelectronics 
facility,  she  was  hired  last  September  to 
help  develop  software  that  AT&T  custom- 
ers use  to  design  semiconductor  chips. 
AT&T  created  Gregory's  group  of  six  en- 
gineers shortly  before  she  signed  on, 
then  added  four  positions.  "We're  now 
trying  to  hire  three  more  people,"  she 
says.  And  Gregory  is  back  in  college 
part-time,  aiming  for  a  masters  degree. 
BORDER  CROSSING.  Dreama  B.  Fields, 
33,  (cover  photo)  has  had  the  opposite 
luck.  She  worked  for  nine  years  as  an 
assembler  and  packer  at  an  AT&T  plant 
that  made  transformers  and  oth- 
er devices  in  Radford,  Va.  Then, 
in  1990,  after  moving  work  to 
Matamoros,  Mexico,  for  five 
years,  AT&T  shut  the  plant.  By 
then,  800  of  Radford's  2,100  blue- 
collar  jobs  had  migrated  south. 
Labor  comprised  about  507^  of 
production  costs  at  Radford, 
says  Warwick.  He  won't  give  the 
figure  in  Mexico.  But  workers 
there  earn  an  average  $2.35  an 
hour  in  wages  and  benefits,  vs. 
the  $13  Fields  earned. 

Fields  has  suffered  less  than 
many  of  her  peers  because  her 
husband,  James,  has  a  job  as  a 
state  park  ranger.  But  they  have 
cut  back  so  she  can  attend  com- 
munity college.  They  buy  second- 
hand clothes  for  Audrey,  4,  and 
often  don't  spend  the  $10  a 
month  for  Candi,  13,  to  enter 
bowling  contests.  Fields  hopes 
accounting  classes  will  help  her 
get  work  as  a  payroll  clerk — a 
$5-an-hour  job  in  Radford.  "It 
will  be  years  before  I  get  back  to 
where  I  was,"  she  says. 

Even  workers  who  still  have 
jobs  feel  the  fallout.  From  1979 
to  1989,  as  the  sum  of  exported 
and  imported  goods  rose  from  557<  of 
U.  S.  manufacturing  output  to  827",  the 
average  pay  and  benefits  of  U.  S.  fac- 
tory workers  fell  67^  after  inflation. 
Meanwhile,  plant  productivity  rose  427. 
In  fact,  factory  pay  in  Europe  and  Ja- 
pan, where  companies  and  governments 
train  workers,  gained  on  the  U.  S.  aver- 
age after  inflation  and  exchange-rate  ad- 
justments. German  factory  compensa- 
tion has  passed  U.  S.  levels  for  the  first 
time  in  modern  history. 

This  trend  probably  won't  turn  around 
soon.  UCLA's  Learner  recently  tried  to 
project  how  much  free  trade  would  cost 
less  skilled  workers  in  the  future.  To  do 
so,  he  looked  at  how  trade  changed 
prices  for  goods  from  1972  to  1985  in  38 
labor-  and  capital-intensive  manufactur- 
ing industries,  then  figured  the  pay  ef- 
fect on  professional  and  blue-collar  em- 
ployees across  the  economy. 

He  found  that  trade  raised  demand 
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for  higher-skilled  work,  as  Stolper  and 
Samuelson  predicted.  So  the  average  an- 
nual pay  of  17  million  professionals  was 
9%,  or  $1,900,  higher  than  it  would  have 
been  without  trade  growth.  But  annual 
pay  of  more  than  90  million  other  work- 
ers was  $465,  or  37^,  lower  than  it  would 
have  been  otherwise.  Learner  predicts 
that  lower-skilled  workers  will  suffer 
similar  declines  in  the  1990s — and  that 
professionals  will  reap  similar  gains — if 
manufacturing  trade  grows  the  60%  it 
did  in  the  period  he  studied.  "Gains  from 
the  expansion  of  trade  will  continue  to 
be  very  unequally  distributed,"  he  adds. 

This  may  be  true  even  if  trade  growth 
slows,  as  the  mere  threat  of  exporting 
jobs  keeps  pay  down.  In  June,  Philips 
wrung  concessions  from  the 
McAmises  and  1,600  colleagues 
who  have  so  far  survived  the 
transfer  of  900  jobs  to  Juarez. 
The  International  Union  of 
Electronic  Workers  accepted 
$1.50  an  hour  less  for  new 
hires  than  current  workers 
get — and  no  benefits.  These 
conditions  will  apply  to  600  or 
more  laid-off  workers  who  ma\ 
be  recalled.  The  union  consent- 
ed, officials  say,  because  Phil- 
ips threatened  to  shift  all  TV 
production  to  Mexico  and  leave 
300  distribution  jobs  in  the 
U.  S.  Says  F.  Joseph  Brang, 
the  Greeneville  plant  manager: 
"There  is  great  pressure  to 
move  work  to  Mexico  because 
of  the  low  labor  costs  there." 

Free-trade  advocates  such  as  Massa- 
chusetts Institute  of  Technology  econo- 
mist Rudiger  Dornbusch  argue  that  the 
loss  of  lower-skilled  jobs  is  not  only  inev- 
itable in  a  world  awash  with  cheap  la- 
bor— but  may  be  a  blessing  in  disguise. 
If  trade  growth  indeed  spurs  exports  of 
value-added  products,  where  the  U.  S. 
has  an  edge,  then  higher-paying  jobs 
should  spring  up  to  replace  lower-paying 
ones  that  are  lost,  he  says. 
POSITIVE  STATIC.  But  for  this  to  occur, 
most  companies  must  try  the  approach 
taken  by  those  such  as  Motorola.  Today, 
only  44%  of  its  100,000  employees  work 
in  the  U.  S.,  vs.  nearly  100%  in  "i960.  Part 
of  the  shift  overseas  reflected  a  desire 
to  manufacture  in  its  best  markets.  But 
nearly  half  of  the  change  stemmed  from 
a  search  for  low  wages,  says  A.  William 
Wiggenhorn,  Motorola's  vice-president 
for  training  and  education.  Then,  in  the 
early  1980s,  Motorola  reexamined  itself 
in  light  of  moves  it  was  making  to  just- 
in-time  inventory  control,  total  quality 
management,  and  teamwork  systems. 
More  than  cheap  labor,  "today,  we  want 
high  quality  and  a  short  time  to  mar- 
ket," says  Wiggenhorn.  "So  we  don't 


move  employment  to  low-cost  countries 
anymore." 

Take  Motorola's  cellular  phone  busi- 
ness. When  the  company  started  making 
the  phones  in  1983,  it  eliminated  larger 
parts  by  putting  their  functions  on  com- 
puter chips.  This  required  less  assembly, 
cutting  labor  costs  to  10%'  to  15%'  of 
production  costs,  vs.  25%'-plus  in  previ- 
ous products.  The  company  also 
switched  to  a  labor  relations  strategy 
that  encourages  its  3,000  cellular  phone 
employees  in  Arlington  Heights,  111.,  to 
boost  quality  and  productivity. 

Last  year,  for  instance,  Lemel  Lewis, 
who  makes  circuit  boards  for  phones, 
joined  a  plantwide  team  formed  to  re- 
duce static  in  the  air,  which  causes  de- 


A  BELL  LABS 

AT&T  has  cut  21,000  low-skill 
jobs  since  1984  but  expanded 
white-collar  hires,  such  as 
Jacqueline  Gregory,  by  8,000 


fects  as  boards  are  produced.  The  team 
tested  various  antistatic  packages  used 
to  move  the  boards  along  the  assembly 
line  and  "discovered  that  a  clamshell- 
shaped  package  is  the  best,"  says  Lewis. 
The  change  has  helped  boost  quality  and 
keep  Motorola  ahead  of  its  rivals  abroad. 

A  few  companies  are  even  trying  the 
higher-skills  approach  in  apparel,  one  of 
the  most  labor-intensive  industries.  In 
traditional  piecework,  each  worker  at  a 
machine  sews  the  right  pocket,  say,  onto 
30  garments  that  arrive  in  a  bundle. 
Then  the  bundle  moves  to  the  next  ma- 
chine for  the  left  pocket.  Recently,  com- 
panies such  as  Russell,  Levi  Strauss, 
and  Sarah  Lee  Corp.'s  Hanes  have  be- 
gun to  create  teams  of  30  to  50  workers 
that  make  an  entire  garment.  Operators 
within  each  team  move  between  ma- 


chines to  eliminate  bottlenecks.  A 
they,  not  supervisors  or  engineers, 
cide  how  to  set  up  the  line. 

Levi  Strauss  &  Co.  just  began  conve 
ing  its  27  U.  S.  plants  last  fall,  so 
doesn't  yet  know  if  teams  boost  prodij 
tivity.  But  other  benefits  are  clear.  Ea' 
plant  now  can  make  a  bundle  of  30  jea 
in  seven  hours  from  start  to  finish 
stead  of  the  six  days  it  often  took 
bundles  got  stuck  at  different  stages 
the  old  system.  So  a  factory  can  rapi 
switch  styles  and  sizes  to  respond 
consumer  demand. 

MORE  GRAOS?  At  Levi's  432-emplo; 
Blue  Ridge  (Ga.)  plant,  which  last  sprii 
became  the  first  to  convert  entirely  I 
teams,  defects  fell  to  1.9%-  of  product! 

in  April,  from  2.6%  during  tl 
same  month  in  1991.  "Our  f; 
tories  couldn't  compete  wr 
overseas  ones  on  a  pure  cc 
basis,"  says  Peter  Jacobi,  1 
vi's  president  of  global  soui 
ing.  "If  the  team  system  si 
ceeds,  there  are  a  lot 
products,  like  shirts  and  Doc 
ers  jeans,  we  could  produ 
here"  at  current  wage  rates 
Foreign  factories  may  not 
far  behind,  however.  One 
General  Motors  Corp.'s  hig 
est-quality  plants  is  in  Ram- 
Arizpe,  Mexico.  And  AT&T 
Warwick  uses  teamwork 
Juarez.  "The  average  educ 
tion  level  in  Mexico  is  abo 
the  ninth  grade,  but  it  doesr 
take  more  than  that  to  use  ne 
manufacturing  techniques,"  he  says 

If  U.  S.  companies'  efforts  to  boo 
skills  don't  reverse  wage  inequality,  it 
unclear  what  will.  Until  recently,  Ko 
ters,  among  others,  thought  labor  ma 
ket  forces  might  narrow  the  gap. 
notes  that  college  enrollment  rate 
jumped  from  33%  of  14-  to  24-year-ol( 
in  1984  to  39%  in  1990.  If  the  lure 
higher  pay  hastens  this  trend,  then 
theory  the  supply  of  college  gra( 
should  eventually  match  the  demand  fi 
them.  And  a  resulting  shortage  of  les 
er-skilled  workers  could  ease  the  dow 
ward  pressure  on  pay  for  these  peopk 
The  problem  is,  this  scenario  requirt 
a  lot  more  college  grads.  John  H.  Bis 
op,  an  economist  at  Cornell  Universit 
puts  the  figure  at  1.2  million  a  year,  v 
1  million  now.  Both  President  Bush  ar 
Democratic  candidate  Clinton  suppo 
tuition-loan  programs  that  would  he 
more  students  finish  college.  But  boos 
ing  the  graduation  total  will  be  hard 
do,  given  that  there  are  only  25  millic 
18-  to  24-year-olds  today,  vs.  30  million 
1979.  In  fact,  says  Bishop,  based 
these  demographics,  "I  project  a  slo\ 
down  in  the  growth  of  college-educatt 
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kiTs  and  a  cimtiiiiiini;  fscalalinii  df 
e  premiums  for  collef^'c  graduates." 
ompanies  and  government  could  help 
1  things  out  by  training  more  exist- 
workers.  Washington  now  spends 
at  $4  billion  a  year  on  training.  Em- 
ers  spend  $30  billion  more,  mostly  to 
rade  the  skills  of  professionals.  To 
ch  Japan  and  Germany,  U.  S.  indus- 
should  be  investing  $15  billion  more 
3ar,  says  the  American  Society  for 
ning  &  Development.  "Even  if  you 
1  $60  billion  a  year  in  training  and 
nation,  we  should  spend  it,"  argues 
s  Dornbusch.  "What  else  can  you  do, 


given  that  we're  now  seeing  the  results 
of  not  doing  so,  like  the  L.  A.  riots?" 

Economists  once  thought  that  the  in- 
ecpiality  of  the  past  decade  occurred 
mainly  because  sluggish  productivity 
gains  slowed  growth — and  because  low- 
er-wage workers  suffer  most  when 
growth  stagnates.  They  assumed  that  as 
productivity  rose,  wage  inequality  would 
recede.  But  global  competition  may  now 
prevent  this.  "You  can't  expect  an  auto- 
matic link  anymore  between  the  overall 
economy  and  less  educated  workers," 
says  Harvard  economist  Katz. 

This  isn't  an  argument  for  protection- 


ism, with  all  its  negative  effects.  In- 
stead, it  should  prompt  debate  on  ways 
to  ensure  that  the  benefits  of  free  trade 
don't  go  just  to  America's  top  half.  "If 
there  really  is  a  net  gain  from  trade,  we 
ought  to  compensate  the  losers"  with 
subsidized  training  or  lighter  tax  bur- 
dens, argues  Andrew  M.  Sum,  an  econo- 
mist at  Northeastern  University  in  Bos- 
ton. Otherwise,  there  will  be  no  lifeboats 
for  Allen  McAmis,  Dreama  Fields,  and 
millions  more  whose  ship  is  sinking. 

By  Aaron  Bernstein  in  New  York,  with 
Walecia  Konrad  in  Blue  Ridge,  Ga.,  and 
Lois  Therrien  in  Arlington  Heights.  III. 


GE'S  HARD  LESSON:  PAY  CUTS  CAN  BACKFIRE 


i^^^hen  international  competi- 
I^Av  tion  hit  the  U.  S.  full  force  in 

Wwm  the  early  1980s,  most  manu- 

;turers  slashed  labor  costs  by  ex- 

icting  concessions  or  shipping  jobs 

erseas.  Some  now  wonder  if  this  was 

se.  If  getting  ahead  turns  as  much 
quality  and  productivity  as  on  cost, 

iy  reason,  maybe  there's  a  better 

ly.  That's  the  thinking  behind  one 

ange  in  plans  at  General  Electric  Co. 

Back  in  1987,  GE's  electric  motors 

;ision  was  in  trouble.  A  chief  domes- 
rival,  nonunion  Emerson  Electric 

1.  in  St.  Louis,  paid  its  workers  $7.20 
hour,  vs.  GE's  $11,  GE  says.  Both 

mpanies  had  opened  motor  plants  in 

igapore  and  Mexico,  where  wages 

3re  80<t  to  $1.50  an  hour,  and  GE  re- 

lined  No.  1  in  motors  that  go  into 

erything  from  refrigerators  to  com- 

ter  disk  drives.  But  the  division's 

venues  had  fallen  by  7%^  since  1984, 
$710  million.  Return  on  sales  was 

58  than  2%,  vs.  an  average  6%  at 

her  GE  units — even 

ough  the  division  had 
the  course  of  a  de- 

de  shed  5,300  jobs, 
of  its  total. 

.UNDER.  CEO  John  F. 

elch  Jr.  had  threat- 

led  to  jettison  any  GE 

isiness  not  No.  1  or 

0.  2  in  its  market,  so 

e  division  decided  to 

:t.  It  demanded  that 

5  hourly  workers  ac- 

■pt  an  11%  cut  in  pay 

id  forgo  scheduled 

.ises  of  $1.30  an  hour. 

ley  did.  Then,  after 

osing  2  of  its  12  motor 

ants,  GE  guaranteed 

le   remaining  5,400 

orkers  their  jobs  for 

ree  years  and  sank 

!00  million  into  new 

iuii)ment  and  product 


development.  "At  the  time,  investing  at 
[existing]  wage  levels  didn't  seem 
sane,"  says  Frank  P.  Doyle,  GE's  senior 
vice-president  for  external  and  industri- 
al relations. 

What  looked  like  a  sweet  deal  then, 
GE  now  sees  as  a  blunder.  True,  the 
pay  cuts  saved  $25  million  a  year.  And 
the  plant  closings  eliminated  1,000  jobs. 
But  both  company  and  union  officials 
say  worker  morale  sank  like  a  stone. 
"Productivity  went  to  hell,"  says 
Doyle,  although  he  won't  give  figures. 

So,  the  division  is  remaking  itself 
again.  This  time,  the  strategy  centers 
around  modern  techniques:  just-in-time 
inventory  systems,  quality  control,  de- 
sign-for-manufacture,  and  Japanese- 
style  teams  of  seven  to  eight  workers 
who  rotate  tasks  and  make  daily  deci- 
sions about  how  work  should  be  done. 
GE  hopes  these  approaches  will  offset 
its  wage  disadvantage — it  still  pays  $10 
an  hour — by  boosting  efficiency.  In- 
deed, in  the  past  year  the  division's 
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productivity  gains  have  been  "above 
moderate,"  says  a  GE  official,  even 
though  the  new  strategies  are  just  be- 
ing implemented.  Welch  has  given  the 
unit  until  1994  to  boost  returns.  By 
then,  GE  wants  it  to  match  the  efficien- 
cy gains — generally,  4%  to  8%  a  year — 
in  its  other  units  that  have  tried  team- 
work. "The  biggest  change  in  our 
thinking  since  1988,"  says  Doyle,  "is 
that  we  now  see  that  the  productivity 
available  is  really  extraordinary." 
NEW  CRITERIA.  It's  too  early  to  tell  if 
the  new  tactic  will  work.  GE  still  may 
farm  out  some  labor-intensive  work  on 
motor  parts  such  as  switches  or  wash- 
ers. And  the  bad  feelings  from  the 
wage  cut  persist.  In  early  May,  1,000 
workers  in  Fort  Wayne,  Ind.,  voted 
down  contract  changes  their  union  ne- 
gotiated to  make  teamwork  blossom,  in 
part  because  some  people  would  have 
lost  up  to  $5  an  hour  in  incentive  pay. 
But  Fort  Wayne  has  set  up  some 
teams,  and  union  leaders  want  them  to 
work.  "If  we're  going 
to  stay  in  the  motor 
business,  we  have  to 
make  it  profitable," 
says  Dewey  D.  Minton, 
who  heads  the  GE  con- 
tingent of  the  Interna- 
tional Union  of  Elec- 
tronic Workers. 

If  the  latest  effort 
works,  does  it  mean  GE 
erred  in  giving  up  on 
such  businesses  as  TVs 
and  housewares,  which 
seemed  doomed  against 
low-wage  rivals?  GE  of- 
ficials say  they  haven't 
done  such  hypothetical 
calculations.  But,  adds 
Doyle,  "the  decision  cri- 
teria would  be  different 
today." 

By  Aaron  Bernstein  in 
New  Yorii 


TEAM  SPIRIT:  "THE  PRODUCTIVITY  AVAILABLE  IS  REALLY  EXTRAORDINARY' 
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POLITICS  I 


CIINTON'S  ECONOMIC 
BRAIN  TRUST 


They  don't  think  government  can  fix  everything,  but  they  don't  think  market  forces  can,  either 


ack  in  June,  with  his  campaign 
>  s{)uttering,  Bill  CHnton  desperate- 
ly needed  to  ignite  his  Presiden- 
tial bid.  The  spark  came  from  an  unlike- 
ly source:  a  22-page  economic  manifesto. 
Although  it  ducked  the  deficit  problem 
and  seemed  a  mite  cautious, 
the  plan  was  credible.  Most 
important,  it  began  to  define 
Clinton  as  someone  other 
than  a  traditional  liberal  de- 
termined to  redistribute  a 
shrinking  pie.  This  was  a 
Democrat,  voters  began  to 
learn,  who  used  words  such  as  "growth" 
as  much  as  "fairness." 

If  Clinton  doesn't  sound  like  Demo- 
crats past,  credit  the  new  breed  of  eco- 
nomic advisers  he  has  gathered  around 
him  (table).  Most  members  of  this  eclec- 
tic band  of  lawyers,  investment  bankers, 
management  consultants,  and  decidedly 
nontraditional  economists  distrust  the 
old  Democratic  faith  in  government 
management  of  the  economy.  Yet 
they're  not  willing  to  leave  everything  to 


market  forces.  They  seek  what  they  call 
a  third  way,  one  that  mixes  government 
activism  with  private  investment. 

To  them,  investment  in  both  human 
and  physical  capital  is  the  key  to  the 
economic  future.  They  eschew  Keynes- 
ian  manipulation  of  demand 
in  favor  of  policies  aimed  at 
helping  business  and  labor 
function  more  efficiently. 
That  bias  plays  down  the  role 
of  the  heavyweight  macro- 
economists  who  used  to  domi- 
nate Democratic  campaigns. 
Muses  liepublican  activist  and  Salomon 
Brothers  Managing  Director  Stephen  E. 
Bell:  "Maybe  that's  why  Clinton  is  doing 
so  well." 

The  Clinton  team  has  no  single  eco- 
nomic guru.  Several  insiders  are  1960s 
student  radicals  turned  fortysomething 
policy  junkies.  Most  are  friends  from 
Clinton's  student  days.  Some,  such  as 
Occidental  College  Professor  Derek 
Shearer,  are  traditional  liberals,  while 
others,  such  as  Progressive  Policy  Insti- 


tute Vice-President  Robert  J.  Shap 
are  more  market-oriented.  They  disag 
on  some  key  issues,  particularly  tr; 
and  industrial  policy.  Except  for  a  Ji 
session  to  thrash  out  the  economic  ag 
da  and  a  convention  get-together, 
group  rarely  meets.  Instead,  ideas 
chewed  over  on  the  phone  and  by  p£ 
ing  around  reams  of  position  papers. 
'INCENTIVES.'  Most  recognize  the  lin 
of  activist  government.  Says  Blackst( 
Group  Vice-Chairman  Roger  C.  Altm 
"Government  can't  by  itself  create  hi 
er  productivity  or  growth.  It  can  ere 
incentives  for  investment  and  a  sta 
environment  for  business  to  prosper. 

To  be  sure,  in  recent  weeks,  Clin 
has  widened  the  circle  to  include  m 
traditional  Democratic  economists  si 
as  Robert  Eisner  of  Northwestern;  A 
Blinder  of  Princeton  (a  BUSINESS  WE 
columnist);  MIT  Professors  Robert  Sok 
Paul  R.  Krugman,  and  Rudiger  Do 
busch;  Harvard  trade  specialist  Lai 
Tyson;  and  Brookings  Institution  hea 
care  expert  Henry  Aaron.  They  are  h( 


THE  KNIGHTS  OF 
BILL  CLINTON'S 
ROUNDTABLE 


ROGER  C.  ALTMAN 


Vice-chair- 
man of  the 
Blackstone  Groui .  investment 
bankers.  Former  Assistant  Trea- 
sury Secretary  for  domestic  poli- 
cy in  the  Carter  Administration. 
Critic  of  big  budget  deficits,  but 
urges  caution  in  slashing  deficit 
too  quickly  now.  Says  govern- 
ment alone  can't  create  growth 
and  higher  productivity 


IRA  C.  MAGAZINER 


President 
of  SJS  Inc., 
a  Providence  (R.I.)  management- 
consulting  firm.  Long  a  friend  of 
Clinton's,  he  advocates  defense- 
conversion  programs  and  im- 
proved education  and  training  for 
all  U.S.  workers.  A  trade  hawk, 
he  probably  leans  more  toward 
managed  trade  than  others  in  the 
brain  trust  do 


ROBERT  B.  REICH 


Lawy 
profe: 

Harvard's  Kennedy  Scho 
nomic  adviser  to  1988  caj 
of  Michael  Dukakis,  auth( 
recently  of  The  Work  of  A 
Has  known  Clinton  since 
studied  at  Oxford.  Argue; 
business  and  capital  know 
tional  boundaries  and  pus 
human-capital  investment 
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U)  fill  in  (Ictuils  of  the  economic  phin. 
the  framework  was  set  a  month  ago 
Clinton's  brain  trust,  which  iiuts 
rmatism  above  economic  theory, 
he  best-known  is  probably  Robert  R. 
;h,  who  teaches  political  economics  at 
yard's  John  F.  Kennedy  School  of 
ernment.  He's  a  prolific  writer  and 
mentator  who  has  been  raisinjj  the 
kles  of  academic  economists  for 
's.  Clinton's  economic  manifesto — 
ting  People  First — echoes  Reich's 
f  that  human  capital  is  the  key  to 
roving  the  U.  S.  standard  of  living. 
,'h  argues  that  a  country's  economy 
be  built  only  on  its  people  and  their 
s.  F'isca]  policy,  he  adds,  ought  to 
:et  long-term  investment,  not  deficit 
iction.  That  argument  boosts  a  view 
probably  serves  Clinton's  political 
rests  as  well:  soft-pedaling  the  pain- 
choices  that  would  have  to  be  made 
lash  the  massive  federal  deficit.  Says 
;h:  "Our  primary  goal  is  an  economic 
A^th  plan  that  generates  high  real 
;es  and  improves  productivity." 
hat  view  is  shared  by  Shapiro,  who 
been  a  wellspring  of  market-oriented 
s  for  Clinton  and  his  fellow  members 
the  centrist  Democratic  Leadership 
ncil.  A  former  journalist  who  was 
lied  as  a  political  economist,  he  advo- 
:s  a  microeconomic  approach  to  busi- 
;  problems.  "We  have  to  focus  on 
•  business  works,"  he  says.  "We  can- 
manage  capitalism." 
linton's  Wall  Street  connection  also 
;ses  hard  for  market-oriented  solu- 
s.  Blackstone's  Altman,  who  met 
ton  when  they  were  both  undergrad- 
is  at  Georgetown  University,  re- 
ed their  acquaintance  after  Clinton 
an  his  campaign.  Although  Altman 


was  deeply  involved  in  the  Carter  Ad- 
ministration's bailout  of  Chrysler  Corp., 
the  incident  left  him  with  doubts  about 
Washington's  ability  to  intervene  in  busi- 
ness. "It  made  me  humble  about  govern- 
ment's role,"  he  says. 

Altman  once  argued  strongly  for  a 
balanced  budget.  Now,  he  thinks  a 
quick,  radical  deficit  reduction  "is  too 
much  for  this  fragile  economy."  While 
he  agrees  with  Reich  that  the  focus 
should  be  on  human  capital,  he  also  fa- 
vors government  incentives  for  invest- 
ment in  factories  and  equipment:  "We 
must  invest  in  both." 

Clinton  also  gets  a  hard-nosed  invest- 


It's  an  eclectic  mix  of  lawyers, 
investment  bankers, 
consultants,  and  decidedly 
nontraditional  economists 


ment-banking  perspective  from  Goldman 
Sachs  Co-Chairman  Robert  E.  Rubin. 
He's  serving  as  an  economic  sounding 
board  for  the  brain  trusters,  offering  a 
perspective  on  how  ideas  would  work  in 
the  real  world.  He  has  also  pressed  the 
need  for  long-term  solutions  rather  than 
quick  fixes. 

The  market  orientation  of  Shapiro  and 
the  Wall  Streeters  is  balanced  on  the  left 
by  two  old  friends  of  Clinton's:  Shearer 
and  Ira  C.  Magaziner.  The  least-known 
of  the  group,  Shearer  is  probably  also 
the  most  liberal.  He  heads  Occidental's 
International  &  Public  Affairs  Center 
and  has  taught  urban  studies  there  and 


at  the  University  of  California  at  Los 
Angeles.  A  onetime  anti-Vietnam  War 
activist.  Shearer  met  Clinton  while  in 
London  doing  investigative  reporting  on 
the  conflict.  A  close  Clinton  friend,  he 
serves  as  a  coordinator.  Few  of  his  ideas 
have  been  adopted  by  the  campaign.  He 
favors  aggressive  government  interven- 
tion in  both  economic  and  social  policy: 
"I  think  an  activist  government  works." 
HIGH-TECH  PUSH.  Magaziner,  another 
supporter  of  government  activism,  may 
be  the  most  controversial  of  the  insiders. 
The  management  consultant  is  a  pal  of 
Clinton's  from  their  days  at  Oxford  Uni- 
versity. He  has  heavily  influenced  Clin- 
ton's thinking  on  worker  training  and 
education.  Unlike  Shapiro,  Magaziner 
wants  government  to  support  U.  S.  tech- 
nologies directly.  Says  Magaziner:  "The 
extent  to  which  you  have  strong  U.  S.- 
based  manufacturing  is  important." 

The  role  of  pulling  together  these  dis- 
parate views  falls  to  the  youngest  mem- 
ber of  the  team,  33-year-old  Gene  Sper- 
ling. He's  also  a  veteran  of  the  Dukakis 
campaign  and  the  only  one  of  the  group 
who  serves  as  a  full-time  Clinton  aide. 
Another  macroeconomic  outsider,  his 
views  have  been  shaped  by  Reich,  for 
whom  he  worked  as  an  assistant  at  Har- 
vard, and  by  Lawrence  Summers,  a  for- 
mer Harvard  professor  who  is  now  chief 
economist  at  the  World  Bank. 

Clinton  is,  by  most  accounts,  a  practi- 
cal man  with  little  patience  for  academic 
theory.  "Clinton  doesn't  have  gurus," 
says  Shearer.  "He's  not  set  in  ideological 
ways.  He  wants  to  know  what  would 
work."  It's  hard  to  know  if  Clinton's 
plan  would  revive  the  economy,  but  so 
far,  it's  working  just  fine  as  politics. 
Bi/  Hoicard  Gleckman  in  Washington 


E.  RUBIN 


Co-chairman 
of  Goldman, 
Co.  Chair  of  New  York 
St  committee  for  July's 
tic  National  Convention 
ime  fund-raiser.  Barely 
nton  until  recently  but  is 
ig  policy  more  m  this 
1  than  in  past  races. 
Clinton  prepare  for  de- 
vors  market  solutions 


ROBERT  J.  SHAPIRO 


Vice-presi- 
dent of  the 
Progressive  Policy  Institute,  a 
middle-of-the-road  think  tank. 
Former  aide  to  Dukakis,  onetime 
top  economic  adviser  to  Senator 
Daniel  P.  Moynihan  (D-N.Y.),  Na- 
tional Bureau  of  Economic  Re- 
search fellow.  Probably  the  most 
market-oriented  member  of  the 
Clinton  economics  team 


DEREK  SHEARER 


Director  of  the 
International 
Public  Affairs  Center  at  Occiden- 
tal College.  He's  perhaps  the 
most  traditional  liberal  among  the 
advisers.  Briefly  served  as  an 
aide  to  California  Governor  Jerry 
Brown.  Calls  himself  a  student  of 
institutional  economics  but  says: 
"I'm  not  a  mathematical  or  highly 
theoretical  person" 


GENE  SPERLING 


Lawyer  and 
graduate  of 
Wharton's  MBA  program.  For- 
mer aide  to  New  York  Governor 
Mario  Cuomo.  Acts  as  a  traffic 
cop  for  economic  ideas,  in  con- 
stant touch  with  the  brain  trust  as 
well  as  an  expanding  group  of  ma- 
croeconomists  who  serve  as  un- 
official advisers  to  the  campaign 
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CHIEF  EXECUTIVES  I 


CATERPILLAR'S  DON  FITES: 
WHY  HE  DIDN'T  BLINK 


The  combative  CEO  breaks  his  silence  about  the  strike  and  the  reasons  he  took  such  a  tough  line 


uring  the  mid-April  climax  of  the 
five-month  United  Auto  Workers 
strike  at  Caterpillar  Inc.,  there 
was  no  shortage  of  media  coverage.  If 
the  morning  news  didn't  feature  strikers 
hurling  epithets  at  workers  crossing  the 
picket  lines,  you  could  always  count  on 
the  evening  report.  Union  leaders  shout- 
ed slogans;  Caterpillar  flacks  responded 
from  their  own  set  of  cue  cards.  When 
Cat  finally— and  remarkably — broke  the 
mighty  UAW  with  the  threat  of  hiring 
replacement  workers,  the  collapse  regis- 
tered on  TV  screens  from  coast  to  coast. 

But  throughout  the  strike,  one  face 
was  notably  absent  from  the  spotlight: 
that  of  Caterpillar  Chairman  Donald  V. 
Fites.  Cat's  top  executive  avoided  press 
conferences  and  ducked  interviews.  He 
revealed  nothing  of  himself  or  how  far 
he  was  willing  to  push  the  union.  By  the 
time  he  delivered  his  threat  to  replace 
Cat's  11,000  striking  workers,  it  caught 
the  union  flat-footed.  "We  never  thought 
he'd  actually  go  that  far,"  says  UAW  Lo- 
cal 145  President  John  Paul  Yarbrough. 
GRITTY  RESOLVE.  They  should  have 
checked  his  resume.  To  the  outside 
world,  Fites,  58,  had  been  an  invisible 
member  of  Caterpillar's  vast  bureaucra- 
cy. But  since  the  early  1970s,  he  has 
focused  a  gritty  resolve  on  bending  the 
company  to  his  vision  of  what  makes  an 
industrial  enterprise  efficient.  He  re- 
vamped Cat's  product  development  pro- 
cess in  the  mid-1970s  and  overhauled 
worldwide  marketing  during  the  late 
1980s.  Since  assuming  Caterpillar's  helm 
in  1990,  he  has  broken  the  $10  billion 
monolith  into  smaller,  more  manageable 
units.  Says  former  Caterpillar  Chairman 
Lee  L.  Morgan:  "He's  one  of  the  most 
determined  men  I've  ever  met." 

Sl<i)-ing  down  the  union — if  it  came  to 
that— w;i:-  merely  a  logical  extension  of 
Fites' s  drive  to  remake  Cat.  Years  spent 
iversea^  f^irticularly  in  Japan,  con- 
v:aced  i.im  ;iuit  America's  manufactur- 
ers are  ho!.:  iK  d  by  inefficiency,  includ- 
ing labor  relau:  "In  Japan,"  he  says 
wistfully,  "uni  ire  deeply  dedicated 
to  the  succes;>  company,  and  Japa- 
nese companies  i       been  very  success- 


ful." Cat  railed  on  about  wages  during 
the  strike,  but  the  real  clash  was  over 
power.  In  the  face  of  the  UAW's  insis- 
tence on  "pattern  bargaining" — a  pro- 
cess whereby  all  companies  in  an  indus- 
try accept  similar  union  contracts — Fites 
was  bent  on  reasserting  the  company's 
"right  to  manage." 

Of  course,  Fites's  hard  line  runs  the 
risk  of  alienating  his 
union  workers,  rather 
than  drawing  them  clos- 
er in  some  Japanese 
sense  of  corporate  fam- 
ily. But  once  he  dug  in 
his  heels,  Fites  wasn't 
going  to  budge.  Friends 
say  he  wears  stubborn- 
ness like  an  old  pair  of 
jeans.  He  first  slipped 
them  on  while  growing 
up  poor  on  an  Indiana 
corn  farm.  "When  he 
makes  up  his  mind,  he 
isn't  easily  swayed," 
says  farmer  William  W. 
Erwin,  a  lifelong  friend. 
The  UAW  found  that  out 
the  hard  way.  "I  didn't 
begin  negotiations  in- 
tending to  hire  replace- 
ments," Fites  says, 
"but  I  felt  I  had  no 
choice." 

Since  becoming  chair- 
man of  Caterpillar, 
Fites  has  done  more  to 
transform  the  stodgy 
h^  avy -equipment  maker 
th  n  any  of  his  prede- 
ces  ors.  "He  has  com- 
pletely changed  the  cul- 
ture,' -^ays  industry 
consul;  J  nt  Frank  Man- 
fredi.  The  centerpiece  has  been  a  rugged 
restructuriiiLr  of  the  organization 
chart — a  plat;  instituted  under  his  for- 
mer boss,  George  A.  Schaefer,  but  de- 
signed by  Fit"s.  He  briskly  sketched  it 
out  one  day  while  sitting  at  his  desk. 
"We  talked  to  all  the  consultants,"  Fites 
says,  "but  who  knows  the  business  bet- 
ter than  those  who  work  there?" 


DONALD  V.  FITES 


PERSONAL 


Age:  58 

Bom  on  a  90-acre  farm  in 
Bourbon,  Ind. 


EDUCATION 


Valparaiso  Univ.,  BA,  1956 
MIT  Sloan  School  of  Man- 
agement, MBA,  1971 


CAREER  TRACK 


Began  at  Cat  after  college. 
Spent  total  of  16  years 
bouncing  around  South  Afri- 
ca, Europe,  Brazil,  and  Japan 
between  stints  in  Peoria. 
Wrote  master's  thesis  on 
Japanese  manufacturing  but 
rose  through  the  Cat  sales 
organization.  Named  presi- 
dent in  1989.  Architect  of 
Chairman  George 
Schaefer's  vaunted  program 
to  push  down  authority  by 
breaking  Cat  into  14  sepa- 
rate profit  centers 


FAVORITE  LEISURE  ACTIVITY 


Aerobics  three  times  a  week 
at  a  Peoria  gym 
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The  idea  was  to  thin  the  bureaucr 
and  move  responsibility  for  decision 
and  profits — further  down  the  1 
While  axing  2,000  salaried  and  5, 
hourly  workers,  Fites  broke  Caterpi 
into  14  profit  centers,  requiring  eacl 
post  a  sizzling  15%  return  on  assets- 
else.  It  was  no  idle  threat.  When 
company's  money-losing  forklift  divif 
failed  to  measure 
earlier  this  year,  F 
dumped  it  into  an  8( 
joint  venture  contro 
by  Mitsubishi  Heavy 
dustries  Ltd. 

Fites's  fervor  for 
ciency  stems  from  ' 
long  career  overs 
Since  he  joined  Cateir 
lar's  marketing  dep 
ment  in  1956,  strai 
out  of  Indiana's  Va 
raiso  University,  he 
shuttled  between  I 
headquarters  and 
eign  outposts  like  a 
lomat.  He  started  a 
district  sales  reprei 
tative  in  South  Afi 
where  he  met  a  So 
African  named  Si 
Dernpsey  and  mar 
her.  Caterpillar  eve 
ally  shipped  the  coi 
to  Germany  and  f: 
there  to  Switzerland 
A  WARNING.  Fites 
turned  to  the  U.  S 
1970,  and  Cat  sent 
to  the  Massachusi 
Institute  of  Technol 
for  an  MBA.  His  thes 
Japan  Inc.:  Can  I 
Industry  Compett 
warned  of  Japan's  growing  export  pi 
ess.  It  also  earned  him  a  4 'A -year  5 
as  marketing  director  of  CaterpiH 
construction-equipment  joint  vent 
with  Mitsubishi  in  Tokyo. 

Globe-trotting  taught  Fites  how 
fling  a  large  bureaucracy  can  be.  W 
making  sales  calls  in  Africa,  for 
stance,  he  often  had  pricing  decis 
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S:  "I  DIDN'T  BEGIN  NEGOTIATIONS  INTENDING  TO  HIRE  REPLACEMENTS,  BUT  I  FELT  I  HAD  NO  CHOICE" 


?ed  upon  him  from  headquarters  that 
ie  little  sense  in  the  local  market.  "I 
5  on  the  scene  and  knew  what  needed 
be  done,"  he  recalls.  "But  someone 
k  at  General  Office  would  make  deci- 
is  that  didn't  fit  the  situation." 
'ites  also  had  plenty  to  learn.  In  Ja- 
I,  where  he  got  his  first  experience  on 

factory  floor,  he  liked  the  way  com- 
lies  rotated  their  managers  through 
rations,  engineering,  and  sales,  creat- 

better-rounded  leaders.  He  also  ad- 
ed  labor  relations  in  Japan,  where 
h  company  has  its  own  union  and  the 
rkers  tend  to  subsume  their  interests 
)  those  of  the  company, 
'ites's  Japanese  counterparts,  howev- 
don't  remember  him  as  a  particularly 
lamic  executive.  "Compared  to  other 
:erpillar  people  I  met,  he  wasn't  that 
standing,"  says  Takechi  Kondo,  the 
it  venture's  marketing  director.  He 
s  the  young  American  didn't  truly 
lerstand  the  premium  Japanese  cus- 
lers  placed  on  product  quality.  "The 
lanese  were  sensitive  to  that  before 
"  Fites  admits. 

9  SAT?  As  soon  as  he  had  the  chance, 
es  applied  in  Peoria  what  he  had 
rned  overseas.  In  1975,  he  turned 
:'s  product  development  group  on  its 
id  by  taking  the  then-radical  step  of 
jineering  with  Japanese-style  cross- 
ictional  teams.  The  teams  included 
rketing,  design,  and  manufacturing 


people,  integrating  the  development  pro- 
cess so  plans  wouldn't  have  to  be  passed 
back  and  forth  among  departments.  De- 
velopment time  was  cut  in  half. 

Cat's  worldwide  marketing  structure 
was  Fites's  next  target.  Recalling  how 
distant  and  overbearing  the  central  of- 
fice seemed  when  he  was  a  salesman,  he 
was  convinced  Cat  paid  too  little  atten- 
tion to  its  customers'  needs.  So  when  he 
rose  to  executive  vice-president  in  1985, 
he  put  more  marketing  staffers  into  the 
field  and  turned  over  authority  for  such 
market-sensitive  matters  as  pricing  to 
district  offices.  Then,  believing  the  de- 
partment was  too  fat,  he  cut  100  man- 
agement jobs — a  rare  move  in  paternal- 
istic Peoria  headquarters. 

Fites's  Japanese  experience  resounded 
throughout  his  clash  with  the  LIAW.  The 
most  public  issue  was  wages.  During  the 
strike.  Caterpillar  repeatedly  asserted 
that  it  had  a  25%  disadvantage  in  hourly 
labor  costs  vs.  Japanese  rivals  such  as 
Komatsu  Ltd.  But  that  figure  doesn't 


The  animosity  Fites  has 
engendered  could 
easily  make  his 
victory  a  Pyrrhic  one 


take  into  account  the  high 
productivity  of  Caterpil- 
lar's work  force  and  is  hot- 
ly disputed  by  the  UAW, 
which  says  the  cost  differ- 
ential is  more  like  6%. 
Most  compensation  experts 
agree  that  simply  compar- 
ing wage-and-benefit  pro- 
grams between  the  two 
countries  is  virtually  point- 
less; measuring  productivi- 
ty is  essential.  To  do  that, 
"unit  labor  costs"  would 
have  to  be  compared,  and 
Cat  won't  reveal  those  fig- 
ures. Fites  insists  the 
wage  issue  was  crucial, 
but  it  seems  unlikely  that 
he  would  bet  his  company 
on  something  so  ill-defined. 

Rather,  Fites  talks  today 
about  another,  less  tangi- 
ble, set  of  issues  he  labels 
"the  right  to  manage."  The 
UAW,  he  says,  tried  to  com- 
mandeer Caterpillar  by  de- 
manding that  it  accept 
what  Deere  &  Co.  granted 
in  its  1991  contract — the 
old  process  of  pattern  bar- 
gaining. If  it  agreed  to  the 
terms  Deere  accepted.  Cat- 
erpillar would  have  had  to 
remain  neutral  if  the  union 
tried  to  organize  the  company's  2,000 
nonunion  factory  employees,  guarantee 
a  specific  number  of  UAW  jobs,  and  give 
the  union  input  on  which  jobs  should  be 
performed  by  outside  suppliers.  "We  will 
never  agree  to  these  things,"  Fites  says. 
BIG  STEPS.  Maybe  not.  But  the  animosity 
Fites  has  created  could  easily  turn  his 
victory  Pyrrhic.  Since  1986,  a  teamwork 
system  with  labor  has  helped  boost  Cat's 
productivity  30%.  Now,  that  collegial  ap- 
proach may  be  lost  in  rancor.  Moreover, 
the  UAW  believes  that  the  current  fracas 
is  only  the  first  round  of  a  long  war.  In 
initial  talks,  Fites  demanded  an  end  to 
companywide  contracts  in  favor  of 
agreements  based  on  the  needs  of  each 
of  the  14  profit  centers.  The  plan  was 
eventually  dropped,  but  the  UAW,  which 
sees  the  demand  as  truly  threatening, 
expects  to  see  it  again. 

Fites  has  staked  his  reputation  on  his 
ability  to  reorganize  Cat  and  win  labor 
peace  without  sacrificing  productivity. 
That  may  take  a  lot  more  than  a  healthy 
dose  of  Midwestern  stubbornness.  Still, 
Fites  has  already  done  much  to  define 
the  course  of  labor  relations  in  the 
1990s,  steering  it  in  management's  fa- 
vor. From  here  on  out,  it's  unlikely  that 
anybody  will  make  the  mistake  of  under- 
estimating him  again. 

By  Kevin  Kelly  in  Chicago,  with  Aaron 
Bernstein  in  New  York  and  Robert  Neff  in 
Tokyo 
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'THE  SYSTEM 
WAS  PERFECT' 

BW  INVESTIGATES  PERHAPS  THE  BIGGEST  INSIDER-TRADING  RING  SINCE  BOESK' 


One  day  in  May,  1989,  Michael  H. 
Borlinghaus,  president  of  a 
small  Wall  Street  trading  firm, 
picked  up  an  intriguing  tip:  Jerrico  Inc., 
which  owns  a  seafood  restaurant  chain, 
would  soon  be  taken  over  by  a  New 
York  investment  group.  He  told  his  part- 
ner Heinz  F.  Grein  and  suggested  their 
firm.  Frost  &  Sullivan  Holding  Corp., 
acquire  a  position  in  Jerrico.  Three 
months  later,  Jerrico  agreed  to  the  take- 
over at  24V4  a  share,  up  from  16  when 
Frost  &  Sullivan  started  buying  in. 

Where  did  the  tip  come  from?  Bor- 
linghaus  denies  any  illegal  activities,  but 
Grein  claims  Borlinghaus  made  it  clear 
to  him  that  the  tip  had  come  from  some- 
one with  access  to  inside  information. 

Over  the  next  two 
years,  Frost  &  Sullivan 
became  the  center  of  a 
far-flung  insider-trading 
network — perhaps  the 
largest  since  Ivan  F. 
Boesky  pleaded  guilty 
in  1986.  The  firm  invest- 
ed in  at  least  two  dozen 
deals,  including  the 
takeover  of  Motel  6, 
Norton,  Square  D,  and 
Birmingham  Steel  and 
asset  sales  by  Time, 
AmBase,  General  Sig- 
nal, and  Mission 
Resource. 

From  leads  provided 
by  Grein  and  after  its 
own  four-month  investi- 
gation, BUSINESS  WEEK 
is  now  able  to  flesh  out 
the  dimensions  of  the 
ring  and  identify  indi- 
viduals who  appear  to 
have  been  its  major  par- 
ticipants. Most  of 
Grein's  leads  have  been 
corroborated  by  inde- 
pendent sources,  includ- 
ing investors  and  such 
documents  as  trading 
and  bank  records. 


Besides  Grein  and  Borlinghaus,  the 
evidence  suggests  that  the  alleged  ring 
also  included:  Christopher  M.  Garvey,  a 
young  legal  assistant  who  worked  for 
two  years  at  Skadden,  Arps,  Slate, 
Meagher  &  Flom,  a  large  New  York  law 
firm  specializing  in  financial  deals;  Leon- 
ard S.  Bellezza  Jr.,  a  high  executive  at 
R.  H.  Macy  Co.;  and  David  J.  Simon,  a 
private  investor  in  takeover  deals.  Si- 
mon's lawyer  and  Bellezza  deny  any 
wrongdoing,  while  Garvey's  lawyer  did 
not  offer  a  response. 
DETERRENCE?  The  alleged  ring  func- 
tioned through  an  ingenious  trading  sys- 
tem that  stretched  from  New  York  to 
Panama  to  Luxembourg  and  Switzer- 
land. Much  of  the  trading  was  channeled 


through  BfG:Luxembourg,  the  Lux 
bourg  branch  of  Frankfurt-based  B; 
fiir  Gemeinwirtschaft  (BfG),  the  ^ 
enth-largest  commercial  bank  in  Ger 
ny.  BfG  advanced  loans  to  many  of 
dozens  of  well-heeled  U.  S.  and  Eun 
an  investors  who  put  money  in  the  rii 
stocks.  German  law-enforcement  < 
cials  familiar  with  the  operation  eslin 
that  at  least  $20  million  was  investfi 
insider-trading-related  transactions. 

These  activities  raise  questions  win 
er  the  massive  publicity  of  insidei'-ti 
ing  prosecutions  during  the  late  1! 
has  had  any  deterrent  effect.  On  Jun 
the  Securities  &  Exchange  Conmiis^: 
brought  charges  against  seven  pre 
nent  East  Coast  executives  and  i 


HOW  THE 

TRADING  WORKED 


CHRISTOPHER  M.  GARVEY 


0 Trading  orders  were 
initiated  by  Heinz  F. 
Grein,  a  partner  at  Frost  & 
Sullivan,  a  small  Wall  Street 
securities  firm  that  invested 
mainly  on  behalf  of  wealthy 
European  investors.  Many  of 
the  orders  were  based  on 
nside  information  allegedly 
provided  by  a  variety  of 
sources,  notably  Christopher 
M.  Garvey,  a  former  legal 
assistant  at  the  law  firm  of 
Skadden  Arps  Meagher 
Slate  &  Flom 


HEIHZ  F.  GREIN 


tors  who  allegedly  passed  tips  back  n 
forth  with  seeming  abandon. 

Some  of  the  Frost  &  Sullivan  d<,li 
notably  Motel  6  and  Norton,  are  bn 
probed  by  the  SEC,  which  has  also  1^ 
checking  into  the  activities  of  the  foui , 
Skadden  legal  assistant.  German  piSj„ 
cutors  have  been  looking  into  posoj 
tax-evasion  violations  by  some  of  theZj 
ropean  investors.  But  U.  S.  prosecui)) 
seem  unaware  even  of  the  existencU 
the  Frost  &  Sullivan  ring,  let  alomii 
broad  scope.  No  charges  are  know  l 
have  been  filed  by  U.S.  prosecLD] 
against  any  of  the  alleged  participa:s 

Many  details  about  the  network  c(i'  | 
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n  (iivin,  an  intense,  |>()\v('i-riilly  built, 
ear-old  private  investor  who  came  to 
U.  S.  from  Germany  in  li)87.  Grcin 
ded  to  tell  his  story  to  BUSINESS 
:k  after  the  ring  fell  apart  following 
iries  of  investments  that  went  sour. 
?t  &  Sullivan  is  now  out  of  business, 
in  claims  he  had  become  increasingly 
Dmfortable  with  participating  in  ille- 
activities.  His  lawyers  have  held  pre- 
nary  discussions  with  federal  prose- 
)rs  about  a  plea  bargain  under  which 
would  admit  to  a  reduced  set  of 
•ges  and  agree  to  testify  against  oth- 
in  the  ring.  The  lawyers  have  not  yet 
ilged  to  prosecutors  any  details  of 
ring. 

GOT  LUCKY.'  According  to  Grein, 
I  oversaw  Frost  &  Sullivan's  trading, 
linghaus  was  the  chief  contact  for 
rmation  sources.  A  trained  chef  who 
rated  an  institutional  food-service 
iness,  Borlinghaus  has  portrayed 
self  to  federal  investigators  as  being 
■  nominally  involved  with  Frost  & 
ivan's  operations.  Borlinghaus  says 
investment  tips  came  from  casual 
/ersations.  "You  can't  call  it  insider 
ling,"  he  adds,  "though  we 
etimes  got  lucky."  But  Werner 
eele,  a  commodities  trader 
id  in  Luxembourg  who  invested 
^'rost  &  Sullivan  deals,  claims 


plex  trading  arrangement  designed  to 
permit  European  investors  to  evade  tax- 
es. After  Jerrico,  he  carefully  studied 
the  trading  methods  of  convicted  insider 
trader  Dennis   B.   Levine,  which  had 
proved  relatively  easy  for  prosecutors  to 
penetrate.  Levine  actually  operated  un- 
der his  own  name  when  he  traded  in  the 
Bahamas.  Grein  realized  his  tax-evasion 
system,  especially  its 
network  of  Panamani- 
an-registered compa- 
nies, would  be  much 
more  effective  than  Le- 
vine's  system  in  shield- 
ing investors  from  in- 
sider-trading inquiries. 

It  worked  this  way: 
Frost  &  Sullivan's  Eu- 
ropean investors  owned 
or  leased  at  least  15 
Luxembourg  subsidiar- 
ies of  the  Panama-regis- 
tered companies, 
which  the  inves- 
tors used  as  trad- 
ing vehicles.  The 
companies 


Orders  were  exe- 
cuted by  U.S.  brok- 
erage houses  on  the  New 


DAK  BW 


©To  disguise  the  inves- 
tors' identity,  orders 
were  routed  through 
15  corporations  registered 
in  Panama,  where  record- 
keeping is  lax 


©Orders  were  actually 
placed  by  the  Luxem- 
bourg branch  of  BfG,  a 
large  German  bank  head- 
quartered in  Frankfurt.  The 
Panamanian  companies  had 
accounts  at  BfG,  which  lent 
money  to  the  investors 


linghaus  told  him  in  1991  that  the 
stments  were  made  on  the  basis  of 
le  information. 

^hen  Grein  first  came  into  contact 
1  what  he  believed  was  inside  infor- 
ion  in  the  Jerrico  deal,  he  was  initial- 
imbivalent.  "My  opinion  was  quite 
;,"  he  recalls.  "It  was  quite  clear  to 
that  we  did  something  illegal.  But 
excuse  was,  everyone  does  it."  Soon, 
igh,  he  threw  himself  into  insider 
ling.  There  had  been  no  inquiries 
n  law-enforcement  agencies  after 
ico,  which  Grein  says  seemed  to  sub- 
itiate  Borlinghaus'  assurance  that, 
Grein  says  Borlinghaus  told  him, 
ire's  no  problem  if  we  do  it  the 
it  way." 

rein  had  already  established  a  com- 


had  accounts  at  BfG:Luxembourg  and 
were  administered  by  Charles  Ewert,  a 
professional  trustee  who  also  nominally 
headed  Frost  &  Sullivan  Holding  Corp., 
the  U.  S.  firm's  parent. 

When  Frost  &  Sullivan  received  a  tip, 
Grein  would  inform  his  network  of 
wealthy  European  investors,  who  would 
deposit  funds  in  their  Panamanian  com- 
panies. Often,  they  would  borrow  the 
money  or  draw  on  credit  lines  from  BfG. 
Grein  would  then  transfer  the  money  to 
other  Panamanian  companies  that  he 
controlled.  Through  those  entities,  Grein 
would  issue  trading  instructions  to  BfG, 
which  would  route  the  orders  to  U.  S. 
brokerage  houses  such  as  Merrill  Lynch 
&  Co.  and  Shearson  Lehman  Brothers 
Inc.  for  execution.  If  the  deal  was  suc- 


cessful, Grein  would  then  transfer  half 
the  profits  to  the  investors'  companies 
and  would  retain  the  rest  in  his  compa- 
nies for  Frost  &  Sullivan. 

Under  Grein's   system,  law-enforce- 
ment authorities  could  trace  trading  to 
Frost  &  Sullivan.  But  the  firm  could  say 
it  was  merely  executing  orders  for  cli- 
ents. Unless  the  authorities  could  identi- 
fy the  real  owners, 
which  was  impossi- 
ble under  existing 
Panamanian  and 
Luxembourg  law, 
they  couldn't  bring 
charges.  "The  sys- 
tem was  really  per- 
fect,"  Grein  says 
with    pride.  "You 
couldn't  break  it." 

To  further  frus- 
trate prosecutors, 
Grein  assembled  ex- 
tensive files  of  bro- 
kerage reports,  news 
clippings,  and  oth- 
er public-information 
York  Stock  Exchange  and  sources  that  he  could 
other  markets  claim  were  the  basis 

for  his  trades.  And 
to  throw  prosecutors 
off  the  trail,  he  often  traded  directly  in 
New  York  through  Wagner  Stott  &  Co., 
a  securities  firm  from  which  Frost  & 
Sullivan  leased  office  space.  When  he 
was  sending  orders  through  BfG  based 
on  inside  information,  he  would  at  the 
same  time  make  New  York  trades  that 
were  inconsistent  with  insider  trading. 

Grein  says  he  asked  Borlinghaus  to 
shield  him  from  Frost  &  Sullivan's  infor- 
mation sources  so  that  if  he  were  ques- 
tioned by  prosecutors  about  sources,  he 
could  truthfully  disclaim  any  knowledge. 
When  problems  arose  with  the  quality  of 
the  deal  information,  however,  Grein 
was  forced  to  talk  directly  to  some 
sources. 

Much  of  the  investment  money  for  the 
ring  was  solicited  by  Heiner  Wille,  a 
Diisseldorf-based  investment  adviser 
who  represented  Frost  &  Sullivan,  and 
Lothar  Poschmann,  a  senior  executive  at 
BfG:Luxembourg  responsible  for  private 
investors,  who  also  arranged  loans  and 
credit  lines.  The  investors  included 
Friedebert  Schaubert,  a  Frankfurt  com- 
modities trader  who  invested  $3  million; 
Juergen  Kaape,  a  real  estate  broker  in 
Hamburg  who  put  in  $1.3  million;  An- 
toine  Teillagory,  a  French  businessman 
who  invested  $2.8  million;  and  Werner 
Scheele,  the  Luxembourg  trader,  who 
put  in  $1.3  million. 

SURE  THINGS?  There  seemed  to  be  little 
mystery  to  investors  about  why  Frost  & 
Sullivan  was  a  good  place  to  put  one's 
money.  Certainly,  the  opportunity  for 
tax  evasion  may  have  been  a  selling 
point.  The  key,  however,  was  what  Frost 


:e 
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■nance 


&  Sullivan  hinted  at  as  its  inside 
track  on  takeover  deals.  "Everyone 
at  BfG  who  knew  Grein,  including 
myself,  was  sure  his  deals  were 
based  on  inside  information,"  says 
Poschmann.  "That  was  his  bait  for 
investors." 

The  inside  information  originated 
from  and  was  transmitted  by  a  wide 
range  of  sources.  But  apparently  by 
far  the  most  important  originator, 
according  to  BUSlNES.s  week's 
probe,  was  Christopher  M.  Garvey, 
who  went  to  work  as  a  legal  assis- 
tant at  Skadden  Arps's  Manhattan 
headcjuarters  in  the  summer  of  1989 
following  his  graduation  from  Har- 
vard University.  Garvey  left  Skad- 
den in  August,  1991,  after  officials 
from  the  SEC  and  the  Manhattan 
U.  S.  Attorney's  office,  who  were 
conducting  an  insider-trading  probe, 
expressed  interest  in  Garvey's  activ- 
ities. There  is  an  overlap  between 
deals  mentioned  by  law-enforcement 
authorities  that  Skadden  had 
worked  on  and  those  in  which  Frost 
&  Sullivan  invested.  BUSINESS  WEEK 
was  unable  to  reach  Garvey.  His 
lawyer,  Debra  Grobman,  was  asked 
for  a  response,  but  she  did  not  pro- 
vide one. 

How  did  Garvey's  information 
reach  Frost  &  Sullivan?  BUSINESS 
WEEK  was  unable  to  determine  the 
method.  There  is  substantial  evi- 
dence about  one  apparent  link  in 
the  chain:  Leonard  Bellezza,  45,  se- 
nior vice-president  with  Macy's 
Northeast  Inc.  Bellezza  has  been  an 
occasional  business  partner  and 
close  neighbor  of  Michael  Borling- 
haus  in  Middletown,  N.J.,  where 
Grein  also  lived.  But  how  would 
Bellezza  have  gotten  the  information? 

One  curious  event  is  a  dinner  in  Au- 
gust, 1991,  presumably  before  Christo- 
pher Garvey  left  Skadden,  at  Peter 
Luger  Steakhouse,  a  popular  Brooklyn 
restaurant.  At  the  dinner  were  Werner 
Scheele,  Borlinghaus,  Bellezza,  and  an 
individual  introduced  to  Scheele  as  "Lie- 
berman."  One  purpose  of  the  dinner  was 
to  persuade  Scheele  to  invest  in  a  new 
network  similar  to  Frost  &  Sullivan's 
that  would  operate  through  the  Luxem- 
bourg branch  of  Bank  Leu  Ltd.,  which  is 
based  in  Zurich.  "Lieberman"  was  the 
selling  point:  Scheele  says  he  was  told 


HOT  TIPS... 

BW's  investigotion  focuses  on  a  dozen 
deals  where  trading  records  and  oth&r 
evidence  pointed  to  insider  trading. 
Early  deals  were  profitable  to  investors, 
but  they  took  big  /osses  on  later  ones. 
That  helped  produce  growing  strains 
among  investors  and  bring  about 
the  ring's  demise 


JERRICO 

AUG.  7,  1989  Agreed  to  be  acquired  by 
DJS-lnverness  &  Co.  and  Castle  Harlan  Inc. 
Substantial  profit  to  investors 

BIRMINGHAM  STEEL 

SEPT.  18, 1989  Accepted  a  takeover  offer  from 
Harbert  Corp.  Offer  v/as  later  v^ithdrawn,  but 
investors  made  a  profit  of  between  $5  million 
and  $7  million 

TIME  INC. 

NOV.  22, 1989  Announced  sale  of  Scott 
Foresman  unit  to  Harper  &  Row  Publishers. 
Modest  profit  to  investors 

NORTON  CO. 

MAR.  16,  1990  Got  a  takeover  bid  from  BTR  PLC 
Investors  made  $3.9  million 

MOTEL  6 

JULY  12, 1990  Accepted  an  acquisition  offer 
by  Accor.  Investors  reaped  at  least  $3  million 
in  profits 

that  he  was  the  father  of  the  Frost  & 
Sullivan  insider-trading  network's  "ulti- 
mate source,"  an  individual  who  had 
graduated  not  long  ago  from  Harvard. 
There  was  a  discussion  about  the  ulti- 
mate source's  future  educational  plans. 
Scheele  says  it  was  clear  to  him  that 
"Lieberman"  was  not  the  individual's 
real  name.  Scheele's  account  of  the  din- 
ner is  buttressed  by  Grein,  who  says 
Borlinghaus  briefed  him. 

Christopher  Garvey's  father  is  William 
P.  Garvey,  senior  vice-president  for  Grey 
Advertising  Inc.,  one  of  New  York's 
largest  ad  agencies.  Yet  BUSINESS  WEEK 


found  no  evidence  linking  him  to  t 
ring.  The  elder  Garvey  declined 
comment  on  the  record.  Deb 
Grobman,  Christopher's  lawyer,  tc 
BUSINESS  WEEK  that  any  allegati 
that  William  Garvey  may  have  be 
involved  with  inside  informati 
was  "totally  untrue." 

Leonard  Bellezza  denies  any  p: 
ticipation   in  an  insider-tradi 
scheme  and  says  he  never  heard 
the  Garveys  or  Skadden  Arps. 
says  he  took  positions  in  a  "cou 
of"  the  stocks  traded  by  Frost 
Sullivan,  but  only  on  the  basis 
information  from  Borlinghaus. 
MONEY  MAZE.  At  least  one  of  E 
lezza's  investments  may  have  bi 
quite  profitable.  In  March,  19 
Bellezza  traveled  to  Luxembourg 
pick  up  money  that  Grein  says  w 
his  cut  of  the  profits  from  a  tn 
related  to  inside  information.  Ba 
documents  (page  62)  show  that 
Mar.  26,  1990,  two  EfG:Luxemboi 
checks  for  $15,000  were  drawn 
one  of  Grein 's  Panamanian  com; 
nies  payable  to  Anthony  J.  Pen 
Bellezza's  father-in-law,  and  Unit 
Counties  Trust  Co.,  Bellezza's  bai 
Grein  also  withdrew  $320,000 
cash,  which,  he  says,  he  also  gi 
to  Bellezza. 

Grein  says  the  checks  and  a 
represented  Bellezza's  share  in  pr 
its  from  an  investment  in  Non 
Co.,  an  abrasives  maker  wh( 
stock  jumped  sharply  when  it 
ceived  a  takeover  bid  from  Lond 
based  BTR  PLC  on  Mar.  15.  Skad( 
represented  BTR.  Frost  &  Sulli\ 
had  purchased  call  options  betw 
21/4  and  5  from  Mar.  9  to  Mai- 
and  sold  out  its  position  at  as  I 
as  20  on  Mar.  19-20,  for  a  profit  ui' 
million.  The  SEC  contacted  Frost  ^ 
van  in  connection  with  an  insider-trad 
investigation  involving  Norton. 

Bellezza  confirms  receiving 
checks,  but  he  denies  that  they  w 
linked  to  insider-trading  profits.  He  s, 
the  checks  were  a  repayment  of  a  I 
he  had  made  to  Borlinghaus.  He  der 
receiving  any  cash.  Borlinghaus  co 
not  be  reached  for  comment  on  ths 
transactions. 

In  November,  1990,  Bellezza  wasjj 
legedly  involved  in  an  insider-trading 
cussion.  Friedebert  Schaubert,  in  aniij 


THE  CAST 

OF  CHARACTERS 


LEONARD 
BELLEZZA  JR. 

Senior  vice-president 
at  Macy's  Northeast 
division 


MICHAEL  H. 
BORLINGHAUS 

President  of  now- 
defunct  Frost  & 
Sullivan 


CHRISTOPHEl 
GARVEY 

Former  legal  assist)^ 
law  firm  of  Skadd€|,i 
Slate  Meagher  &  ll 
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ievv  vvilh  iirsiNFvSS  WKKK, 
Lothar  Poschmann,  in 
rn  testimony  related  to  a  le- 

proceeding  in  Germany 
inst  Grein,  say  they  met 
1  Beilezza  at  Groin's  house 
New  Jersey  after  several 
it  &  Sullivan  investments 

fizzled.  Beilezza,  they  say, 
;sured  them  by  revealing  he 
information  that  Schneider, 
rench  electrical-engineering 
pany,  would  make  a  take- 
•  bid  in  January,  1991,  for 
are  D  Co.,  a  U.  S.  electrical- 
iucts  maker.  At  the  time, 
dden  was  representing 
leider,  which  did  make  the 

in  February.  Schaubert 
ied  to  kick  in  an  additional 
),000,  while  Poschmann  con- 
ated  over  $1  million  from 
!ra!  BfG  clients,  who  were 

told  about  their  invest- 
its.  Beilezza  says  he  attend- 
1  party  with  Schaubert  and 
;hmann  but  denies  discuss- 
Square  D. 

second  conduit  of  inside  in- 
nation,  according  to  Grein, 

David  J.  Simon,  41,  a  pri- 
;  investor  who  trades  on 
;over  deals  and  special  situ- 
ns  for  his  own  account  un- 
the  name  of  Twin  Securities 
midtown  Manhattan.  Lee 
hards,  Simon's  attorney, 
i  any  allegations  that  Simon 

involved  with  inside  infor- 
ion  are  "totally  false."  Si- 
1  has  never  been  charged 
1  wrongdoing. 

imon,  however,  is  apparent- 
iomeone  in  whom  the  SEC 
taken  an  interest.  The  com- 
5ion  denied  a  Freedom  of  In- 
nation  Act  document  request  submit- 
by  BUSINESS  WEEK  on  the  grounds 
;  materials  concerning  "the  investiga- 
of  David  J.  Simon"  were  "investiga- 
'  records  compiled  for  law-enforce- 
it  purposes,  the  release  of  which 
Id  reasonably  be  expected  to  inter- 
!  with  enforcement  proceedings."  Lee 
lards  says  he  and  Simon  are  "un- 
ire  of  any  investigation  currently 
inst  Mr.  Simon." 

imon's  name  first  surfaced  publicly 
onnection  with  the  prosecution  in  the 
-1980s  of  the  so-called  "Yuppie  Five," 
insider-trading  ring  of  young  Wall 


...AND  COLD  ONES 


HARCOURT  BRACE  JOVANOVICH 

MAY,  1990  Was  the  rumored  target  of  a  renewed 
Maxwell  takeover  bid.  Bid  never  materialized. 
More  than  $5  million  in  losses 

AMBASE  CORP. 

AUG.  14, 1990  Agreed  to  sell  Home  Insurance 
Co.  unit  to  Vik  Brothers  International  and  Trygg- 
Hansa  Holding.  Loss  because  stock  declined 

MISSION  RESOURCE 

OCT.  9, 1990  Agreed  to  sell  most  of  its  assets  to 
Santa  Fe  Energy  Resources.  Loss  because 
Mission's  stock  declined 

GENERAL  SIGNAL 

OCT.  22, 1990  Announced  sole  of  its  New  York 
Air  Brake  Div.  to  Knorr-Bremse,  and  of  its 
General  Railway  Signal  unit  to  Sasib.  Loss 
because  stock  declined 

GEORGIA  GULF  CORP. 

JANUARY,  1991  Was  reported  to  be  a  takeover 
target.  Deal  never  materialized.  Investors  make 
only  a  tiny  profit 

SQUARE  D  CO. 

FEB.  19, 1991  Received  takeover  bid  by  Groupe 
Schneider.  Deal  went  through,  but  investors  took 
large  losses  because  deal  was  delayed  beyond 
expiration  of  investors'  call  options 

STANLEY  WORKS 

JUNE  7, 1991  Disclosed  that  Newell  Co.  planned 
to  boost  its  position  to  a  1 5-25%  stoke.  Losses 
because  expected  takeover  bid  never  materialized 

Street  professionals.  Simon  was  a  friend 
and  high  school  classmate  of  Andrew 
Solomon,  one  of  the  yuppies  who  testi- 
fied against  his  compatriots.  In  one  of 
the  trials,  Solomon  testified  that  he  had 
given  "material  nonpublic  information" 
to  Simon  on  Revco  D.  S.  Inc.  and  mgm 
Pathe  Communications  Inc.  He  also  said 
Simon  had  given  him  inside  tips  on 
Macy's,  Occidental  Petroleum,  MidCon, 
and  Jack  Eckerd.  At  the  time,  Simon 
was  a  research  analyst  in  the  risk-arbi- 
trage department  of  the  investment  firm 
of  Spear,  Leeds  &  Kellogg. 
Simon's  main  contact  to  Frost  &  Sulli- 


van was  through  Joseph  P. 
Greenwald,  an  options  trader 
on  the  American  Stock  Ex- 
change and  ))resident  of  Green- 
wald Securities  Trading  Inc., 
whose  offices  adjoined  Frost  & 
Sullivan's  at  2  Rector  St.  Green- 
wald and  Simon  are  business 
partners,  and  Simon  manages 
some  of  Greenwald's  money. 
According  to  Grein,  Greenwald 
often  discussed  trading  strate- 
gies with  Joseph  Latona,  Frost 
&  Sullivan's  trader. 
MOTEL  DEAL.  According  to 
Grein,  Simon  played  a  central 
role  in  one  of  Frost  &  Sullivan's 
most  successful  insider-trading 
plays:  the  acquisition  in  July, 
1990,  of  Motel  6  Corp.  by  Accor, 
the  French  hotel  and  tourism 
concern.  The  SEC,  in  its  Free- 
dom of  Information  Act  letter, 
said  its  records  show  "no  rela- 
tionship" between  the  Motel  6 
probe  and  its  investigation  of 
Simon.  Yet  Grein  says  he  was 
told  by  Latona,  as  Grein  puts  it, 
that  "Simon  initiated  this  deal" 
and  that  "Simon  had  the  con- 
tact with  the  [information] 
source."  Grein  says  Simon's 
name  was  mentioned  frequently 
by  Greenwald  and  Latona  in 
discussions  about  Motel  6.  He 
also  says  he  was  told  that  Si- 
mon and  his  family  invested 
heavily  in  Motel  6  before  the 
deal  was  announced. 

Richards,  Simon's  lawyer, 
says  there  is  not  "a  shred  of 
evidence"  that  his  client  traded 
on  inside  information  on  Motel 
6  and  that  reports  of  his  in- 
volvement are  "wildly  inaccu- 
rate." Stephen  E.  Kaufman, 
Greenwald's  attorney,  says  his  client 
"unequivocably  denies"  any  allegations 
of  insider  trading.  Latona  couldn't  be 
reached  for  comment. 

According  to  BUSINESS  week's  investi- 
gation, the  source  of  the  information 
was  a  senior  executive  at  Motel  6.  He 
disclosed  details  of  the  negotiation  to  a 
close  friend,  who  was  ill  with  AIDS  and 
later  died.  The  friend  sold  the  informa- 
tion to  Frost  &  Sullivan  for  $200,000. 
Grein  says  he  has  firsthand  knowledge 
that  a  check  for  $200,000  was  sent  to  the 
source. 

Extensive  predeal  trading  in  Motel  6 
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LOTHAR 
POSCHMANN 

Former  vice-president  at 
the  Luxembourg  branch  of 
BfG,  a  large  German  bank 


FRIEDEBERT 
SCHAUBERT 

Frankfurt  commodities 
trader  and  Frost  & 
Sullivan  investor 


WERNER 
SCHEELE 

Commodities  trader  based 
in  Luxembourg  and  inves- 
tor in  Frost  &  Sullivan  deals 


DAVID  J. 
SIMON 

Private  investor 
in  takeover 
transactions 
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inance 


A  PAPER  TRAIL 

►  Trading  records  show  that  Norton  Co.  call 
options  were  bought  at  $2  to  $5  just  before 
Norton  was  taken  over  on  May  1 4,  1 990.  The 
positions  were  closed  out  at  around  $20 

T  Bank  records  show  two  $  1  5,000  checks,  one 
to  Leonard  Bellezza's  father-in-law,  Anthony  J. 
Penta,  and  another  to  United  Counties  Trust, 
Bellezza's  bank.  Grein  says  $320,000  in  cash 
also  went  to  Bellezza,  who  denies  receiving  it 
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sparked  a  broad  SEC  probe,  which  is  still 
under  way.  The  SKC  declined  to  charge 
the  Motel  6  executive  on  the  grounds 
that  he  had  not  intended  the  information 
to  be  disseminated.  Nor  did  it  charge  his 
friend  l_)ecause  of  his  health. 

According  to  Grein  and  German 
sources,  there  was  also  a  two-way  infor- 
rnation  flow  between  Frost  &  Sullivan 
and  Luxembourg,  where  insider  trading 
was  then  legal.  It  still  is  legal  in  Germa- 
ny. BfG  officials,  he  claims,  invested  in 
Frost  &  Sullivan  deals  such  as  Norton, 
Motel  6,  and  Square  D.  "Every  deal  was 
discussed  with  the  bank'.s  top  manage- 
ment," says  Grein.  "In  fact,  many  of  my 
trades  spread  all  over  Europe."  In  re- 
turn, says  Grein,  BfG  officials  gave 
Frost  &  Sullivan  tips  on  such  companies 
as  Ultimate,  Kay  Jewelers,  Contel,  and 
NCR.  A  BfG  spokesman  at  the  bank's 
Frankfurt  headcjuarters  says  an  internal 
inquiry  "has  found  no  improprieties  in 
management's  own  accounts." 

For  a  time,  the  Frost  &  Sullivan  net- 
work worked  spectacularly.  In  addition 
to  Motel  6,  Norton,  and  Jerrico,  Frost  & 
Sullivan  made  big  profits  for  its  inves- 
tors on  Birmingham  Steel  and  Time.  But 
in  mid-1990,  a  time  when  Wall  Street's 
deal  mania  was  subsiding,  things  started 
to  deteriorate.  Frost  &  Sullivan  suffered 
its  first  big  loss.  Bellezza,  says  Grein, 
had  passed  along  information  that  Brit- 


ish media  baron  Robert  Maxwell,  who 
had  tried  to  take  over  Harcourt  Brace 
Jovanovich  Inc.  and  then  backed  away, 
was  preparing  a  new  bid.  Skadden  Arps 
was,  at  the  time,  working  for  Maxwell. 
But  no  deal  ever  materialized,  and  Frost 
&  Sullivan's  investors  ended  up  with 
losses  of  $li.7  million. 
WIPEOUT.  Things  got  even  worse.  There 
were  more  losses  on  Mission  Resource, 
AmBase,  and  General  Signal.  The  losses 
were  exacerbated  by  the  fact  that  many 
of  the  investments  were  in  options  that 
expired  unexercised,  wiping  out  inves- 
tors' total  stakes.  In  most  cases,  deals 
under  consideration  were  dropped.  In 
other  cases,  says  Grein,  information 
from  Christopher  Garvey,  who  was  a 
novice  to  Wall  Street  dealmaking,  was 
garbled  or  incomplete. 

The  string  of  setbacks  produced  grow- 
ing strains  within  the  network.  Grein 
and  Borlinghaus  began  arguing  about 
who  was  to  blame  and  who  should  have 
to  eat  the  losses.  The  European  inves- 
tors became  ever  more  restive.  "People 
were  getting  unhappy,"  agrees  Grein. 
Having  been  reassured  by  Bellezza  of  a 
big  killing  on  Square  D,  many  were  an- 
gry when  the  Schneider  bid  was  post- 
poned beyond  the  expiration  of  nearly  all 
of  the  options  that  investors  had  ac- 
quired. Many  of  the  investors,  whose 
cash  had  been  put  into  deals  without 


their  permission,  com.plained 
BfG:Luxembourg  and  threatened  to 
to  the  bank's  headquarters.  Poschm: 
says  he  had  discretionary  power  o 
those  accounts,  but  the  bank  denies  t 
he  did. 

By  April,  1991,  the  network  was  di 
tegrating.  Frost  &  Sullivan  effectiv 
shut  down.  BfG  fired  Poschmann, 
placed  the  entire  top  management 
BfG:Luxembourg,  and  sued  Grein 
defrauding  the  bank.  Grein  and  I 
have  also  been  sued  by  several  of 
investors.  They  clairn  Grein  had  guai 
teed  their  investments  would  be  pn 
able.  Although  he  has  not  been  form; 
accused  of  wrongdoing,  Grein  ended 
spending  three  short  stints  in  jail  in  ( 
nection  with  these  actions.  In  Eun 
the  targets  of  private  suits  often  * 
jailed  briefly  for  procedural  reasons. ^ 

All  of  this  has  taken  its  toll  on  GrI 
"I  went  through  hell,"  he  says.  His  nl| 
riage  has  collapsed,  and  he  is  deej 
debt.  But  he  is  now  looking  forwan 
writing  a  book  about  his  experiences 
says  that  by  admitting  his  misdeeds, 
hopes  to  rebuild  his  now-strained  r 
tionship  with  his  three  young  child: 
"Now,  the  pressure  is  off,"  he  insi 
The  same  cannot  be  said  for  those 
pie  who  gave  him  information. 

By  Chris  Welles  in  New  York  and 
Reichlin  in  Bonn 
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riLL  BAIRNCO 
URN  INTO 
COMEBACK  KID? 


Jairnco,  one  of  the  high  fliers  of 
the  1980s,  caught  the  Street's 
fancy  back  then  as  it  acquired 
npanies  and  then  spun  them  off  to 
ireholders.  Its  stock  flew  as  high  as 
a  share  in  1987.  In  the  past  two 
irs,  however,  Bairnco  has  received 
hing  but  the  Street's  scorn,  and  the 
ck  now  trades  at  7%.  But  of  late, 
ne  big  investors  have  started  buying 
"The  stock  is  now  dirt  cheap,"  ar- 
3S  one  New  York  money  manager. 
According  to  this  investor,  Bairnco,  a 
ersified  manufacturing  company, 
Is  close  to  its  book  value  and  de- 
ves  a  much  higher  price-earnings 
Itiple:  Based  on  estimated  1992 
■nings  of  65(t  a  share,  the  stock  is 
ding  at  a  p-e  of  11.  And  based  on  his 
'3  estimate  of  85$,  the  p-e  is  8.6. 
^'his  money  manager  thinks  that 
irnco,  which  has  just  restructured 
operations  to  focus  on  three  niche- 
rket  businesses,  is  "well  on  its  way 
a  sharp  earnings  turnaround." 
rtiMG  EDGE.  Earnings  had  been  in  a 
vnspin  since  1988,  culminating  in  a 
3  of  67(t  in  1990.  Back  in  the  black 
t  year  with  earnings  of  41$  a  share, 
irnco  is  expected  to  benefit  from  its 
ee  profitable  core  segments.  One 
t  produces  such  specialty  products 
band-saw  blades  for  cutting  frozen 
at  and  fish,  meat  chopping  plates, 
1  knives  for  food  stores  and  food- 
icessing  plants.  Bairnco  also  makes 
ctronic  materials  and  components, 
luding  microwave  circuit  boards  for 
lular  telephone  base  stations,  broad- 
t  satellite  television,  and  military  ra- 
•.  Bairnco's  third  unit  makes  engi- 
ired  laminates,  pressure-sensitive 
lesives,  and  silicone  rubber  for  a 
>ad  range  of  commercial  products. 
The  speculation  is  that  Bairnco  will 
!  or  spin  off  to  shareholders  its  Ray 
)of  unit  once  it  gets  back  on  its  feet, 
y  Proof  makes  protective  chambers 
;d  by  the  military  to  test  explosives 
1  has  been  a  money  loser  because  of 
ak  demand  for  defense  products. 
Vnalyst  Harry  Katica  of  Raymond 
nes  &  Associates  is  high  on  Bairnco. 

notes  that  the  stock  is  trading 
a  20%  discount  to  its  peer  group's 
!rage  of  13  times  estimated  1992 
nings.  Katica  says  that  the  stock 
mid  trade  at  15  to  16  times  1993 


BAIRNCO  IS  STILL 
OUT  OF  FAVOR 


DATA:  BRIDGE  INFORMATION  SYSTEMS  INC. 


estimated  earnings,  or  12  to  13  a  share. 

A  numiber  of  corporate  insiders  have 
been  buying  shares  on  the  open  mar- 
ket. Vickers  Weekly  Insider  Report, 
which  tracks  the  trading  activity  of 
corporate  executives,  has  included 
Bairnco  in  its  own  15-stock  "Vickers 
Insiders'  Portfolio." 


THIS  LIGHT  JUST 
KEEPS  ON  SHINING 


With  a  market  jittery  about 
earnings,  a  stock  usually 
gets  smashed  when  the  com- 
pany's results  trail  the  year-ago  figure. 
So  on  July  27,  when  ILC  Technology 
reported  fiscal  third-quarter  earnings 
of  24$  a  share  vs.  30$  last  year,  one 
might  have  expected  a  sharp  sell-off, 
especially  since  technology  stocks  have 
been  out  of  favor  of  late.  Yet  the  stock 
didn't  get  knocked  down — in  fact,  it 
inched  up  from  10%  to  10%. 

What's  propping  up  ILC?  A  lot  of 
savvy  investors  think  that  at  these  lev- 
els, this  stock  is  a  great  buy.  As  one  of 
the  world's  major  makers  of  high-in- 
tensity lamps  used  in  endoscopic  sur- 
gery and  to  activate  lasers,  "ILC  is  one 
surefire  way  of  playing  the  medical- 
device  game,"  says  investment  manag- 
er George  Clairmont,  president  of 
Clairvest.  He  thinks  the  stock  "is  a 
double"  in  a  year.  Very  few  technology 
companies,  he  says,  have  ILC's  funda- 
mentals: strong  cash  flow,  no  debt,  a 
growth  market,  plus  a  stock  that  has 
been  beaten  down  nearly  50%  this 
year.  True,  growth  slowed  in  late  1991 
and  into  1992  because  of  the  recession 
and  overstocking  by  original-equip- 
ment makers  of  medical  devices. 


But  that,  says  analyst  John  Girton  of 
the  San  Francisco  securities  firm.  Van 
Kasper,  shouldn't  be  a  worry.  "iLC's 
lighting  business  will  remain  a  nicely 
growing  and  profitable  one  in  years  to 
come,"  he  says.  The  stock's  pounding 
was  "an  overreaction  to  what  seems 
only  a  temporary  slowdown  in  ILC's 
growth  rate,  which  should  remain  at 
least  in  the  15%-to-20%  range,"  he  says. 

"Orders  are  coming  back  for  ILC's 
core,  high-margin  Germax  high-intensi- 
ty lamps,"  says  Girton.  He  sees  earn- 
ings rising  from  98$  in  1991  to  $1.05  a 
share  for  the  fiscal  year  ending  Sept. 
30,  1992,  and  to  $1.25  in  1993. 


JUICED  UP  OVER 
A  NEW  BATTERY 


0  we  need  another  kind  of  auto- 
)  motive  battery?  General  Motors 
thinks  so.  The  giant  auto  mak- 
er, at  least,  believes  it's  worth  invest- 
ing $20  million  in  Valence  Technology, 
which  has  developed  a  proprietary  sol- 
id-state lithium  polymer  battery.  GM's 
auto-parts  division,  Delco  Remy,  has 
just  signed  a  three-year,  $20  million  re- 
search and  development  pact  with  Va- 
lence to  develop  the  battery. 

"It's  a  revolutionary  battery  that  has 
significant  price  and  performance  ad- 
vantages over  both  existing  and 
emerging  technologies,"  says  analyst 
Thomas  Lloyd-Butler  of  Montgomery 
Securities  in  San  Francisco.  The  bat- 
tery, he  explains,  is  three  to  four  times 
more  powerful  than  existing  ones  and 
can  be  produced  at  a  significantly  low- 
er cost  than  available  batteries.  While 
existing  batteries  use  the  traditional 
liquid  electrolyte,  the  solid-polymer 
electrolyte  used  in  the  Valence  battery 
makes  the  product  lighter  and  much 
safer,  he  adds.  Delco  placed  an  initial 
$350,000  order  for  a  limited  number  of 
the  batteries,  to  be  shipped  in  August. 

Whispers  are  that  a  major  communi- 
cations company  will  sign  a  $100  mil- 
lion strategic  alliance  pact  with  Va- 
lence in  a  month  or  so.  That  company 
may  also  buy  an  equity  stake.  Valence 
Chairman  Lev  Dawson,  who  owns  47%' 
of  the  stock,  says  serious  talks  are  go- 
ing on  but  refused  to  be  specific. 

Valence  went  public  on  May  7  at  8, 
and  hit  10  in  a  month.  It  has  since 
pulled  back  to  dV4  on  July  29.  Such 
institutional  investors  as  Putnam  Cos. 
and  Wellington  Management  were  buy- 
ers. Lloyd-Butler' says  Valence  will  be 
in  the  red  through  the  end  of  1994,  but 
he  sees  earnings  of  75$  in  1995,  $1.50  in 
1996,  and  $3.25  in  1997. 
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THE  NICKUUS/FLICK  GOLF  SCHOOL 
For  Corporate  Programs  Or  Individual  Instruction, 
ENROLLING  IS  A  STROKE  OF  GENIUS! 

Jack  Nicklaus  and  renowned  golf  instructor  Jim  Flick  have  combined  their  talents 
to  help  golfers  play  better,  and  therefore,  enjoy  the  game  more.  Utilizing  time-honored  teaching 
principles,  and  advanced  video  and  computer  technology,  their  hand-picked  team  of  skilled 
instructors  assists  players  in  maximizing  their  individual  talents. 

Xicklaus/Flick  Golf  School  can  also  be  an  important  part  of  many  customized  corporate 
programs.  Companies  can  use  the  school's  comprehensive  instruction  as  an  imaginative  employee 
incentive,  impressive  entertainment  opportunity  for  clients,  or  as  the  crowning  touch  of  a  meeting  or 
retreat  at  one  of  the  woi  Id-class  resorts  where  their  schools  are  held. 


FOR  COMPLETE  INFORMATION,  CALL 
1-800-642-5528 


iJ  Desert  .Mountain/The  Boulders  Resort 

Scotlsdale.  Arizona 

2S  Boyne  Higlilands/Heather  Highlands  Inn 

Harbor  springs.  Michigan  JjM  NlClCldlUS 

S  K.uiai  Lagoons/Westin  Ka'  ai  H  FHck 


PGA  National/PGA  National  Resort  &  Spa 

Palm  Beach  Gardens.  Florida 

■  Pebble  Beach/The  Inn  at  Spanish  Ba\ 

Pebble  Beach,  California 


Lih.e.  Hanoi,  W     QOlf  SChOOl 

11780  U.S.  High\v,iv  #],  North  Palm  Beach,  Florida  33408  •  (407)  626-3900  •  FAX  (40^)  626-4104 
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PEROT  SYSTEMS 
IS  RAMPING  UP... 


■88  89  '90 
A  NUMBER  OF  EMPLOYEES 


■91  ir 
•ASOfJUlY27 


..AS  NEW  BUSINESS 


SHINGTON  NERVE  CENTER:  $1  BILLION  IN  NEW  BUSINESS  IN  THE  PAST  SIX  MONTHS 


Revenues* 

Contract 

Date 

(millions) 

(years) 

signed 

EUROPCAR  $450 

10 

Feb. 

EAST  MIDLANDS 

Apr. 

ELEGRICITY  $650 

12 

VOLKSWAGEN 

May 

OF  AMERICA  $100 

10 

DATA:  CUSTOMERS,  PEROT  SYSTEMS  CORP 

•PROJEOED 

PUTER  SERVICES  I 


0  WHO  NEEDS 
0  BE  PRESIDENT? 


rot  the  candidate  is  history.  Perot  the  salesman  is  riding  high 


IVhat  will  you  do  now,  Mr.  Perot? 
Jo  to  work.  Go  to  work.  I've  got  to 
the  bills. 

OSS  Perot  after  his  July  16  withdraw- 
rom  the  Presidential  race 

f  course,  Ross  Perot  doesn't 
JB  really  have  to  worry  about  how 
he'll  pay  his  bills. 

made  a  fortune  by 
ding  Electronic  Data 
tems  Corp.  into  a  corn- 
er-services powerhouse 

then  selling  it  to  Gener- 
ators Corp.  for  $2.6  bil- 

in  1984.  But  he  does 
e  a  lucrative  project  to 
apy  his  time.  Perot  Sys- 
is  Corp.,  which  he 
iched  four  years  ago,  is 
wing  almost  as  fast  as 
J  to  his  800  lines  are 
ndling.  The  builder  of 
:om  computer  systems  landed  more 
1  $1  billion  in  new  business  in  the 
L  six  months,  including  major  con- 
■ts  in  Europe  (table).  Merrill  Lynch  & 
analyst  Stephen  McClellan  estimates 
;  Perot  Systems'  revenues  will  hit 
)  million  this  year  and  grow  20%  an- 
lly  in  the  next  several  years. 


ONE  EYE  WAS  ALWAYS 
ON  THE  COMPANY 


As  an  entrepreneur,  at  least,  Ross 
Perot  is  riding  high.  Indeed,  Perot  Sys- 
tems, in  Herndon,  Va.,  is  doing  so  well 
that  it  may  attempt  an  initial  public  of- 
fering as  soon  as  next  year.  McClellan 
says  the  company  is  already  profitable. 
Assuming  a  valuation  of  three  times  the 
projected  1993  revenues  of  $250  million, 
McClellan  calculates  that 
Perot's  current  40%  stake 
would  be  worth  $300  million 
after  an  IPO.  Employees 
own  the  remaining  60'^'^  of 
the  shares. 

DYNAMIC  DUO.  Even  during 
the  campaign,  Perot  talked 
nearly  every  day  with  Perot 
Systems  President  J.  Pat- 
rick Horner.  Also  mixing 
business  and  politics  was 
Morton  H.  Meyerson,  Per- 
ot's campaign  adviser,  who 
has  served  since  June  1  as 
chairman  and  CEO  of  Perot  Systems. 
Meyerson  is  known  as  the  operations 
and  strategy  whiz,  while  Perot  is  the 
supersalesman.  "They're  like  Butch  Cas- 
sidy  and  the  Sundance  Kid,"  says  Gra- 
ham S.  Kemp,  president  of  market  re- 
searcher G2  Research  Inc.  in  Mountain 
View,  Calif.  The  pair  ran  both  the  cam- 


paign and  the  company  until  July  16, 
when  Perot  unexpectedly  pulled  the  plug 
on  his  political  career. 

The  duo  didn't  miss  a  beat.  Just  two 
days  after  Perot  folded  his  campaign, 
Meyerson  presided  over  a  board  meeting 
at  a  Dallas  hotel.  While  Perot  was  else- 
where trying  to  mollify  ex-volunteers, 
Meyerson  laid  out  an  ambitious  scheme 
to  delve  into  customers'  business  strate- 
gies and  then  create  elaborate,  custom- 
ized information  networks  that  give 
them  an  edge  over  their  competitors. 

The  company's  original  mission  was 
more  modest.  It  was  to  be  simply  a  sys- 
tems integrator,  weaving  varied  brands 
of  computers  and  software  into  seamless 
networks.  Then,  the  company  expanded 
into  "outsourcing" — taking  over  the  ac- 
tual operation  of  its  customers'  informa- 
tion systems.  Now,  in  stage  three,  it's 
aiming  to  convert  those  information  sys- 
tems from  costly  tools  into  profit-mak- 
ing weapons.  How?  By  using  computers 
for  such  jobs  as  constantly  tracking  in- 
ventories and  spotting  opportunities  by 
crunching  up-to-the-minute  data.  Retail- 
ers could  instantly  learn,  for  example, 
that  yellow  juicers  sold  well  in  Florida 
yesterday  while  the  2-for-l  special  on 
paint  was  a  bust  in  the  Midwest. 

By  creating  strategic  systems  on  inex- 
pensive personal  computers  rather  than 
mainframes — as  EDS  has  often  done — 
Meyerson  hopes  to  expand  the  market. 
A  21-year  veteran  of  EDS,  he  became  a 
reborn  believer  in  personal  computers 
after  consulting  for  personal-computer 
maker  Dell  Computer  Corp.  Similar  to 
Canada's  Systemhouse  Ltd.,  Perot  Sys- 
tems now  promotes  PC  expertise  as  its 
advantage  over  market  leader  EDS. 

A  $450  million  deal  with  Paris-based 
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rental-car  giant  Europcar  will  be  the 
first  test  of  the  new  Perot  Systems 
strategy.  Perot  Systems  will  revamp  ev- 
erything from  fleet  management  to 
check-in  systems.  Personal  computers  in 
Europcar's  offices  will  be  connected  so 
that  information  about  a  particular  cus- 
tomer will  be  available  in  all  2,016  Euro- 
pean offices,  rather  than  only  the  office 
where  the  customer  rents  a  car.  That 
will  save  minutes  at  pickup  and  drop-off. 
Europcar,  relieved  from  running  its  own 
network,  expects  to  reduce  the  cost  of 
information  processing  from  7%  of  its 
sales  to  Z'/"  by  1994. 

By  taking  over  Europcar's  130-person 
computer  staff  and  nine-country  net- 
work, Perot  Systems  will  gain  a  plat- 
form for  selling  computer  services  to 
other  European  clients.  Andy  Maluish, 
managing  director  for  Perot  Systems/ 
Europe,  says  the  company's  goal  is  to 
garner  half  its  revenues  in  the  European 
Community  by  1997,  up  from  25%  now. 
According  to  Europcar  CEO  Fredy  Dellis, 
Perot  Systems  beat  out  such  heavy- 
weights as  EDS,  IBM,  Siemens,  and  Euro- 
pean market  leader  Cap  Gemini  Sogeti. 
Perot  flew  to  Paris  in  April  to  thank 
Dellis  personally  and  address  a  Europ- 
car convention  at  Euro  Disneyland. 
Later,  he  joked  that  when  he  became 
President,  there  would  be  a  red  phone 
in  the  Oval  Office  linked  directly  to 
Europcar. 

'KNOW-IT-ALLS.'  Not  even  Ross  Perot 
can  nail  down  every  sale.  In  1990,  when 
Continental  Airlines  Holdings  Inc.  and 
its  System  One  Corp.  reservation  unit 
entertained  bids  for  a  large  information- 
services  contract,  Perot  Systems  execu- 
tives swept  in  like  know-it-alls,  recalls 
Richard  E.  Murray,  System  One's  for- 
mer chief  executive.  "I  had  to  finally  tell 
them  that  they  were  the  vendor  and  I 
was  the  customer,"  Murray  says.  The 
$2.1  billion,  10-year  contract  ultimately 
went  to  EDS,  which  offered  better  tele- 
communications. 

Brashness  may  have  its  drawbacks, 
but  advising  people  how  to  run  their 
companies  is  the  whole  point  of  Perot 
Systems.  And  the  take-no-prisoners  ag- 
gressiveness that  Perot  instills  has  clear- 
ly been  attracting  customers.  The  com- 
pany says  there's  no  evidence  that 
Perot's  fast  exit  from  the  Presidential 
race  has- turned  off  any  of  them.  Mean- 
while, the  ending  of  the  campaign,  says 
Merrill  Lynch's  McClellan,  "eliminates  a 
big  distraction  for  the  company." 

It  also  allows  Perot  to  devote  more 
energy  to  his  favorite  pastime:  making 
sales  calls.  Now,  if  the  cartoonists  would 
just  lay  off ... . 

By  Mark  Lewyn  in  Washington,  with 
Jonathan  B.  Levine  in  Paris  and  Wendy 
Zellner  in  Dallas 
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IBM  JAPAN  PRESIDENT  SHIINA:  HE'S  BENT  ON  MAKING  BLUNDERS  A  THING  OF  THE  PAST 


IBM  TURNS  TOUGHER 
IN  TOKYO 


Sawier  services  and  joint  ventures  to  counter  a  lackluster  reccd 


Japan's  economy  is  slumping,  its 
companies  are  slashing  spending,  its 
computer  makers  are  suffering 
huge  profit  declines.  And  IBM  Japan 
Ltd.?  The  $10.2  billion  subsidiary  reports 
only  yearly  results,  but  officials  there 
say  1992's  first  half  showed  gains  in 
both  sales  and  earn- 
ings— a  big  change 
from  recent  troubled 
years. 

So,  is  IBM's  largest 
overseas  subsidiary  fi- 
nally turning  the  cor- 
ner? Sort  of.  "IBMJ  is 
taking  steps  in  the 
right  direction,"  says 
Yuji  Ogino,  president 
of  market  researcher 
IDC  Japan  Ltd.  He 
reckons  that  the  sub- 
sidiary's sales  are  up 
4%  so  far  this  year, 
behind  the  6.4%  gain 
for  all  of  IBM.  And 


IBM.)  profits,  while  more  difficult  to^ 
mate,  are  growing  once  again,  hiti: 
ures.  "It  will  take  them  two  or  s 
years  to  really  turn  around,"  (,i 
says. 

Any  upward  trend  at  IBM  Japan  ii 
portant,  because  what's  good  foitl. 

subsidiary  is  vit 
IBM  as  a  whole,  a 
counts  for  IV,\  'j 
IBM's  global  sales^m 
serves  as  an  ouiot 
in  one  of  the  wdld 
most  fertile  and  3n; 
petitive  markets.  31;. 
is  responsible  fotde 
veloping  and  manfac 
turing  laptop  corDut 
ers  and  small  iiS' 
drives  for  IBM  wrlu 
wide.  It's  also  aiei 
bed  for  new  sUte 
gies,  including  hr  o 
sell  services  and  ,;ni 
alliances  for  key  !C 
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es:  IH.MI  lu'lpt'd  create  one  joint 
■e  with  Toshil)a  Corp.  to  build  color 
crystal  displays  and  another  for 
ry  chips  that  will  also  include  Ger- 
5  Siemens.  IBM  Japan  also  keeps 
>  pressure  on  some  of  Big  Blue's 
aotent  g;iobal  competitors  in  their 
market  (chart). 

new  vitality  at  IBM.I  can  be  traced 
arrival  in  Tokyo  18  months  ago  of 
Lautenbach,  president  of  IBM 
Trade  Asia  Corp.,  to  which  IBM.) 
3.  Chairman  John  F.  Akers  had 
ied  the  Japanese  unit  as  being  in 
if  special  attention.  "I  was  sent  to 
r  business  going  again,"  says  the 
:  younger  brother  of  Terry  R.  Lau- 

h,  head  of  IBM  U.  S. 

new  boss,  formerly  in  charge  of  a 
IBM  software  division,  has  wasted 
me.  First  off,  he  helped  IBM.J  Pres- 
!'akeo  Shiina  trim  $40  million  from 
ution  costs  by  slashing  inven- 
and  streamlining  product  flow. 
;ar,  ibm.j  is  sending  1,300  head- 
rs  staff,  about  5%  of  the  work 
to  bolster  sales  and  services  in 
ing  markets.  And  it's  shifting 
ither  employees  into  new  soft- 
ind  sales  joint  ventures. 
AUTONOMY.  But  the  single 
Iraniatic  step  was  last  Decem- 
weeping  reorganization  of  the 
iary.  It  coincided  with  Akers' 
ate  shakeup  but  moved  IBM.)  in 
irent  direction — and  has  not 
id  in  the  big  staff  cuts  that 
sme  in  the  U.  S.  While  the  par- 
as forming  semiautonomous 
IBMJ  consolidated  product- 
ting  groups  to  better  serve 
customer  requirements.  A  new 
:i  focuses  solely  on  large  cus- 

i,  selling  everything  from  lap- 
)  supercomputers.  Another  di- 
concentrates  on  medium-size 
lall  businesses,  and  a  third  on 
services. 

ne  with  Akers'  decree  to  decen- 
IBM,  the  new  marketing  divisions 
ite  autonomous.  Instead  of  taking 
rom  IBM  World  Trade,  for  exam- 
ey  now  set  their  own  prices.  "We 
)se  deals  at  least  twice  as  fast  as 
,"  says  Tsutomu  Maruyama,  direc- 
r  personal-systems  operations, 
says  he  has  made  only  25  "major 
ns"  this  year,  down  from  59  a 
go.  "I  was  the  only  guy  worried 
the  bottom  line,"  he  says.  "Now, 
are  four  guys  to  share  that 
sibility." 

most  important  marketing  thrust 
effort  to  broaden  ibm.j's  service 
gs.  For  years,  the  company  so 
ited  mainframe  sales  in  Japan 
t  could  sell  merely  plain-vanilla 
re.  But  in  the  1970s,  Japanese  ri- 
uch  as  Fujitsu  Ltd.  and  Hitachi 
;gan  working  closely  with  custom- 


With  a  new  autonomy  in 
the  marketing  divisions, 
'we  can  close  deals  at 
least  twice  as  fast  as  before' 


ers  to  create  software  specifically  for 
them — at  first,  for  no  charge.  IBM  was 
largely  unwilling,  or  unable,  to  respond 
in  kind.  In  1987,  for  example,  public 
broadcaster  Nihon  Hoso  Kyokai  con- 
tracted with  ib.m.j  and  NEC  Corp.  to  de- 
sign a  sales  system.  NEC  met  the  proj- 
ect's 1990  deadline,  but  IBM.J  missed  it 
for  lack  of  seasoned  engineers  and  proj- 
ect-management skills. 

Shiina,  in  charge  of  IBM.I  for  17  years, 
says  his  focus  on  software  and  services 


0 

1990 

▲  BILLIONS  OF  DOLURS 


DATA:  INTE8NATI0NW  DATACORI! 


will  stop  such  blunders  and  help  IBM 
restore  its  lead.  After  dominating  in 
mainframes  in  Japan,  Big  Blue  dropped 
to  No.  3,  behind  Fujitsu  and  Hitachi  in 
1989.  Shiina  has  appointed  Senior  Man- 
aging Director  Hideki  Kurashige,  who 
plotted  the  latest  IBM.I  reorganization,  to 
revamp  its  services  menu. 

Kurashige's  major  innovation  is  a  plan 
for  providing  specific  industries  with 
customized  software  and  services.  He's 
setting  up  joint  ventures  with  software 
houses  and  the  software  affiliates  of 
certain  major  customers.  The  first, 
launched  on  July  1,  addresses  the  distri- 
bution industry.  Others  will  follow  for 
manufacturing,  finance,  health  care,  and 
the  public  sector.  "This  idea  is  an  IBM 
original  and  may  be  just  what  IBM  Japan 
needed,"  says  IDC's  Ogino. 

The  Japanese  subsidiary  has  already 
beefed  up  its  business  in  the  faster- 


growing  deskto[)-  and  laptop-computer 
markets.  RS/6000  workstation  sales,  for 
example,  are  running  three  times  ahead 
of  1991  sales  in  Japan,  although  from  a 
small  base.  Sanwa  Bank  Ltd.'s  order  for 
550  in  March  was  IBM.l's  largest  ever  for 
workstations. 

Although  it  was  late  to  the  laptop- 
computer  market,  IBM.J  is  now  making  a 
splash  with  its  PS/55  Note-N23.  At 
$1,344,  it  sells  for  $240  less  than  its  near- 
est competitor,  a  Sanyo.  "Not  only  is  it 
cheap,  it  offers  better  quality  and  sup- 
port," says  Masaaki  Sato,  a  general 
manager  at  T-Zone,  a  computer  shop  in 
Tokyo's  bustling  Akihabara  electronics 
district.  Penetrating  Akihabara  has  fi- 
nally won  IB.M.J  attention  from  Japan's 
influential  personal-computer  press. 

IBM  is  also  driving  a  wedge  into  NEC's 
dominant  position  in  desktop  PCs.  IBM 
has  organized  a  large  group  of  Japanese 
and  foreign  PC  makers  to  establish 
an  operating-system  program  called 
DOS/v,  derived  from  Microsoft 
Corp.'s  DOS  5.0  in  the  U.  S.,  as  an 
alternative  to  the  DOS  version  that 
NEC  sells.  Already,  15  companies  sell 
DOS/v  systems,  and  ibm.j's  Maru- 
yama predicts  those  machines  will 
win  307'  of  the  local  market  by  De- 
cember. DOS/v's  main  draw:  It  lets 
any  standard  IBM  PC-compatible  run 
Japanese-language  software. 
TOO  AMERICAN?  To  large  customers, 
IB.M.J  is  furiously  promoting  itself  as 
a  supplier  of  "open"  systems,  which 
mix  IBM  and  non-IBM  gear.  Says  Lau- 
tenbach: "We'll  do  whatever  it  takes 
to  solve  your  problem."  The  comput- 
er chief  at  a  major  electronics  firm  is 
convinced:  "It's  no  longer  'IBM  or 
nothing.'  There's  been  a  change  in 
[IBM's]  thinking." 

Still,  some  critics  believe  that  IBM 
Japan  may  be  too  American  for  its 
own  good.  "They  don't  have  the  flex- 
ibility of  a  Fujitsu,  which  relies  on  a 
huge  base  of  subsidiaries,  outside  deal- 
ers, and  subcontractors,"  says  one  To- 
kyo computer  consultant.  That  makes 
Fujitsu  a  nimbler  foe.  IBM.J  is  moving  in 
the  right  direction,  he  agrees,  but  a  bit 
timidly.  "Now  would  be  the  time  to  kill 
Fujitsu,"  whose  earnings  are  down  Q9'''f, 
"but  IBM  Japan  doesn't  have  the  man- 
agement structure  or  system  to  do 
that,"  says  the  consultant.  The  IBM.J 
work  force,  he  believes,  still  lacks  suffi- 
cient fighting  spirit. 

Predictably,  Lautenbach  disagrees. 
The  restructuring,  he  says,  "has  been 
like  turning  on  faucets  of  energy" 
throughout  the  company.  "I  feel  very 
positive  about  our  business  in  Japan  to- 
day," he  says.  Until  more  persuasive  fig- 
ures show  up,  though,  no  one  will  know 
how  permanent  IBM  Japan's  seeming 
turnaround  really  is. 

By  Robert  Neff  in  Tokyo 
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WHAT  BARRY  MARSHALL 
KHEW IH  HIS  GUT 


Now,  research  is  backing  up  his  theory  that  germs  cause  ulcers 


It  took  a  decade,  but  Dr.  Barry  J. 
Marshall  has  launched  a  medical  rev- 
olution. As  an  obscure  Australian 
doctor,  Marshall  startled  his  profession 
in  1983  by  contending  that  ulcers  and 
other  stomach  ills  were  caused  not  by 
stress  but  by  a  mysterious,  spiral-shaped 
bacterium.  "The  idea  was  considered 
completely  crazy,"  says  David  Alpers, 
chief  of  gastroenterology  at  Washington 
University  in  St.  Louis — in  part  because 
Marshall  and  his  colleague  J.  Robin 
Warren,  a  pathologist  at  Australia's 
Royal  Perth  Hospital,  could  show  only 
that  people  with  ulcers  harbored  the  bac- 
teria, not  that  the  germs  actually  caused 
disease.  By  June,  1984,  Marshall  was  so 
desperate  to  prove  liis  point  that  he  act- 
ed as  his  own  guinea  pig:  He  swallowed 
a  foul-tasting  concoction  containing  the 
microbe  and  came  down  with  a  roaring 
case  of  stomach  inflammation,  or  gastri- 
tis, the  precursor  to  ulcers. 

The  experiment  "certainly  got  people's 
attention,"  says  Dr.  Walter  L.  Peterson, 
a  gastroenterologist  at  the  University  of 
Texas  Southwestern  Medical  School  in 
Dallas.  It  fed  Marshall's  reputation  as  a 
scientific  rebel.  And  it  helped  stimulate 
new  research  that  has  recently  accumu- 


lated overwhelming  evidence  for  the  link 
between  bacteria  and  ulcers.  New  stud- 
ies at  Stanford  and  other  universities 
also  provide  strong  evidence  that  the 
germ,  H.  pylori,  is  a  major  factor  in 
causing  stomach  cancer.  Nowadays, 
"people  who  don't  accept 
the  idea  that  this  bacteri- 
um causes  disease  are 
either  stubborn  or  unin- 
formed," says  Dr.  Mar- 
tin J.  Blaser,  a  professor 
of  medicine  at  Vander- 
bilt  University  School  of 
Medicine. 

In  fact,  the  latest  re- 
sults threaten  to  trans- 
form a  lucrative  corner 
of  medicine,  the  $6  bil- 
lion-a-year  world  market 
for  ulcer  drugs.  In  the 
U.  S.  alone,  at  least  four  mil 
lion  people  buy  such  remedies, 
which  reduce  acid  levels  and  let  stomach 
and  intestinal  sores  heal.  Once  treatment 
is  stopped,  as  many  as  807^  of  ulcers 
recur,  forcing  patients  to  keep  taking 
medicine  to  control  their  ailment. 

Now,  however,  thousands  of  doctors 
across  the  country — although  still  a  mi- 


THE 
LEADIHG 
ULCER 
DRUGS 


nority — are  starting  to  treat  ulcers  j 
gastritis  with  antibiotics  instead  of  u 
traditional  drugs  as  SmithKline  e 
cham's  Tagamet.  Eventually,  "the  n,i 
tenance  market  for  ulcer  drugs  wilHi 
appear,"  Marshall  predicts.  Execui'( 
at  pharmaceutical  companies  such; 
Britain's  Glaxo  Holdings  and  Swecn 
Astra  doubt  that.  But  they're  racini' 
augment  their  existing  ulcer  drugs  {j 
ones  that  kill  the  bacterium.  WorUc 
the  germ  is  also  helping  scientists  h 
in  on  the  causes  of  stomach  and  int 
nal  diseases.  One  new  theory  is  tha 
fection  with  the  microbe  in  child! 
could  prevent  the  stomach  from  devt 
ing  normal  adult  levels  of  acid,  inci 
ing  the  risk  of  gastric  cancer.  Whei 
fection  occurs  later  in  life,  s 
researchers  believe,  toxins  and  enzy 
produced  by  the  microbe  increase  ; 
chances  of  gastritis  and  ulcers. 
'I  WAS  A  NOBODY.'  Such  theories 
sweet  vindication  for  Marshall,  40, 
used  to  be  widely  criticized  both  fori 
evangelical  fervor  with  which  he  pit(f 
the  bacterium-ulcer  theory  and  foi- 
counterattacks  on  skeptics.  Gastroei 
ologist  Nicholas  J.  Talley  of  the  A 
Clinic  recalls  that  Marshall's  sweep 
assertions  and  combative  style  aliennf 
the  very  experts  he  wanted  to  persui 
"He  didn't  need  to  claim  that  the  bit 
ria  caused  every  stomach  and  intesti; 
disease  known  to  man,"  says  Ta»; 
"Many  people  were  skeptical  becaus  i 
the  way  he  presented  it." 

Marshall  says  he  had  little  choice  \  i 
wanted  to  make  sure  his  views  vi 
heard.  "I  was  a  nobody,"  he  says, 
you  have  something  out  of  the  blue, 
have  to  promote  it  a  bit."  Now  profe!:< 
of  gastroenterology  at  the  Universit  f 
Virginia,  he  has  toned  (\< 
his  broadsides.  "He 
mellowed,"  says 
University 
Peterson, 
that's  the 


Te 


of 

"I  gv. 
confidt< 
that  comes  from  )i 
ing  right." 

Still,  Marshall 
not  completely 
his  touch  for  con 
versy.  These  days, 
medical  debate  over 
cers  centers  on  at  v, 
stage  sufferers  should 
treated  for  the  germ.  ]\ 
shall  advocates  giving  all  pati( 
a  two-  or  three-week  regimen  of  antil 
ics  and  bismuth,  a  substance  founc 
such  over-the-counter  products  as  Pe 
Bismol.  This,  he  contends,  is  the 
way  to  cure  not  only  ulcers  but 
gastritis  and  many  types  of  indigest 
New  research  seems  to  back  him 
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Are  You  Doing  All 
You  Can  to  Lower 
Your  1992  Taxes? 


Tax-free  investing  can  help  you  keep  more 
of  what  you  earn. 

Today's  taxes  can  claim  nearly  a  third  of 

everything  you  earn — including  invest- 
^      ment  income.  Now  may  be  the  time  to 
^     consider  tax-free  investing.  And 
Fidelity  has  created  an  entire 
family  of  tax-free  funds  to  help 
you  pay  less  tax  and  keep  more  of  what  you  earn. 
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INCOME 


FEDERAL 
INCOME  TAXES 


Spartan' 
Short-Intermediate 
Municipal  Fund 

7.07% 

Tax-equivalent  yield* 


You  can  choose  a  low  risk  strategy. 

Our  Spartan  Short-Intermediate 
Municipal  Fund  offers  liigher  current 
federally  tax-free'  yields  than  fixed-price 
money  market  funds.  Yet  it  has  low  share 
price  volatility  because  it  invests  only  in 
liigh  and  upper  medium  quality  short-term 
municipal  bonds.  (Minimum  investment:  $1(),00().) 

Let  Fidehty  show  you  how.  Call  for  our  free  fact  kit 
which  includes  a  prospectus  with  more  complete  information 
including  management  fees  and  transaction  expenses.  Read  it 
careftilly  before  you  invest  or  send  money 

Visit  a  Fidelity  Investor  Center  or  Call  24  Hours 

1-800-544-8888 
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Common  sense.  Vncommon  results. 
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uiTc  ihf  average  annual  returns  for  1  vear,  S  \ears  and  ihe  life  of  the  kiiul  (Kinniiencenient  of  operalioii 
1 2/24/S())  respectlvelv  for  (he  period  ended  V.-il  A)2,  Ta.\ahle  equivalenl  \  leld  is  IxLsed  on  Ilie       Federal  lax 
rale,  f'erforniance  figures  are  historical  and  total  return  includes  change  in  share  price,  reinvestment  of  divi- 
dends and  capital  gains  and  the  effect  of  the  $S  account  closeout  fee  on  an  average  si/e  account.  Vou  niav  have  a 
gain  or  loss  when  \ou  sell  \our  shares  Yield,  share  price  and  return  will  varv  '  \  portion  of  income  nun  he  suh- 
2r  )ect  to  Ihe  federal  alternative  mininumi  tax  FideliU  DIslrihulors  Corporation        CODE:  BW/STM/081092 
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HIGHWAYS 


CONFERENCE 


This  breakthrough  international  forum  HHMHMIPrs  of  business, 
government,  and  research  organizations  worldwide  to  explore  and 
chart  the  future  of  interactive  communications  networks  —  tomorrow's 
information  highways  —  the  paths  to  the  world's  economic  future. 


Special  Guest  Speakers  Include: 

■  Alfred  Sikes,  Chairman,  US  Federal 
Communications  Commission 

■  H.E.  Mitsuo  Igarashi,  Deputy  Minister, 
Policy  Coordination,  Japan 

■  Hon.  Barbara  Franklin,  US  Secretary  of 
Commerce 

■  Dr.  Tay  Eng  Soon,  Sr.  Minister  of  State 
for  Education;  Chairman,  IT  Committee, 
Singapore 

IB  Arthur  R.  Barron,  Chairman,  Time  Warner 
international 
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DEUTSCHE  BUNDESPOST  TELEKOM 

DIGITAL  EQUIPMENT  CORPORATION 

HEWLETT-PACKARD  AND  TV  ANSWER 

PICTURETEL  CORPORATION 

Register  Now  By  Calling:  (800)  821-1329 
or  (212)  512-3113  or  Fax  (212)  512-6281 
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IG  SPRAY  +  STICKUM  = 
SS  POLLUTIOH 


Pesticides  are  a  cor- 
nerstone of  modern 
agriculture,  but  they  can 
wreak  environmental 
havoc.  The  chemicals 
wash  into  streams,  kill 
beneficial  bugs,  and 
eventually  fail  when  in- 
sects develop  resistance 
to  them.  So  scientists 
are  searching  for  new 
ways  to  fight  voracious 
pests.  At  the  Agricul- 
ture Dept.'s  Agricultural 
Research  Service  lab  in 
iria,  researchers  have  perfected  one  promising  approach, 
'he  idea  is  simple:  Mix  insecticides  with  starch  or  corn  flour 
aroduce  tiny,  gooey  lumps.  Unlike  pesticides  that  quickly 
sh  off  the  plants  they  are  supposed  to  protect,  these  sticky 
nules  "will  adhere  to  foliage  even  in  a  rainstorm,"  says 
hael  McGuire,  an  Agriculture  Dept.  researcher.  As  a  re- 
farmers  will  need  to  spray  far  less  of  the  chemical  on 
ir  fields — and  less  will  run  off  to  pollute  groundwater  or 
irs.  In  addition,  scientists  can  add  insect  attractants  to  the 
;ture,  so  the  pesticide  will  act  as  a  bait,  making  it  even 
re  effective.  So  far,  Dow  Chemical,  American  Cyanamid, 
Ecogen  have  agreed  to  license  the  method. 


RUSES  THAT  MAY  BE 
1  IN  THE  HIV  FAMIIY 


'he  Eighth  International  AIDS  Conference  in  Amsterdam 
last  month  ignited  a  heated  controversy  over  reports  of  at 
;t  30  patients  in  the  U.  S.  who  appear  to  have  AIDS  but  do 

test  positive  for  Hiv.  Since  then,  three  teams  of  scientists 
e  weighed  in  with  evidence  suggesting  culprits.  Research- 
at  Cornell  Medical  Center  in  New  York,  led  by  Dr.  Jeffrey 
irence,  studied  the  blood  cells  of  five  non-Hlv  AIDS  patients. 
•  team  found  evidence  of  a  previously  unknown  retrovirus 
.he  same  family  as  Hiv  in  blood  samples  from  these  pa- 
ts, according  to  Stephen  S.  Morse,  a  virologist  at  Rockefel- 
University  and  co-author  of  a  paper  Laurence  submitted  to 
Lancet,  a  British  journal.  "We're  quite  sure  it's  not  HIV-1 

reasonably  sure  it's  not  HIV-2,"  says  Morse. 
.  second  group,  at  the  Aaron  Diamond  AIDS  Research  Cen- 

also  in  New  York,  takes  issue  with  Laurence's  work,  says 
■f  investigator  John  P.  Moor.  The  Diamond  researchers, 
ded  by  David  Ho,  say  they  have  found  a  different  retro- 
ts  in  their  samples  that  is  not  related  to  Hiv.  Moor  cautions 
:  the  team  has  yet  to  establish  a  connection  between  this 
'  virus  and  AIDS.  In  fact,  he  says,  when  a  person's  immune 
:em  is  suppressed,  the  body  it  can  harbor  all  sorts  of 
'ign  invaders.  Says  Moor:  "The  question  is,  is  the  virus  a 
3e  or  contaminant?" 

t  the  University  of  California  at  Irvine,  meanwhile,  re- 
'cher  Sudhir  Gupta  has  isolated  a  completely  different 
ovirus  from  a  66-year-old  woman  with  AIDS-like  symptoms 
from  her  unaffected  38-year-old  daughter.  Critics  of  Gup- 
work  say  that,  while  he  is  a  careful  researcher,  the  type  of 
s  he  claims  to  have  found — which  he  calls  human  intracis- 
lal  retrovirus — may  be  the  same  virus  found  in  cultures 


taken  from  patients  with  other  immune-system  diseases,  or  it 
could  also  be  a  contaminant. 

For  now,  most  AIDS  experts  urge  caution  in  interpreting  all 
these  results.  "On  the  basis  of  what  we  know  now,  we  can't 
say  we  are  dealing  with  a  new  virus,"  says  Dr.  Anthony  S. 
Fauci,  head  of  the  National  Institutes  of  Health's  aids  efforts. 
"There  have  been  many  false  starts  before."  Unexplained 
immunodeficiencies  are  nothing  new — some  are  even  inherited, 
notes  William  A.  Haseltine,  chief  of  the  human  retrovirology 
division  at  Harvard  University's  Dana-Farber  Cancer  Institute. 
His  hunch  is  that  researchers  haven't  looked  hard  enough  for 
HIV-1  or  other  known  retroviruses.  Still,  the  questions  about 
the  risk  to  public  health  remain.  "As  for  myself  and  the  NIH," 
says  Fauci,  "we  are  assuming  we  are  dealing  with  something 
real  and  something  to  track  down  very  quickly." 


IS  EUROPE'S  SPACE  PROGRAM 
LOST  IN  SPACE? 


Led  by  France,  Europe  has  proudly  clung  to  the  hope  of 
launching  its  own  manned  space  program,  independent  of 
those  of  the  U.  S.  and  Russia.  The  centerpiece  was  to  be  a 
manned  space  shuttle,  Hermes,  due  to  fly  in  the  year  2002.  But 
severe  budget  realities  have  brought  that  lofty  ambition  down 
to  earth.  In  mid-July,  France  shocked  its  allies  with  a  demand 
that  the  European  Space  Agency's  annual  budget  growth  over 
the  next  several  years  be  limited  to  no  more  than  3%.  That 
followed  earlier  cuts  in  esa  programs  resulting  from  the  high 
cost  of  German  reunification. 

Now,  ESA  must  reassess  its  options.  The  latest  cutback  will 
likely  delay  development  indefinitely  of  the  13-nation  consor- 
tium's Columbus  space  lab.  Worse,  the  Hermes  will  almost 
certainly  be  redesigned  as  an  unmanned  spacecraft  for  use  as 
a  technology  test  bed — and  even  that  may  never  see  the  light 
of  day.  One  probable  result:  The  ESA  may  push  for  increased 
cooperation  with  the  U.  S.  It  is  already  looking  to  see  how 
Europe  might  take  responsibility  for  developing  an  emergen- 
cy-return space  vehicle  that  would  serve  as  a  lifeboat  for 
America's  Freedom  space  station — assuming  that  that  belea- 
guered project  survives  severe  congressional  scrutiny. 


FIGHTING  FIRE  WITH 
...COMPUTER  MODELS 


Surprisingly  little  is 
known  about  the  dy- 
namics of  fire.  Scientists 
at  the  insurance  indus- 
try's Factory  Mutual  Re- 
search Corp.  in  Nor- 
wood, Mass.,  are 
tackling  the  mystery  of 
how  fire  climbs  fiber- 
coated  walls  and  other 
surfaces — in  the  hope  of 
creating  a  computerized 
model  that  unlocks  such 
deadly  secrets. 

Taking  precise  calcula- 
tions of  heat,  burn  rates,  gas  release,  and  other  traits,  re- 
searchers feed  the  results  into  computer  models  that  simulate 
fire's  spread  up  walls  and  across  rooms,  says  Ronald  L.  Al- 
pert,  manager  of  FMRC's  fire  and  explosion  research.  The  work 
is  still  in  its  infancy,  but  Alpert  says  large-scale  models  might 
one  day  predict  how  fire  behaves  in  entire  office  buildings  or 
warehouses. 
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Investing 


CUSHIONING  THE  RISKS 
OF  COMMODITIES 
F 


or  years,  John  Be- 
viacqua,  50,  be- 


lieved that  buying 
stocks  was  the  smart, 
safe  way  to  invest  for 
retirement.  But  after 
the  1987  crash  erased 
more  than  $15,000  of 
his  portfoHo,  the  chief 
financial  officer  for 
data  processing  firm 
RCG/ Pro- Access  decid- 
ed to  rethink  his  strat- 
egy. Today,  he  has  45'-' 
of  his  portfolio  in  an 
investment  he  consid- 
ers even  smarter  and 
safer  than  stocks:  com- 
modities funds. 

That's  right.  Al- 
though commodities — 
or  futures,  to  use  the 
more  modern  term — 
are  notoriously  risky  if 
you  trade  them  your- 
self, Beviacqua  and  a 
growing  horde  of  in- 
vestors are  putting 
their  faith  in  profes- 
sionally managed 
funds.  These  invest- 
ments give  individuals 
access  to  the  potential- 
ly lucrative — yet  vola- 
tile— futures  markets 
for  as  little  as  $2,000. 
"People  are  afraid  of 
commodities.  I'm 
afraid  of  commod- 
ities," says  Beviacqua. 
"But  not  with  a  good 
manager  out  there." 

Even  with  profes- 
sional management, 
though,  futures  funds  are 
highly  speculative.  In  most 
cases,  investors  are  advised 
to  place  ho  more  than  5%  to 
10''  of  their  otal  portfolio  in 
such  funds,  a  d  they  should 
be  able  to  wit; -rand  heavy 
losses  of  princip^::.  Commod- 
ities are  also  not  n  game  for 
people  who  need  instant  ac- 
cess to  their  money,  -a<  h  as 
retirees    dependent    on  a 


steady  income  stream.  Care- 
ful investors  can  protect 
themselves  to  some  extent  by 
choosing  managers  with  long, 
proven  track  records.  They 
can  even  turn  to  guaranteed 
funds  that  offer  lower  rates 
of  return  but  pledge  to  re- 
fund the  investor's  original 
outlay,  no  matter  what  the 
trading  results. 

A  lot  of  investors  think  the 


possible  rewards  are  worth 
the  risks.  Futures  funds  have 
attracted  more  than  $21  bil- 
lion, nearly  three  times  as 
much  as  they  contained  be- 
fore the  1987  stock  market 
crash,  according  to  the  Man- 
aged Futures  Assn.  That's 
still  only  a  fraction  of  the 
$350  billion  in  stock  mutual 
funds,  but  the  dollars  keep 
flowing  in. 


For   most  of 
year,  funds  have  t 
ed  miserably,  lo- 
niore  than  10%  of  t 
\  alue.  But  they  tu' 
around  smartly 
.June,  when  fund  ri 
agers  found  moi- 
making  opportun 
in  currencies  and  iu 
est  rates.  "Some  ii 
agers  who  have  1 
taking  a  beating 
the  last  few  mo 
are  currently  sei, 
lO';  and  12%  returs 
says  Leon  Rose,  i 
lisher  of  ManagedA 
count  Reports,  a  n^v 
letter  that  tracks  It 
performance.  "'i 
only  bodes  well  foi;I 
commodity  funds,'  \ 
says.   Still,  perbj 
more  than  other  in^'S 
ments,  commodity  e 
formance  is  difficu  i 
predict   because  1 
markets     move  ? 
quickly  and  the  fuc 
trade  in  such  a  vajjl 
of  products. 
LOSS    LIMIT.  Futr( 
funds  offer  a  nur!)( 
of  advantages.  Ire 
tors  get  the  hugepi 
tential  upside  of  -x 
ing  comm.oditie^. 
unlike  speculat<ir> 
often  buy  futures  c 
margin,  their  lo^e 
are  limited  only  to 
amount  they  acti,j 
invest.  They  get 
vestment  vehicle  that  tyjl 
ly   moves   independently  c 
stocks.  That  can  be  an  eri' 
ing  feature  at  a  time  vie 
the  stock  market's  gearic 
appears  stuck  between  ei 
tral  and  reverse.  They  if 
can  get  an  attractive  ne'o 
mance  record,  with  a  niwa 
of  fund  managers  postin  a 
annual  return  of  15%  or  or 
over  the  last  10  years,  ty 


lagcd  Account  Reports. 
;k  prices,  meanwhile,  have 
'ecialed  by  about  14%  per 
•  during  that  period, 
ainstream  brokerage 
IS  such  as  Merrill  Lynch, 
n  Witter  Reynolds,  and 
irson  Lehman  Brothers 
3  all  backed  funds  in  re- 
,  years  with  low  costs  of 
y.  But  those  investors 
ng  to  risk  a  bit  more  can 
)se  another  option:  private 
loments  available  to 
ips  of  35  or  fewer  people 
can  each  put  up  a  mini- 
n  of,  say,  $5,000  to 
1,000.  Pension  funds  and 
!r  institutions  have  start- 
buying  into  managed 
is,  but  it  still  remains  a 
ness  dominated  by  retail 
stors  who  supply  more 

I  two-thirds  of  the  money 
put  less  than  lO?!-  of  their 
stment  capital  mto  com- 
ities. 

hoosing  the  right  fund  re- 
es  some  work,  such  as  pe- 

II  of  offering  documents 
typically  run  more  than 
pages.  The  most  impor- 

investor  checkpoint  is 
name  of  the  trading  ad- 
r — the  person  or  people 
'  actually  make  trading 
sions.  The  trading  advis- 
history  should  show  a  re- 
I  of  reasonable  profits, 
es  of  no  more  than  25%  in 
given  year,  and  a  consis- 

growth  in  assets  under 
lagement.  For  example, 
Inc.,  which  manages  more 
I  $50  million  in  fund  as- 
,  specializes  in  futures  on 
ign  financial  instruments. 
;he  last  three  years,  Sjo 

shown  a  61%  com- 
nded  annual  return, 
ed  a  one-month  loss 
ligger  than  14.5%-,  and 
i  no  worse  than  a  26% 

in  any  one  year. 

iONABLE  FEES.  Some- 

s,  the  trading  advis- 
impact  can  be  hard  to 
irmine  because  the 
I  managers  hire  more 
one.  "It's  become 
ionable  to  have  8  or 
trading  advisers  in- 
ed  in  one  fund,"  says 
1  Alban  Jr.,  president 
'ragma,  a  trading  ad- 
ry  firm.  "Sometimes, 
hard  to  know  who's 
g  what  to  whom." 


THE  CONTRACTS  BEHIND 
THE  FUTURES  FUNDS 


AGRICULTURALS 


Range  from  soybeans  to  wheat  to  pork  bellies  to  orange  juice. 
Prices  tend  to  move  based  on  weather,  trade  policy,  consumption, 
and  international  crops 


CURRENCIES 


Investors  speculate  on  the  future  value  of  the  dollar  vs.  German 
marks,  Japanese  yen,  Swiss  francs,  and  others 


ENERGY 


Crude  oil,  heating  oil,  and  gasoline  are  the  most  popular.  Weather, 
wars,  and  inflation  make  these  markets  move 


INTEREST  RATES 


Sensitive  to  all  manner  of  economic  news  and  to  actions  by  the 
world's  central  bonks.  Eurodollar  futures  ore  tied  to  short-term  rates 
charged  on  funds  deposited  overseas.  Treasury-bond  futures  ore 
tied  to  the  U.S.  government's  30-year  bond 


PRECIOUS  METALS 


Silver,  gold,  platinum.  One  of  the  sleepiest  gomes  around  in  recent 
years.  May  take  a  resurgence  in  inflation  to  wake  them  up 


STOCKS 


Available  on  the  Standard  &  Poor's  500  or  other  stock  indexes.  En- 
able fund  managers  to  bet  on  the  future  course  of  a  big  basket  of 
stocks  in  a  single  leveraged  transaction 

DATA:  BW 


Fees  charged  by  the  bro- 
kerage firm  and  the  trading 
adviser  should  be  reason- 
able— say,  a  4%'  up-front  sales 
load,  a  1%  guaranteed  man- 
agement fee,  and  an  incentive 
fee  of  1%  to  3%>  of  trading 
profits.  And  conditions  for 
withdrawal  of  funds,  or  "re- 
demptions," should  be  clearly 
stated  and  allow  investors  to 
receive  their  money  in  a  time- 
ly manner. 

Unlike  open-end  mutual 


funds,  in  which  investors  can 
buy  or  sell  shares  on  an  on- 
going basis  as  market  condi- 
tions change,  most  commod- 
ity funds  are  closed-end.  Once 
the  funds  start  trading,  new 
investors  are  no  longer  wel- 
come. That  means  investors 
must  make  their  decision 
about  buying  into  a  fund  up 
front,  based  on  the  past  per- 
formance of  the  trading  ad- 
visers. Investors  in  private 
pools  can  sell  their  stakes, 


THE  RECORDS  OF  TOP  TRADING  ADVISERS 


Hrm 

Annualized 
return 
for  S  yrs.* 

Worst 
2 -month 
period 

Assets  under 
management 

(in  millions) 

ROEMER  WEATHER 

Des  Moines,  Iowa 

95.81% 

-31% 

$13 

RED  OAK  COMMODITY  ADVISORS 

Saddlebrook,  N.J. 

81.38 

-2 

77 

LOGOS  TRADING 

Chicago 

73.01 

22 

28 

HOLLINGSWORTH  TRADING 

Giddings,  Tex. 

72.27 

-3 

50 

SCHNEIDER  MANAGEMENT 

Albany,  Conn. 

58.76 

-12 

20 

'Compound  annual  total  return 


DATA:  BARCUY  TRADING  GROUP  LTD 


but  arranging  such  transac- 
tions can  be  a  touch-and-go 
proposition. 

Some  investors  prefer 
funds  that  target  particular 
sectors  of  the  commodity 
markets.  Funds  that  concen- 
trate on  currencies  and  on 
shifts  in  interest  rates  in  for- 
eign countries  have  been  pop- 
ular lately. 

Dean  Witter,  for  example, 
recently  raised  $68  million  for 
its  Global  Perspective  Portfo- 
lio, and  Shearson  is  currently 
raising  money  for  its  FlOOO 
Guarantee  Fund  XIX.  But 
many  fund  managers  believe 
that  targeted  funds  unneces- 
sarily limit  trading  options. 
"From  our  perspective,  we 
are  futures  traders,  whether 
it's  currencies,  grains,  inter- 
est rates,  metals,  or  whatev- 
er," declares  Alan  Kaufman, 
senior  vice-president  of  Mt. 
Lucas  Management,  an  in- 
vestment firm  based  in 
Princeton,  N.J. 
ERRATIC  PERFORMANCE.  What- 
ever their  target,  all  commod- 
ity funds  are  likely  to  show 
an  erratic  performance  that 
can  be  unsettling.  Indeed,  it's 
not  uncommon  for  funds  to 
shut  down  after  losing  all  or 
most  of  their  investors'  mon- 
ey. "A  higher  degree  of  vola- 
tility is  assumed,"  declares 
Sol  Waksman,  president  of 
Barclay"  Trading  Group,  a 
Fairfield  (Iowa)  brokerage 
firm  that  tracks  the  perfor- 
mance of  trading  advisers. 
"If  investors  can't  handle  it, 
they  should  stay  away  from 
commodity  funds." 
Instead,  those  people  might 
consider  guaranteed 
funds,  which  promise  a 
return  of  principal,  de- 
spite market  conditions. 
The  pledge  is  possible  be- 
cause trading  advisers  in- 
vest about  two-thirds  of 
the  fund  assets  in  low- 
risk  instruments  such  as 
zero-coupon  bonds  or 
Treasuries.  The  other 
third  goes  into  the  com- 
modities markets  to  boost 
the  fund's  overall  yield. 
Cost  for  such  a  promise? 
Less  money  for  trading 
means  less  risk 
of  loss— and  less  opportu- 
nity for  double-digit 
gains.         David  Greising 
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VAN  HUNTING? 
PUT  THESE  ON 
YOUR  MINI  LIST 


F 


lor  eij^ht  years,  Chrys- 
ler's minivans  have  out- 
classed the  competition. 
But  Mercury  and  Nissan  have 
narrowed  the  j^ap  considera- 
bly with  the  stylish  new  Vil- 
kigi'V  and  Quest.  These  nearly 
identical  twins,  assembled  by 
Ford,  are  the  strongest  chal- 
lengers yet  to  the  Chrysler 
vehicles  on  features  and  per- 
formance. But  they  trail  on 
availability  and  price. 

Like  Chrysler's  Dodge  Car- 
avan and  Plymouth  Voyager, 
the  Mercury  Villager  and  Nis- 
san Quest  handle  superbly — 
more  like  a  car  than  a  truck. 
y\nd  they  surpass  the  Chrys- 
ler minivans  by  meeting  all 
passenger-car  safety  require- 
ments, including  headrests 
for  all  seats  and  reinforced 
door  beams  to  protect  against 


side-impact  crashes. 
But  the  Villager  and 
Quest  won't  have  a 
driver's  air  bag  until  a 
year  from  now.  On 
Chrysler  vehicles,  the 
air  bag  is  standard. 

The  real  test  of  a 
minivan's  performance 
is  how  well  it  carts 
stuff  around.  If 
you've  ever  wres- 
tled out  the  Car- 
avan's rear  seat 
to  load  up  for  a 
trip,  you  will  be  de- 
lighted by  the  Villag 
er's  and  Quest's  versatile 
seats,  which  fold  down,  come 
out,  or  slide  forward  on 
tracks  for  at  least  14  different 
seating  and  cargo  configura- 
tions. For  example,  flip  down 
the  middle  and  rear  seats  to 
form  a  table-like  flat  surface 
in  back. 

FEWER  DEALS.  Neither  beats 
Chrysler  on  price,  but  they 
come  fairly  close  depending 
on  what  options  you  buy. 
Base-model  Caravans  can  be 
found  with  a  sticker  price  of 
$13,500,  but  most  buyers  add 
options  that  push  the  price 


riUAGERt  NttRCURY 
WILL  SELL  ONLY 
ABOUT  70,000 
A  YEAR 


ab()\('  .-■lT,(in(!.  If  you  want 
cruise  control  and  power  win- 
dows, for  instance,  the  price 
tag  starts  at  about  $18,000  for 
a  Villager  and  $18,600  for  a 
Quest,  not  including  taxes 
and  destination  charges.  The 
pair  differs  slightly  in  how 
the  features  are  packaged. 
Antilock  brakes  are  standard 
on  the  Mercury,  an  option  on 
the  Nissan.  And  fewer  cars 
mean  fewer  deals.  Mercury 
will  sell  only  about  70,000  Vil- 
lagers and  Nissan  50,000 
Quests  a  year,  against  Chrys- 
ler's almost  400,000  minivans. 


The  Mercury/Nissan  i 
has  a  few  minor  annoyai 
The  lights  on  the  air-ci 
tioning  and  cruise-control 
tons  that  signal  when  t  . 
features  are  turned  on  ar 
small  as  to  be  unnotice; 
And  closing  the  far  rear 
dow  requires  extra  effort 

However,  these  are  n 
faults  on  an  otherwise 
minivan.   Chrysler's  veh 
still  offer  the  broadest  r; 
of  prices  and  options.  Bui 
well-packaged  Villager  r 
Quest  can  be  very  attra(i) 
alternatives.  Jim  Tt 


Today's  steep  yield  curve 
is  at  a  historically  sharp 
incline.  For  Treasury  bond 
investors,  the  dilemma  is 
whether  to  tie  up  money  in 
long-term  securities  paying 
the  highest  rates  or  to  go  for 
short-term  paper  that  pays 
less.  And  there's  always  con- 
cern that  interest  rates 
might  spike  up,  sending  bond 
prices  plunging. 

One  solution  is  a  bond  lad- 
der, a  procedure  that  allows 
for  considerable  flexibility, 
reduces  rate-spike  risk,  and 
promises  full  return  of  prin- 
cipal, because  you 
hold  the  bonds  until 
maturity.  Since  your 
money  is  in  Treasur- 
ies, any  fear  of  de- 
fault is  nonexistent. 

EVEN  SPREAD.  With 

a  typical  bond  lad- 
der, you  divide  your 
money,  say  $50,000, 
equally  over  Trea- 
suries ranging  from 
1-year  (3.6%  yield)  to 
10-year  maturities 
(6.7%)  at  $5,000  for 


Smart  Money 

HOW  TO  BUY  BONDS  WITHOUT 
THE  RATE-HIKE  JITTERS 


each.  A  bond  will  mature  an- 
nually, which  permits  you  to 
spend  the  cash,  invest  it  else- 
where, or  put  it  on  another 
step  of  the  ladder. 

Each  year,  you  can  roll 
over  the  maturing  principal 
into  bonds  at  current  rates. 
If  you  want  the  ladder  to 


HOW  A  BOND  LADDER  WORKS 

Invest  $5,000  each  in  /-  to  1 0-year  Treasuries,  hold 
until  they're  due,  and  collect  the  income 


Maturity 

Current 
yield 

Income 

1 

3.6% 

$180 

2 

4.2 

210 

3 

4.7 

235 

4 

5.3 

265 

5 

5.6 

280 

6 

6.0 

300 

7  6.2 

310 

8  6.5 

325 

9  6.6 

330 

10  6.7 

335 

TOTAL  INCOME 

$2,770 

AVERAGE  YIELD 
FOR  FIRST  YEAR 


DATA;  DRI/McGRAW-HILL,  BW 


continue  into  a  second  de- 
cade, you  may  put  the  pro- 
ceeds into  10-year  bonds.  Or 
if  not,  reinvest  in  shorter- 
term  securities.  During  the 
first  of  the  10  years,  your 
interest  income  is  $2,770,  or 
5.5%  overall — not  too  bad  on 
your  $50,000  principal.  That 
is  the  equivalent  of 
tying  up  the  whole 
sum  in  five-year 
paper. 

It's  not  worth- 
while to  invest  in 
Treasuries  beyond 
10  years:  You're 
spanning  most  of 
the  yield  curve  be- 
tween 1-  and  10-year 
issues.  The  differ- 
ence between  the 
two  is  3.1  percent- 
age points,  while  the 


5.5% 


gap  between  a  10-  and  a  <) 
year  Treasury  (7.5%'  yieidi; 
just  0.8  of  a  point.  Besics 
price  volatility  hurts  « 
longest  maturities  met 
which  can  be  a  concern  i  e 
need  for  cash  compels  youi 
sell  your  bonds  early. 

The  bond-ladder  strati 
is  no  use  to  traders  who  sili 
to  sell  before  maturity,  np 
ing  capital  gains.  A  lads! 
works  best  for  retirees  ortt 
ition-paying  parents  vie 
want  a  reliable  incoif 
stream.  "Bond  ladders  rf 
not  for  a  45-year-old  wli- 
kid  is  far  too  young  tnr  i 
lege  and  who  wants  t<>  h  > 
wealth,"  says  Philip  Spr. 
er,  editor  of  ExecuUh 
Wealth  Advisory  newsletT 

Bond  ladders  require  da 
pline.  Says  Jay  Goldinjr 
chief  investment  strate 
at  Capital  Insight,  a  Bevii 
Hills  (Calif.)  brokci-m 
"People  often  don't  folv, 
these  automatic  reinvit 
ment  systems."  To  mak  i 
bond  ladder  work,  you  h^ 
to  stay  on  it.       Larrn  Lit 
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If  you  own  an  IBM®  printer  or  typewriter,  you  don't 
ive  to  buy  replacement  ribbons  and  toners  from  the 
anufacturer.  But  you  should. 

Lexmark  is  dedicated  to  making  sure  the  output  of 
ir  IBM  supplies  is  as  high-quality  as  the  IBM  machines 
ey  grace.  So,  if  it  s  replacement  time  for  your  IBM 
)bon  or  toner,  we  suggest  you  give  Lexmark  a  call,  PDQ. 

To  order,  to  locate  the  dealer  nearest  you,  or  to 
:eiveyour  free  catalog,  call  1-800-438-2468,  ext.  80. 
1  Canada,  call  1-800-663-7662.) 

Lexmark  International,  a  former  subsidiary  of  IBM, 
an  independent,  woridwide  company  that  develops, 
anufactures,  and  markets  IBM  personal  printers,  IBM 
Dewriters,  related  supplies  and  keyboards. 

Make  Your  Mark 


IBM  is  a  registered  trademark  of  International  Business  Machines  Corporation  in  the  United  Slates  and/or  other  countnes  and  is  used  under  license. 
Lexmark  is  a  trademark  of  Lexmark  International,  Inc.  ©  1992  Lexmark  International.  Inc 
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In  the  eddies  near  the  river 
bank,  rainbow  and  brown 
trout  are  clearly  visible, 
their  mouths  pluckinjy  insects 
from  the  gently  moving  wa- 
ter. As  I  step  forward  for  my 
first  cast  with  a  fly  rod  on  the 
Test  River,  one  of  Britain's 
most  fabled  trout  streams,  I 
recall  the  emotions  that  our 
guide,  Jim  Haddrell,  warned 
would  sweep  over  us  novices: 
a  desire  to  catch  all  the  fish, 
then  to  catch  just  the  biggest, 
and  finally,  the  realization 
that  fishing  should  be 
fun  and  relaxing,  never 
mind  the  quarry. 

Relaxing?  That's  not 
what  comes  to  mind 
when  the  flyline  that  is 
supposed  to  drop  the 
nearly  weightless  fly 
onto  the  nose  of  the 
feeding  trout  is,  instead, 
looping  behind  me  and 
getting  caught  in  the  dry 
underbrush.  Never  mind. 
I  didn't  really  expect  that 
years  of  spin-casting  in 
lakes  and  oceans  would 
ecjuip  me  for  fly-fishing. 
But  with  two  days  of  in- 
tensive instruction  from 
Haddrell  and  his  young 
associate,  Robin  Gow, 
I'm  determined  to  crack 
this  mystifying,  yet  al- 
luring, pastime. 

For  the  novice,  a  cou- 
ple of  days  of  lessons  is 
the  best  introduction  to  a 
bewildering  array  of 
fishing  paraphernalia, 
the  selection  of  flies,  and 
technique.  Ever  since 
moving  to  London  nine 
years  ago,  I've  been  fas- 
cinated by  fly-fishing 
lore  and  have  heard 
much  of  the  special  at- 
tractions of  southern  En- 
gland's chalk  streams — rich  in 
vegetation  and  pure  habitats 
for  trout.  The  Test  meanders 
through  40  miles  of  rolling 
Hampshire  countryside,  dot- 
ted with  thatched-roof  houses, 
that's  no  more  than  two  hours 
southwest  of  London.  It  has 


Outdoors 


FLY-FISHING:  GETTING 
YOUR  FEET  WET  IN  ENGLAND 


been  said  that  the  Test's  wa- 
ters are  clear  as  gin,  and  its 
fishing  rights  make  it  four 
times  as  expensive. 

Thanks  to  a  40th  birthday 
gift  from  my  wife,  I  signed 
up  with  the  British  arm  of  the 


provided.  Other  recommended 
two-day  courses  on  the  Test 
are  given  by  Fishing  Breaks 
(44-71-281-6737)  for  $285. 

For  this  little  adventure, 
I'm  joined  by  one  of  my  oldest 
friends  and  fishing  mates 


sing  the  tools 
of  the  trade 
(left),  the  writer 
(above,  center)  and 
members  of  his 
graduating  class 
get  ready  to 
cast  their  flies 
upon  the  waters 


American  outdoors  outfitter, 
Orvis  (44-2(i4-781-212).  Orvis 
offers  six  weekend  classes 
from  April  to  August  that 
consist  of  lectures  in  a  small 
hut  next  to  a  millstream  and 
fishing  on  the  Test.  The  price 
is  $380  per  weekend  (9  a.m.-6 
p.m.  each  day);  equipment  is 


from  New  York,  Andy  Cow- 
herd, and  six  Brits.  Early  on, 
we  learn  about  presentation. 
To  present  the  fly  properly  to 
the  hungry  trout,  we  must 
know  basic  knot  tying,  linking 
the  fly  line,  which  comes  off 
the  reel,  to  the  leader,  and 
then  the  leader  to  the  fly.  If 


you  don't  do  it  right,  as  1 1 
discover,  the  fish  will  r 
the  line.  Classroom  workj, 
takes  in  the  entomolog 
the  fly,  the  intricacy  oii 
tying,  and  how  to  locatd 
fish. 

Then  there's  the  cast.l 
idea  is  to  have  the  line  gi 
unfurl  over  the  water, 
the  fly  touching  down 
We  start  with  the  basic 
head  cast  "If  you  heai 
rod   swish,"   Haddrell  i 
"you're  working  too  h 
(At  the  millstream, 
later  at  the  Test,  1 
myself  working  too 
too  often.)  We  also 
the  roll  cast,  a  sid 
version  to  be  used  il 
branches   are  lui 
overhead  or  tough  \i 
are  blowing. 
MO  WHOPPER.  The  (1 
tions  are  perfect  fo  i 
weekend:  hot  sun  Pit 
slight  breeze.  On  th  ! 
erbank,  Haddrell  s* 
es  patience.  "If  the 
are  feeding,  you  ouj. 
be  able  to  catch  tin 
he  tells  us.  The  trie, 
we  discover  durings 
era!  hours  of  roci 
backward  and  fort 
with  our  casts,  is  to  t; 
the  fly  as  close  to  I 
fish  as  possible  socl 
the  current  carrii 
right  to  its  mouth. 

Almost  as  if  pla 
with  our  session  abc.i 
end  on  Sunday,  a  •( 
strikes  my  fly.  Fiill(/i 
our  earlier  instructinj 
keep  the  rod  tip  hig^a 
pull  the  line  in  wit  i 
left  hand,  not  usin;  1 
reel.  Surprisingly  t 
fish  comes  with  it.f 
rainbow  is  no  who]}]!) 
about  the  size  of  my  extud 
hand.  But  I'm  satisfied  tat 
has  all  come  togetht. 
week  later,  Cowherd  ;id 
make  our  commitment  t  f 
fishing:  We  load  up  onfi 
rods  and  reels  on  sa 
Orvis.  Rick  Met 


Worth  Noting 


■  INSURANCE  HELP.  Insurance- 
Quote  Services  (800  972-1104) 
offers  free  help  choosing  life 
insurance.  You  provide  basic 


information,  and  Insurance- 
Quote  compiles  a  detailed  de- 
scription of  five  of  the  low- 
est-priced, safest  policies. 
■  FUND  FACTS.  Finding  Your 
Way:  A  Guide  to  Mutual 
Fund  Investing  tells  how  to 


evaluate  a  fund  and  avoid 
common  investor  traps.  The 
brochure  is  free  from  Shear- 
son  Lehman  Brothers  (800 
233-7833,  ext.  3838). 
■  LITERACY  LINK.  The  Coors 
Literacy   Hotline   (800  626- 


4601)  connects  callers  ani; 
eracy  programs.  The  se'i( 
has  approximately  UK 
programs  on  file  an 
staffed  with  English-  fii 
Spanish-speaking  operrOi 
seven  days  a  week. 
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If 

You're  Calling 
AT&T 
ForYouk 
Telepho]ne, 
Voice  Mail 
Systems 

AND 

Long  Distance 
Services, 

Go  Ahead. 

Then 
Call 
Us. 

^EXECUTONE^ 

1-800-967-9866 
Natural  Solutions 


dex  to  Companies 

idex  gives  the  starting  page  for  a  story  or  feo- 
'ith  a  significant  reference  to  a  company.  Most 
liaries  are  incJexecj  under  ttieir  own  names, 
onies  listed  only  in  tables  are  not  included. 


S8 

ado  32 

'Hollander  46 
!  58 

m  Airlines  32 
m  Cyanomid  71 
in  Home 
Its  32,44 
in  International 
24 

!.  Porter  20 

iamond 

ia!  20 

8 

8 


63 

u  58 

Trading  Group  72 
3roup  46 
ithers  32 
(Technologies  42 
iorns  6 
al  6 

irunswig  44 
I 

lam  Steel  58 
Decker  28 
me  Group  54 
2,  39,  48 

en  &  Hamilton  44 
ted  Sox  32 
a  25 

^yers  Squibb  44 

erospoce  39 

irways2 

1  Bottling  28 

isto  30 

■Id  &  Butterfleld  41 


y  30 

in  Airlines 
tional  32 
30 

Insight  74 
Institutional 
IS  44 
jroup  23 
lar  56 

40 
;arch  80 

54,  74 
\  63 
>la  28 

■Palmolive  46 
S8 

ltd  Airlines  32,  65 
42 


'  Aviation  37 
38 

itter  Reynolds  72 


De  Beers  20 
Deere  48 
Deico  Remy  63 
Dell  Computer  65 
Delta  Air  Lines  32 
Desnoes  &  Geddes  28 
Deutsche  Bonk  Capital 

Markets  (Asia)  36 
Dow  Chemical  71 
Drackett  44 
DRl/McGrow-Hill  16 
Dun  &  Brodstreet  17 
Du  Pont  42 


E  &  J  Gollo  Winery  30 
Eastman  Kodak  26,  80 
Ecogen  71 
Edper  Group  25 
Electronic  Data  Systems  65 
Emerson  Electric  53 
turopcor  65 
Exxon  40 


Factory  Mutual 

Research  71 
Fetzer  Vineyards  30 
Fishing  Breaks  76 
Ford  23,48,80 
Frank  B.  Hall  24 
Frost  &  Sullivan  Holding  58 
Fuji  Bank  36 
Fuji  Photo  80 
Fuji  Photo  Film  USA  26 
Fujitsu  66 

G 


GE  20,48,53,80 

General  Mills  46 
General  Signal  58 
Glaxo  Holdings  68 
GM  48,63,65,80 
Goldman  Sachs  54 
Goodyear  23 
Gourmet  Beverage 

Distributors  28 
Green  Tree  Acceptance  24 
Grey  Advertising  58 
Group  EFO  46 
Groupe  Schneider  58 
G2  Research  65 


Hones  48 
Harcourt  Broce 

Jovonovich  58 
Hitachi  66,  80 
Honda  80 
Honeywell  23 
Hoover  28 
Hudson  Vineyards  30 


IBM  65,66,80 

ILC  Technology  63 
Information  Resources  46 


Jock  Eckerd  58 
Jerrico  58 

J.  Walter  Thompson  46 

K 


Kay  Jewelers  58 
Kmart  28 
Komotsu  56 


Lever  Brothers  46 
Levi  Strauss  48 
Lockheed  23 
Lomos  8.  Nettleton 

Financial  24 
Loral  23 
LTV  23 

Lynch  Jones  &  Ryan  17 
M 


MocylR.H.)  58 
Martin  Marietta  23 
McGraw-Hill  18 
McLean  McCarthy  25 
Merck  44 
Mercury  74 

Merrill  Lynch  36,  58,  65,  72 

MGM  58 

Microsoft  38,  66 

Midcon  58 

Mission  Resources  58 

Mitsubishi  Electric  80 

Mitsubishi  Heavy 

Industries  56 
Mitsui  20 

MMS  International  18 
Mobil  Oil  41 

Montgomery  Securities  63 
Moody's  Investors 

Service  24 
Motel  6  58 
Motorola  48,  80 
Mt,  Lucas  Management  72 
Mystic  Color  Lob  26 

N 


Navistar  32 

NCR  58 

NEC  66 

Nissan  36,  74 

Nomura  Securities  16 

North  Americon  Philips  48 

Northrop  23 

Norton  58 

NPD  Group  46 

o 


Occidental  Petroleum  58 
Olympia  &  York  25 
Orvis  76 

P 


Pontzer  Management  42 
PepsiCo  28,46 
Perot  Systems  65 
Pfizer  44 
Philips  80 
Pragma  72 

President  Enterprises  38 
Procter  8.  Gamble  46 


PureGro  40 
Putnom  63 


Quaker  Oots  46 
R 


Raymond  James  & 

Associates  63 
Roy  Proof  63 
Raytheon  23 
RCG/Pro  Access  72 
Regionol  Financial 

Associates  16 
Reliance  Group 

Holdings  24 
Revco  58 
Reynolds  (R.J.)  46 
Rockwell  International  40 
Rover  Group  39 
Royal  Appliance  28 
Russell  48 


Salomon  Brothers  54 
Sanford  C.  Bernstein  44 
Sanwo  Bonk  66 
Soro  Lee  48 
Sears  48 
Sheorson  Lehman 

Brothers  58,72,76 
Siemens  65,  80 
S|0  72 

Skadden  Arps  Slate 
Meagher  &  Flom  58 

Smith  Barney  Harris 
Uphom  28 

SmithKline  Beecham  68 

Snapple  Natural 
Beverage  28 

Sony  26 

Spear  Leeds  &  Kellogg  58 
Square  D  58 
Sumitomo  Electric  20 
Sutter  Home  Winery  30 
Systemhouse  65 
System  One  65 


Telemundo  Group  24 
Thomson  23 
Time  58 
Toshiba  66,  80 
Toyota  36,  80 
Trizec  25 
TWA  32 
T-Zone  66 


Ultimate  58 
Unocal  40 
USAir  32 


Valence  Technology  63 
Von  Kosper  63 

w 


Wagner  Stott  58 
Wal-Mart  28 
Walt  Disney  24 
Wellington 

Management  63 
William  A.  Korges  Fine 

Arts  41 
Work/Family  Directions  42 

X 


Xerox  42 


Rl  Kir  If  ^,  c,  \A/r  c  L-   A  iir.  I  K  T  i      i  -,r.  t-t 


Kuwait  is  still  waiting... 

Kuwait  is  free  again...  free  from  aggression...  from  the  pain  and  humiliation  of  occupation.  But 
hundreds  of  Kuwaitis  are  still  under  siege...  unjustly  held  in  Iraqi  prisons  against  all  norms  of 
international  behavior  These  people  have  been  taken  away  from  their  homes  and  families,  trapped  by  a 
man  who  has  scant  respect  for  fellow  human  beings. 

Yes,  hundreds  of  unfortunate  Kuwaiti  children  are  waiting  for  their  fathers  and  brothers  to  come 
home...  parents  are  waiting  for  their  sons.  Are  you  doing  enough? 

You  too  can  help  in  our  efforts  to  bring  them  back  home  to  freedom...  to  a  Free  Kuwait.^^pp^ 


Write  or  fax  your  letter  of  support  TODAY  to:  B— 5IE  pd 

THE  NATIONAL  COMMITTEE  FOR  MISSING  &  POWs  AFFAIRS  ^^^U^ 

Block  6  Dahiyat  Sabah  Al-Salem,  Kuwait  -  44000  ^^^^^ 

Tel:  (0965)  552  061 1 ,  552  0070/80/90  Fax:  (0965)  5521 732  ^^H^JSj^ 
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RENTARY 

mers  are  glum,  but  investors 
illish,  A  sharp  drop  in  consu- 
jnfidence  kicked  off  a  bond 
t  rally  on  July  28,  lowering 
»lds  on  long-term  Treasury 
0.2  percentage  points.  Tfiat 
Id  Dow  industrials  up  52 
.  The  bond  rally  stalled  on 
9,  but  stocks  kept  on  going 
odditionol  45  points.  The 
□rd  &  Poor's  500  even  made 
high-  But  not  even  a  cut  in 
erm  interest  rates  could  reig- 
iponese  stacks,  which  sank 
x-year  low. 


STOCKS 

July       Jan.       July     July  23-29 


52-week  chonge 
^8.9% 


l-week  change 
+  2.7% 


BONDS 

July       Jan        July     July  23-29 


m  23 

420  UOO 


52-week  change 
+  10.1% 


THE  DOUAR 

July       Jan        July      July  22-29 
1490      100  I   I   85 


1  -week  change 


3^ 


52-week  change 

-7.3% 


1-week  change 
+0.1% 
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S^'^j  CiKS 

latest 

%  change 
Week  S2-weeli 

FUNDAMENTALS 

latest 

Week  ago 

Year  ogo 

ONES  INDUSTRIALS 
}MPANIES  (Russell  1000) 

COMPANIES  (Russell  2000) 
>MPANiES  (Russell  3000) 

3379.2 
223  3 
193.0 
237  2 

3.1 
2.7 
2.1 
2.7 

1  1.7 

10.2 
1  1.7 
10.2 

90-DAY  TREASURY  Bill  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
cffD  cnn  niuincun  vicih 

)&r  jUU  UlVIUtnU  ilCLU 

S&P  SOO  PRICE/EARNINGS  RATIO 

3.25% 
7.45% 
3.01% 
24.6 

3.23% 
7.63% 
3.04% 
23.4 

5.7% 
8.3% 
3.1% 
19.7 

ICN  STOCKS 

latest 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

latest 

Week  ago 

Reading 

Week 

52-week 

S&P  500  26-week  moving  average 
Stocks  above  26-week  moving  overage 
Speculative  sentiment:  Put/coll  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

410.7 
45.6% 
0.41 
1.85 

410.7 
44.0% 
0.48 
1.87 

Positive 
Neutral 
Positive 
Positive 

)N  (FINANCIAL  TIMES  100) 

(NIKKEI  INDEX) 
<T0  (TSE  COMPOSITE) 

2423.2 
15,096.0 
3424  6 

1.5 
-2.9 
0.4 

-6.4 
-37.4 
-3  2 

DUSTRY  GROUPS 

BRIDGE  INFORMATION  SYSTEMS  INC. 

l-WEEK  LEADERS 

%  change 
4-week  52-week 

Strongest  stock  in  group 

%  change 
4-week  52-week 

Price 

MEBUILDING 

20.2 

50.6 

PHM 

45  8 

101.9 

26  'A 

DES 

12.3 

23.5 

REEBOK  INTERNATIONAL 

16.1 

-1.3 

77  Vi 

SPITAL  MANAGEMENT 

10  3 

-34.3 

HUMANA 

12.7 

-28.8 

23  Ve 

ISONAL  LOANS 

9  6 

13.9 

BENEFICIAL 

1 1.7 

19.4 

64  Vi 

ID  MINING 

8.9 

-4.1 

PLACER  DOME 

13.6 

-13.2 

11  '/2 

t-WEEK  LAGGARDS 

%  change 
4-week  52-week 

Weakest  stock  In  group 

%  change 
4-week  52-week 

Price 

ICKING 

-7.3 

3  4 

ROADWAY  SERVICES 

-9.7 

20.6 

58  '/2 

WY-DUTY  TRUCKS 

-5  9 

17.1 

DANA 

-9.1 

20.0 

393/4 

>ER  CONTAINERS 

-5  8 

7.6 

STONE  CONTAINER 

-26.7 

-10.8 

18  '/2 

JAURANTS 

-5.1 

30.6 

McDonalds 

-6.4 

34.7 

44  '/e 

>URE  TIME 

-4.2 

-4.0 

BRUNSWICK 

-10.3 

-11.8 

13  '/e 

TUAL  FUNDS 


ERS 

eek  total  return 

% 

LAGGARDS 
Four-week  total  return 

% 

ELITY  SELECT  MEDICAL  DELIVERY 
S  LIFETIME  EMERGING  GROWTH 
INSTAY  GOLD  &  PRECIOUS  METALS 

10  3 
10,0 
9  9 

DFA  UNITED  KINGDOM  SMALL  COMPANY 
FIDELITY  OVERSEAS 
T.  ROWE  PRICE  JAPAN 

-10.0 
-8.7 
-8.4 

ek  total  return 

% 

52-week  total  return 

% 

ELITY  SELECT  SAVINGS  &  LOAN 
ELITY  SELECT  REGIONAL  BANKS 
EDOM  REGIONAL  BANK  B 

52  1 
47  6 
46.7 

LEXINGTON  STRATEGIC  INVESTMENTS 
UNITED  SERVICES  GOLD  SHARES 
G.  T.  JAPAN  GROWTH 

-460 
-380 
-30.7 

S&P  500 
4-week  Fotal  return 


MORNINGSTAR  INC 

Averog©  fund 
52-we©k  total  return 


JIVE  PORTFOLIOS 


r  amounts 
sent  the  present 
of  $10,000 
^ed  one  year  ago 
.h  portfolio 

"itages  indicate 
ly  total  returns 


Hi 


IVeasury  bonds 
$12,112 

+2.59% 


U.  S.  stocks 
$11,143 

+0.91% 


nil 


Money  market  fund 
$10,375 
+0.06% 


Gold 
$9,871 

+0.47% 


DATA  RESOURCES  INC 


m 

Foreign  stocks 
$9,601 
-1.82% 


1  on  this  page  are  as  of  market  close  Wednesday,  July  29,  1  992,  unless  otherwise  indicated  July  28  Molool  fund  returns  ore  as  of  July  24  Relotive  portfolios  ore  valued  as  of  July  28,  A  more 
groups  Include  S&P  500  companies  only,  performance  and  sfiore  prices  ore  as  of  morket  close        detailed  explanation  of  tfiis  page  is  available  on  request. 


rEditorials 

HOW  TO  KEEP  FREE  TRADE  Fl 

tOM  DIVIDING  US 

|H|he  powerful  surge  in  America's  foreign  trade  has  been 
^H^the  bright  spot  in  an  otherwise  weal<  economy.  With- 
H  out  it,  the  recession  would  undoubtedly  have  been 
more  severe  and  the  recovery  even  more  anemic.  Yet  trou- 
bling new  information  indicates  that  free  trade  is  driving  a 
wedge  right  down  the  middle  of  the  work  force.  The  result? 
The  U.  S.  is  developing  a  pattern  of  income  inequality  that  is 
different  from  anything  it  has  ever  experienced  (page  48). 

The  brutal  division  between  the  haves  and  have-nots  lies 
along  an  educational  fault  line.  The  losers  in  free  trade  are 
the  64  million  workers  who  never  went  beyond  high  school. 
As  trade— the  sum  of  exports  and  imports— rose  from  less 
than  10%  of  gross  national  product  in  the  late  1970s  to  25% 
today,  imports  and  the  shift  of  manufacturing  jobs  overseas 
have  displaced  many  low-skilled  workers  and  depressed  the 
wages  of  others.  Employees  exiled  from  manufacturing  have 
fled  to  service  industries,  glutting  the  job  market  and  keep- 
ing the  lid  on  pay  for  lower-skilled  employees  across  the 
economy.  As  a  consequence,  real  wages  for  high  school 
dropouts  have  fallen  by  20%  since  1979. 

By  contrast,  free  trade  has  tienefited  the  54  million  work- 
ers who  finished  college.  Their  real  income  grew  by  8% 
during  that  time.  Despite  the  nation's  fear  of  losing  out  to 
Japan  and  Europe,  the  part  of  America's  work  force  em- 
ployed in  high-tech,  high-information  industries  has  done 
well  in  economic  battles  with  First  World  competitors.  But 
the  bottom  half  of  the  working  population  has  been  ham- 
mered by  Third  World  countries. 

What  is  to  be  done?  Invest  heavily  in  worker  training  and 
education,  the  one  proven  pathway  to  higher  productivity 
and  the  production  of  high-value-added  goods  and  services. 
Slashing  wages  and  transferring  production  to  Mexico  or 
China  may  l)e  an  interim  step  for  companies  to  cut  costs  and 

survive  in  a  fiercely  competitive  world.  But  long-term  i 
will  go  to  those  corporations  that  do  more  by  offering  i 
quality  goods,  great  service,  speed,  and  low  prices  topi 
tomers.  Only  a  well-trained  and  educated  work  force  cai 
brace  the  kinds  of  total  quality  management,  just-in 
inventory  control,  computerized  manufacturing,  team 
systems,  and  other  techniques  so  crucial  to  producinL 
goods  that  generate  First  World-level  profits  and  sal; 

Corporate  America  should  take  note.  It  spends  onl,\ 
billion  a  year  on  employee  training.  That  works  oi 
about  one-third  of  what  Europe  spends  per  worker.  M(  f 
the  U.S.  money  currently  goes  to  train  managers  a'< 
pensive  business  schools  rather  than  to  train  workers 
cal  community  colleges,  even  though  experience  at  Moti 
and  Ford,  for  example,  shows  that  grass-roots  emji 
training  is  what  really  pays  off.  A  boost  in  funding  ; 
redirection  of  resources  would  go  far  to  make  the  Ixi 
half  of  the  work  force  more  productive  and  companies  , 
competitive. 

Government  could  play  a  m.ajor  role  by  forcing  chan 
the  public  schools  to  boost  learning  and  reduce  the  drt 
rate.  It  could  then  guarantee  a  college  education  to  1 1 
gi-aduating  senior  through  a  loan  progi'am  that  provide 
ition  in  exchange  for  national  service.  Washington  can 
use  the  tax  code  to  reward  companies  that  spend  heavi 
upgrading  employee  skills  instead  of  chasing  aroun< 
globe  looking,  as  a  few  have,  even  to  the  gulags  of  Chii 
the  cheapest  source  of  labor.  In  particular,  those  worker-- 
might  suffer  as  a  direct  consequence  of  the  North  Am( 
Free  Ti-ade  Agreement  deserve  special  attention. 

A  high-skills,  high-wage  strategy  for  all  American 
ployees  is  the  best  way  to  compete  in  the  global  ecoi 
The  alternative  is  a  permanent  class  society  no  one  v\ 

SURPRISING  NEWS  ABOUT  PATENTS 

ibliometrics  is  a  powerful  new  statistical  tool  that  ana- 
lyzes  patent  trends,  helping  savvy  companies  plan  strate- 
B^Pgic  direction  and  benchmark  themselves  against  com- 
petitors. It  scans  patents  and  scientific  research  papers  to 
disceiTi  which  ones  are  the  most  important.  The  analysis,  done 
l)y  firms  such  as  CHI  Research  in  Haddon  Heights,  N.  .J.,  and 
the  Institute  for  Scientific  Information  in  Philadelphia,  spots 
high-tech  trends,  checks  competitors'  moves  before  they  hit  the 
marketplace,  and  helps  companies  plan  acquisitions.  Eastman 
Kodak  Co.  uses  bibliometrics  to  follow  the  progress  of  top 
scientists  at  rival  companies,  checking  to  see  if  they're  being 
moved  into  hot  new  areas  of  research.  Philips  Electronics  Co. 
has  used  patent  analysis  to  track  30  rivals  in  39  fields,  from 
software  to  optic;il  recording. 

A  bibliometric  analysis  (BW— Aug.  3)  of  197  companies 
worldwide  done  especially  for  business  week  shows  some 

surprising  trends  in  corpcjrate  technological  strengths. 
Japanese  companies  are  hardly  copycats  any  more.  0. 
top  10  entries  overall,  Japan  has  five,  led  l)y  Toshilia.  Si 
U.  S.  companies  are  not  flat  on  their  backs  when  it  con  ■ 
technology.  The  other  five  in  the  top  10  were  all  Americai 
dak,  IBM,  General  Motors,  General  Electric,  and  Mot* 
Third,  European  companies  are  trailing  badly  with  Pl 
ranking  12th.  1 

Bibliometrics  brings  to  light  that  Ford  and  (;m  are  mal|| 
dramatic  comeback  by  increasing  technological  strength 
than  rivals  such  as  Honda  and  Toyota.  Although  the  lin 
tween  technological  strength  and  market  jiert'ormance  is  o 
ly  understood,  Detroit  has  l)een  gaining  market  share  recit 

Bibliometrics  is  a  potent  tool  and  a  powerful  reminder  <  t 
importance  of  not  forsaking  research  and  developmer- 
matter  how  tough  the  times  may  be. 

jM  FINALLY  HAS 
IREAL  WINNER. 
jbOD  NEWS,  RIGHT? 
IVELL,  NOT  entirely: 


Our  New  Note] 
Million  Bucks.\^ick 

MiSLEADE 

Recently,  our  engineers  set  out  to  create  a  remarka 
difTerent  notebook  computer.  With  all  of  the  qua) 
durabilitv^  and  features  that  vou  need.  All  at  a  sensii 
price.  The  result,  as  you  can  plainly  see,  is  a  remarka) 
different  notebook.  The  new  COMPAQ  Contura  ^ 


One  ot  the  best  things 
to  happen  to  notebook 
computing  since  the  told- 
down  airline  trav  table. 


Faniilv  ot  notebook  PCs 
sets  the  standard  tor  what 
an  attordable  notebook 
ought  to  be. 


crgonomic  stvling  lii;t 
rugged,  well-tested. s\ 
thought-out  PC  v(i 
pect  from  Compaq' 


the  COMPAQ  Contura  Just  beneath  its  sleek,  No  substandard 

•Thi'*  ftTMie  IV  proMficd  bs  timtraaed  Service  Provider*  and  ma%  rml  he  available  in  certain  ge<jgrapKu  lcH:atl'>n^  C'nntail  li>e  Compaq  Cuitomer  Supp<>n  * 
detaiU   C  199:  O.mpaq  Computer  CorporaOon  .\ll  Right-v  Re*er\e<l  Pnnted  in  the  U  S  A  ~COMP ^Q  Regivured  U  S  Pai.  m  and  Trademark  f)frKe  Cont  jr 


:  PC  Looks  Like  A 

JLD  Make  Tkis  The  Most 

0  In  History. 


:omponcnls.  No  sec- 
-rate  manufacturing, 
logos  stuck  on  the  out- 

aftcr  somebody  else's 

went  inside, 
fhanks  to  high  levels 
hip  integration  and 
e  of  the  smartest  me- 
lical  design  this  side 
fASA,  we've  managed 
ngineer  costs  out  and 


;1  386SL/25  mth  64-KB  cache 
MB  MM  (up  to  12  MB) «  60- 
' 20-MB  hard  dm e 
!l  386SL/ 20  «  2, WBR-LW  Cup 
to  MB)  <■  40-  or  84-MB 
i  drive  <■  Both  models:  6.2  lbs. 
'.S"  VGA  display  <•  Isolated 
Tied  "T" cursor  controls  <"  3.  S- 
ViCJ  battery  (optional  NiMH 
tery)  <■  .Microsoft  MS  DOS 
as  published  by  Compaq 


"ight  Stuff  in. 
pen  either  COMPAQ 
tura  PC  and  you'll 
a  large,  9.5-inch 
;n  beaming  brightly. 

arc  are  trademarks  i>l  Compac]  Computer  CorpuraUon,  Prod 
Inside  logo  IS  a  trademark  ot  Intel  Corporation. 


Lay  your  fingers  on 
the  keyboard  and  they  im- 
mediately feel  at  home. 

This  notebook  also  has 
a  unique  ability  to  hiber- 
nate when  left  idle,  sav- 
ing all  open  files  to 
the  hard  drive  and  auto- 
matically shutting  your 
notebook  down.  Preserv- 
ing your  remaining  bat- 
tery life.  Start  up  hours, 
days,  or  even  years  later, 
and  you're  right  where 
you  left  off. 

In  addition  to  all  of 
the  above,  the  COMPAQ 
Contura  notebook  PCs 
support  three  internal 
power-conserving  mo- 
dems from  Compaq. 


All  of  which  is  backed 

;s  mentioned  herein  mav  be  trademarks  a 


by  CompaqCare,  our  new 
service  and  support  pro- 
gram, which  includes  a 
free  one-year  limited  war- 
ranty good  anywhere  in 
the  world.  And  free  on- 
site*  service  anywhere  in 
the  U.S.  and  Canada. 

For  information,  call 
1-800-B45-1518,  ext.  220 
in  the  U.S.,  or  call 
1-800-263-5868,  ext.  220 
in  Canada. 

We'll  tell  you  more 
about  it.  We'll  tell  you 
all  the  places  you  can  get 
it.  And  we'll  tell  vou 
that  you  won't  find  an 
affordable  notebook  PC 
that  looks  this  good  and 
works  this  well  no  mat- 
ter who  you  call. 

id/or  registered  trademarks  ol  their  respective  companie 


Just  because  you  're  out  oj  the  office 
doesn't  mean  you're  out  oJ  touch. 
The  COMPACiContura  PC  features 
an  optional  power-conserving  2400- 
bps  data / 9600-bps  fax  modem. 


.\s  ncll  as  a  uniquel)  sophr.ticated 
poHcr  conservation  tool.  Hibernation 
also  serves  as  an  easy-to-use  placemark. 
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1 967^  1 00  (four-week  moving  average) 
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The  production  index  rose  for  the  week  ended  July  25  because  the  index  con- 
tains stronger  output  data  from  earlier  in  July  In  the  latest  week,  however,  seasonal- 
ly adjusted  output  of  autos  and  trucks  plunged  because  of  plont  closings  Also  down: 
electric-power  and  paper  production,  crude-oil  refining,  and  rail-freight  traffic  Steel, 
coal,  paperboard,  and  lumber  output  increased.  As  a  result,  before  calculation  of  the 
four-week  moving  average,  the  index  fell  to  177,1  from  183.2. 

BW  production  index  copyright  1  992  by  McGrav/  Hill  Inc 


The  leading  index  was  virtually  unchanged  in  the  week  ended  July  25,  Lov 
stock  prices  and  further  deterioration  in  the  growth  rates  of  both  real  estote  lo* 
and  M2  money  growth  offset  the  positive  indicators  of  slightly  lower  bond  yiel 
faster  growth  in  materials  prices,  and  a  drop  in  the  number  of  business  failures 
fore  calculation  of  the  four-week  moving  overage,  the  index  dropped  to  212  3  fr 
212.4  in  the  previous  week 

Leoding  index  copyright  1  992  by  Center  for  Internotionol  Business  Cycle  Rsseorch 


PRODUCTION  INDICATORS 


latest 
week 

Week 
ago 

%  Change 
year  ago 

STEEL  |8/l)tfious.  of  net  tons 

1,742 

1,753# 

6.8 

AUTOS  (8/1)  units 

64,128 

67,744r# 

-16  1 

TRUCKS  (8/1)  units 

49,292 

43,227r# 

18  3 

ELECTRIC  POWER  (8/1 )  millions  of  kilowatt-hours 

65,652 

64,032# 

2  8 

CRUDE-OIL  REFINING  (S/i i thous  of  bbl /doy 

13,810 

13,988# 

1.6 

COAL  (7/25)  thous  of  net  tons 

18,623# 

17,769 

-7  1 

PAPERBOARD  (7/25)  thous  ottons 

821  0# 

804  3r 

3.8 

PAPER  (7/25)  thous,  of  tons 

757  0# 

745. Or 

-0,8 

LUMBER  (7/25)  millions  of  ft 

487.5# 

479.7 

-7.7 

RAIL  FREIGHT  (7/25)  billions  of  ton-miles 

20  4# 

20.4 

4.1 

Sources:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports,  Edison  Elect 
American  Petroleum  Institute,  Energy  Dept.,  American  Paper  Institute,  WWPA  ,  SFPA', 
of  American  Railroads 

ric  Institute, 
Association 

latest 

week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (8/5) 

127 

128 

136 

GERMAN  MARK  (8/5) 

1  48 

1.48 

1  72 

BRITISH  POUND  (8/5) 

1  92 

1.92 

1.70 

FRENCH  FRANC  (8/5) 

4  99 

5.00 

5  85 

CANADIAN  DOLLAR  (8/5) 

118 

1.19 

115 

SWISS  FRANC  (8/5) 

1  32 

1  32 

1  50 

MEXICAN  PESO  (8/5) 

3,094 

3,098 

3,034 

Sources:  Mo|or  New  York  banks.  Currencies  expressed  in  units  per  U.  S,  dollar,  except  for  British 
pound  expressed  in  dollars 

latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (8/5)  $/troyoz 

350.750 

358.200 

-1  7 

STEEL  SCRAP  (8/4)  #1  heavy,  $/ton 

88  50 

88.50 

-5  9 

FOODSTUFFS  (8/3)  index,  1967=100 

197  7 

198  6 

-3.7 

COPPER  (8/1)  c/lb 

119  1 

120.1 

13  3 

ALUMINUM  (8/1)  c/lb 

60  9 

61.0 

4  1 

WHEAT  (8/1)  #2  hard,  S/bu. 

3  40 

3.51 

10  4 

COTTON  (8/1)  strict  low  middling  l-l/16in.,  C/lb. 

59.61 

61.08 

-13.8 

latest 

week 


Week 
ago 


yeor; 


STOCK  PRICES  (7/3i)S&P500 


419  88 


412.42 


CORPORATE  BOND  YIELD,  Aao  (7/3)) 


1.01% 


8.06% 


INDUSTRIAL  MATERIALS  PRICES  (7/31) 


98.9 


98.5 


BUSINESS  FAILURES  (7/24) 


357 


391 


REAL  ESTATE  LOANS  (7/22)  billions 


$397.6 


$398.4r 


MONEY  SUPPLY,  M2  (7/20)  billions 


S3, 404. 6      $3,404. 8r 


INITIAL  CLAIMS,  UNEMPLOYMENT  (7/i8)thous 


400 


42  Ir 


Sources;  Standard  &  Poor's,  Moodys,  Journol  of  Commerce  (index:  1980=100),  Dun  &  I 
street  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seasonally  a< 
data  on  business  failures  and  real  estate  loons 


MONTHLY  ECONOMIC  INDICATORS 

latest 
month 

Month 
ago 

%Ch: 

year 

CONSTR.  SPENDING  (June)  annual  rate,  billions  $4169 

$423. 4r 

12  LEADING  INDICATORS  COMPOSITE  (June)  index    1 49  6 

149.9r 

PERSONAL  INCOME  (June)  annual  rate,  billions        $5,024.8  $5,026.3r 


MANUFACTURERS'  INVENTORIES  (June)  billions       $382.8  $383.3r 


Sources:  Census  Bureau,  Commerce  Dept 


MONETARY  INDICATORS 


latest 
week 


Week 
ago 


%  Chi  - 
yeor 


MONEY  SUPPLY,  Ml  (7/20) 


$961.6 


$956. 9r 


BANKS'  BUSINESS  LOANS  (7/22) 


277  5 


279. 5r 


FREE  RESERVES  (7/22) 


742 


590r 


NONFINANCIAL  COMMERCIAL  PAPER  (7/22) 


140.6 


143.0 


Sources:  Federal  Reserve  Board  (m  billions,  except  for  free  reserves,  which  are  expressed 
Iv/o-week  period  in  millions) 


Sources:  London  Wednesday  final  setting,  Chicago  market.  Commodity  Research  Bureau,  Mefals 
Week.  Kansas  City  market,  Meinphis  market 


MONEY  MARKET  RATES 


Latest 
week 

Week 
ago 

FEDERAL  FUNDS  (8/4) 

3  28% 

3.27% 

5.1 

PRIME  (8/5) 

6,00 

6.00 

8.. 

COMMERCIAL  PAPER  3-MONTH  (8/4) 

3  39 

3.38 

5.; 
— 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (8/5) 

3  32 

3.30 

5.' 

EURODOLLAR  3-MONTH  (8/1 ) 

3.31 

3.31 

5. 

Sources:  Federal  Reserve  Board,  First  Boston 


#Raw  data  m  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart),  other  components  (estimated  and  not  listed)  include  mochinery  and  defense  equipn  U 
I  ^Western  Wood  Products  Assn      2 -Southern  Forest  Products  Assn.     3  ^  Free  market  value     NA^  Not  available     r^  revised     NM^Not  meaningful 
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MERCK:  PROSCAR  DOES  WHAT 

IT'S  DESIGNED  TO  DO  

Your  article  about  Proscar,  Merck's 
new  drug  for  symptomatic  benign 
prostate  enlargement  ("Critics  are  gang- 
ing up  on  Merck's  new  wonder  drug," 
Top  of  the  News,  July  20),  does  not  fully 
reflect  Merck's  knowledge  about  the 
drug's  efficiency  and  safety.  In  fact, 
several  questions  raised  by  the  article 
are  answered  in  the  prescribing  informa- 
tion for  doctors,  which  was  not  widely 
available  at  the  time  of  publication. 

The  comments  about  effectiveness 
lose  sight  of  what  Proscar  is  designed  to 
do:  lower  the  levels  of  the  key  hormone 
that  contributes  to  prostate  enlargement 
in  aging  men.  Treatment  leads  to  rapid 
shrinkage  of  the  enlarged  gland  in  most 
patients.  Some  patients  additionally  ex- 
perience increases  in  urine  flow  and 
symptom  relief.  Shrinkage  of  the  gland 
and  symptom  and  urine  flow  improve- 
ments appear  to  be  sustained  for  as  long 
as  two  years  in  patients  who  have  cho- 
sen to  continue  taking  Proscar. 

Another  topic  is  the  effect  of  Proscar 
on  PSA  (prostate-specific  antigen).  This 
protein,  which  is  released  into  the  blood 
by  the  prostate,  is  a  marker  of  prostate 
size  or  activity.  Elevations  in  PSA  may  be 
linked  to  prostate  cancer,  and  PSA  test- 
ing is  increasingly  being  used  as  one  of 
several  tools  for  the  diagnosis  of  pros- 
tate cancer. 

Since  Proscar  lowers  blood  levels  of 
PSA,  the  prescribing  information  for  doc- 
tors points  out  that  rectal  exams  and 
other  tests  for  prostate  cancer  should  be 
carried  out  before  any  man  begins  treat- 
ment with  Proscar  and  periodically  after 
that.  Doctors  are  also  cautioned  to  check 
into  any  sustained  increases  in  PSA  levels 
in  patients  taking  Proscar. 

From  the  clinical  trials  in  over  1,600 
patients,  it  does  not  appear  that  Proscar 
altered  the  rate  of  prostate  cancer  detec- 
tion. Our  hope  is  that  the  continued  mon- 
itoring of  patients  taking  Proscar  will 
improve  their  rate  of  early  cancer  detec- 
tion. On  the  other  hand,  it  should  be 
understood  that  Proscar  is  not  indicated 
to  treat  prostate  cancer. 

Our  data  on  the  effects  of  Proscar  on 
PSA  and  prostate  cancer  were  reviewed 


in  detail  to  the  satisfaction  of  the  Food 
&  Drug  Administration  and  international 
regulatory  authorities,  including  those  in 
Britain,  France,  and  Italy,  where  Pros- 
car is  approved. 

Dr.  Louis  M.  Sherwood 
Senior  Vice-President 
Medical  &  Scientific  Affairs 
U.  S.  Human  Health  Div. 

Merck  &  Co. 
West  Point,  Pa. 

THE  BETTER  ALTERNATIVE  FUEL? 
PICKENS  PICKS  NATURAL  GAS 

When  it  comes  to  ethanol,  your  sto- 
ry "Big  stink  on  the  farm"  (Top 
of  the  News,  July  20)  does  a  good  job  of 
pointing  out  that  the  American  public  is 
getting  "shucked." 

As  a  transportation  fuel,  ethanol  is 
more  expensive,  does  almost  nothing  to 
reduce  pollution,  and  because  it's  mixed 
with  gasoline,  it  does  little  to  reduce  this 
country's  dependence  on  foreign  oil.  As 
your  story  indicates,  as  an  alternative 
fuel,  ethanol  is  a  lose-lose  proposition. 

While  there  are  many  alternative  fuels 
vying  for  a  share  of  the  transportation 
market  as  a  result  of  the  Clean  Air  Act, 
there's  only  one  superior  fuel:  natural 
gas.  It's  the  only  one  that  is  available  in 
abundant  supply  in  the  U.  S.,  reduces 
pollution  by  more  than  90%,  is  safer 
than  gasoline,  and  costs  about  half  as 
much  as  gasoline  on  a  gallon-equivalent 
basis.  Now  that's  a  win-win  fuel. 

Boone  Pickens 
Chairman 
Mesa  Inc. 
Dallas 

BECKER  IS  SHORTSIGHTED 

ON  GLOBAL  WARMING  

Gary  Becker's  myopic  view  is  an  ex- 
ample of  the  thinking  that  has 
caused  current  economic  malaise  ("On 
global  warming,  let  the  coolest  heads 
prevail,"  Economic  Viewpoint,  July  20). 
The  global-warming  phenomenon  will 
never  be  proven  to  everyone's  satisfac- 
tion, but  taking  actions  to  cut  CO^  emis- 
sions, most  of  which  are  energy-related, 
would  have  far-reaching  benefits  even  if 
they  don't  affect  the  climate. 

For  instance,  aggressive  energy  con- 
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ISNT  IT  TIME  YOU  GOT  FLEXIBLE? 


If  you  have  been  considering  diver- 
sifying your  financial  portfolio  in  a 
bond  investment,  isn't  it  time  you  got 
Rexible? 

Janus  Flexible  Income  Fund  can 
provide  you  with  income,  invest- 
ment flexibility  and  diversification. 

Most  fixed  income  funds  are  posi- 
tioned to  invest  in  one  type  of  bond. 
Janus  Flexible  Income  Fund  is  differ- 
ent-it's flexible.  Investing  in  a  vari 
ety  of  income  categories,  Janus 
Rexible  Income  Fund  finds  the    j(  'g? 
best  values  for  you  and  diver- 


sifies your  investment  among  fixed 
income  assets  and,  to  a  lesser  extent, 
equity  assets. 

As  economic  conditions  change,  so 
do  the  holdings  in  Jainus  Rexible 
Income  Fund  by  investing  in  assets 
selected  for  the  highest  total  return.* 

Take  a  look  at  a  different  kind  of 
income  investment.  Call  1-800-525- 
8983  Ext.  614  for  a  prospectus  con- 
taining more  complete  information. 
Please  read  the  prospectus  care- 
fully before  you  invest. 
It's  time  you  got  Rexible. 


JANUS  FLEXIBLE  INCOME  FUND 

P.O.  Box  173.37,S,  Denver,  CO  80217-3375 

1-800-525-8983  Ext.614 

*Per  Lipper  Analytical  Services,  Inc.,  .lanus  Fle.xible  Income  Fund  s  average  annual  total 
return  for  the  one-year  period  ending  June  30, 1992  was  19.22%  and  8.80%  for  the  life  of  the 
Fund  from  July  7,  1987  to  June  .30,  1992.  Adviser  reimburses  a  portion  of  the  Fund's  expenses, 
but  reserves  the  right  to  change  the  level  of  reimbursement.  Without  the  reimbursement, 
average  annucil  total  returns  would  have  been  approximately  18.22%  for  one  yecir  cind  7.80% 
for  the  life  of  the  Fund.  Past  perform£mce  does  not  guaraintee  future  results.  Your  return  and 
share  price  will  vary  cind  may  be  worth  more  or  less  at  redemption  than  at  purchase. 


I 


YES  "  I  would  like  to  know  more  about  Janus  Fle.xible  Income  Fund! 

Name  

Address  

City /State/Zip  

Janus  Flexible  Income  Fund  is  a  no-load  mutual  fund. 


Send  to: 
Janus  Funds 
P.O.  Box  173375 
Denver,  CO  80217-3375 
1-800-525-8983 
Ext.  614 
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servation  would  reduce  oil  imports  i 
eliminate  the  nation's  trade  deficit.  \ 
search  into  photovoltaics  and  other  : 
cient  energy-production  technolo  > 
might  allow  the  U.  S.  to  recapture  I 
lead  in  those  technologies  and  the 
companying  jobs.  We  will  get  more 
per  government  dollar  by  redirei 
our  infrastructure  investments  to  i 
mass  transit.  Energy-efficient  ligl 
and  architecture  will  cut  housing 
business  costs.  If  the  air  pollution  a.^ 
ated  with  CO2  emissions  were  redi 
so  would  health  costs.  To  ignore 
benefits  of  actions  like  these  is  to 
demn  the  U.  S.  to  being  a  technolo; 
follower  with  unnecessary  fixed  co.-- 
Arthur  S.  Mei 
Colchester,  (' 

PUTTING  THE  DEFICIT 

IN  PERSPECTIVE  

Robert  Kuttner's  article  "Don't  w 
so  much  about  the  budget  del 
(Economic  Viewpoint,  July  6)  oversi 
the  importance  of  the  savings  and 
bailout  in  this  year's  federal  budget 
ture.  Actual  outlays  for  the  Resoli 
Trust  Corp.  and  other  deposit  insur  1 
in  the  first  eight  months  of  the  ft 
year  (from  the  Monthly  Treasurt/  S'-i 
ment  through  May  31,  1992)  were  u 
under  $8  billion — a  far  cry  from  tlu|' 
billion  the  article  cites  as  likely  foitl 
year  as  a  whole. 

It  may  come  as  a  surprise  that  ther 
alone  ran  a  small  surplus  of  $417  mi( 
during  the  eight  months,  as  the  procei 
of  asset  sales  exceeded  new  expK 
tures.  The  eight-month  federal  dec 
excluding  the  cost  of  the  thrift  bain 
was  a  sturdy  .$224  billion. 

I  have  no  argument  with  the  mic 
that  a  panicky  solution  to  reducetl 
deficit  could  cause  considerable  hn 
The  gradual  solution  we  might  hopt|c 
however,  should  address  the  f;i<-i  t' 
spending  for  entitlements  seem-  ' 
control:  The  Administration  has  e.^i  »< 
ed  that  such  outlays  will  rise  by  22'  'ih 
year. 

C.  Heather  Dillenei 
Senior  Vice-Prcs  < 
U.  S.  Tru^  ' 

Kudos  to  Robert  Kuttner  for  a< 
lenging  the  unwarranted  pul>li  r 
tion  that  continued  federal  budt^'  i  < 
cits  will  precipitate  eventual  ('(  (m  : 
ruin.  So  long  as  the  budget  deln  it 
tinues  trending  downward  in  prop(,> 
to  the  economy,  our  national  debtW 
follow  suit.  That's  what  really  cii 
The  real  tragedy  of  our  fixatinii 
balanced  federal  budget  is  that  it  'li  - 
our  attention  from  the  true  soiif 


REIHUEHTIHC  HNEIIICII 

There's  a  New  World  to  be  explored,  and  America's  scientists  and  engineers  are  the 
pioneers.  How  American  innovation  and  productivity  can  stay  ahead  are  just  two  of 
the  subjects  covered  m  Reinventing  America,  the  fall  1992  bonus  issue  from 
Business  Week.  It's  where  American  business  will  see  the  world  from  the  cutting 
edge.  Let  them  see  your  advertising  as  well.  Contact  Karl  Spangenberg, 
Sr VP/ Advertising  Sales,  at  (212)  512-41 54  or  your  Business  Week  account  manager 
Issue  date:  October  23rd.  Closing  date:  September  7th. 
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You  HaveTo  Go  A  Long  Way  To  Fi 


jhting  As  Efficient  As  Ours. 


Green  Liglits- 


True,  you  could  opt  foi'  the  biy; 
ball  of  superheated  gas.  But 
we  thiuk  there  are  clear-cut 
advantages  to  (iK  Lighting.  For 
instance,  our  TRIMLINE  l  8  fluorescent  lamps 
can  save  you  money.  These  remarkable  lamps 
use  less  energy  than  our  regular  fluorescents. 
That  means  reduced  electi  ic  bills  for  you.  And 
TRIMLINE  I  S  fluorescents  can  qualify  for 
man\  utilities  rebate  progmms. 

Their  rare-earth  phos- 
phors pro\'ide  rich,  bal- 
anced liffht  and  excellent  color 
rendition.  So  )()u  can  create  a  more  appealing 
environment.  And  since  I  (S  lamps  are  only  an 
inch  in  diameter,  they  gi\  e  )  ou  greater  design 
flexibility. 

If  you  have  questions  about  lighting,  let  GE 
illuminate  you.  Call  our  numbei",  l-(S()()-CiE-L^MPS. 
When  you  consider  our  biggest  competitor  is  93 
million  miles  avva\',  is  there  realh  an\  other  choice? 

GE  Is  Light.  And  The  Light  Matters. 


GE  Lighting 


*E.P.  A.  does  not  endorse  any  product  or  service. 
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Ofssae  Wa/e  ^c/oley  23, 

'Q^areC^itu^mrS/.  1932 

'^'oy  //to ye  t//^(>/'///f//fo/t ,  r<i//  ^^/'o^ec/^^fyer/oy 


our  anger:  pervasive  waste,  ineftu-ie!} 
and  ineffectiveness  built  into  our  curji- 
system  of  government. 

David  B.  Pol:c 
Moorpari<,  Cii: 

I am  very  happy  that  Robert  Kuttf 
does  not  balance  my  checking  accn 
I  wonder  how  he  balances  his  own.|^ 

Larry 
Presi 
Gist  Enterpi 
National  City,  C 


CLEARING  THE  AIR 
OVER  A  KEY  CIGARETTE  TRIAL 

In  response  to  your  article  on  th( 
cent  Supreme  Court  decision  re^ 
ing  tobacco  industry  liability  ("This 
sion  may  be  hazardous  to  toba( 
health,"  Top  of  the  News,  July  6): 
jury  award  of  $400,000  in  the  The 
Cipollone  case  was  reversed  on  a{ 
and  remanded  for  a  new  trial  bee 
the  jury  was  improperly  instructed. 

The  Cipollone  case  was  originally 
on  a  claim  of  fraud  and  misrepres* 
tion  similar  to  that  which  the  U.  S 
preme  Court  said  the  Cipollone  fa 
can  raise  in  a  new  trial.  The  claim 
decided  in  favor  of  the  defen 
companies. 

The  federal  judge  in  Newark, 
(not  New  York  City),  did  not  order 
tobacco  defendants  to  "hand  over 
pages  of  evidence  concerning  the  C 
cil  for  Tobacco  Research  . . . ."  Th( 
fendants  were  ordered  to  hand  over 
documents  (50  pages).  You  corr 
point  out  that  the  Third  Circuit  Cou 
Appeals  has  been  asked  by  the  d' 
dants  to  reverse  that  order. 

And  finally,  with  regard  to  the 
ment  that  the  judge  agreed  that 
industry's  claim  that  it  was  sponsc 
independent  research  was  a  fraud , 
it  should  be  pointed  out  that  only  a 
can  decide  that  factual  determin 
and,  as  previously  noted,  a  similar 
was  rejected  by  the  jury  in  the  first 
George  L.  1 
Vice-Pres 
Public  Ai 
Philip  Morris 
New 

Editor's  note:  Some  1,489  pages  of 
uments  were  referred  to  a  special 
ter  of  the  court  to  determine  whi 
they  met  the  legal  test  for  relevan 
the  plaintiffs'  case. 


Letters  to  the  Editor  should  be  sent  to  Ri 
Report,  Business  Week,  1221  Avenue  of  the  , 
cos.  New  York,  N.  Y.  10020.  Fox:  (212)  512 
Telex:  12-7960,  Intl.  4998204.  All  letters  m 
elude  an  address  and  daytime  and  evenin< 
phone  numbers.  We  reserve  the  right  to  edit 
for  clarity  and  space. 


Its  not  about 
fixing  old  windows. 

It's  about 

opening  new  doors. 

OS/2®  2.0  is  more  than  a  new  version.  Its  a  new  vision. 
A  true  operating  system  that  takes  your  DOS,  Windows™ 
and  OS/2  applications  beyond  the  hmitations  of  the 
past — lets  you  do  more  with  them  than  you  ever  could 
with  DOS  or  DOS  with  Windows. 

Unlike  Windows,  OS/2  2.0  can  run  multiple  DOS, 
Windows  and  OS/2  applications  at  the  same  time,  in 
separate  windows  on  the  same  screen.  Print  a  document 
and  calculate  a  spreadsheet  while  you  create  a  new 
letter.  Use  icons  to  print  documents  without  even  open- 
ing the  program.  You  can  even  "cut  and  paste"  between 
any  applications — the  possibilities  are  endless.  And 
with  OS/2  Crash  Protection,™  each  running  application 
is  protected  from  the  next,  so  if  one  goes  down  it  won  t 
affect  the  others. 

Of  course,  there's  a  graphical  interface  that  makes 
OS/2  easy  to  install,  learn  and  use — the  Workplace 
ShellT  But  maybe  the  best  part  is  that  for  less  than  the 
cost  of  DOS  and  Windows,  you  get  the  capabilities  of 
both.  Plus  all  the  added  benefits  of  OS/2  2.0— including 
Adobe  Type  Manager?  So  for  a  whole 
lot  less,  OS/2  2.0  gives  you  a  whole 
lot  more. 

For  an  IBM  authorized  dealer 
near  you,  or  to  order  OS/2  2.0  from 
IBM,  call  1  800  3-IBM-OS2* 

Introducing  OS/2 


•  Huns  DOS,  Iflndoivs  and  OS/2  applications  from  a  single  system. 
'  OS/2  Crash  Protection  helps  shield  applications  from  each  other. 
'  Now  pre- installed  on  PS/2®  Models  56  and  .57. 

•  Supported  on  most  IBM-compatible  386  SX  PCs  and  above. 
■  To  order  OS/2  2.(1  call  I  800  3-IBM-0S2. 
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EARTH  IN  THE  BALANCE:  ECOLOGY  AND  THE  HUMAN  SPIRIT 

Senator  Al  Gore 

Houghton  Mifflin  •  407pp  •  $22.95 


A  CALCULATED  CALL 
TO  ECOLOGICAL  ARMS 


G 


Al  Gore's  prescription  for  the 
world's  environmental  crisis, 
Earth  in  the  Balance:  Ecology 
and  the  Human  Spirit,  is  well  re- 
searched, informative — and  a  bit 
strange.  It  mixes  such  favorite  baby- 
boomer  topics  as  global-villa^^e  citizen- 
ship and  mid-life  angst  and  adds  some 
very  fresh  scientific  thinking.  The  result 
is  a  book  that  is  often  confusing,  but 
nevertheless  worthwhile. 

First  published  in  January,  book  sales 
have  picked  up  since  Gore  became  the 
Democratic  Vice-Presidential  nominee. 
GOP  campaign  strategists 
already  are  using  it  to 
paint  Gore  as  an  environ- 
mental extremist  whose 
remedies  would  result  in 
economic  paralysis.  Bel- 
ting that  most  voters 
won't  actually  read  it,  the 
GOP  snipers  choose  to  ig- 
nore the  fact  that  the 
book  is  hardly  radical. 

Less  partisan  readers 
may  simply  object  to  the 
preachy  opinions  and  in- 
trospection that  obscure 
the  book's  important 
points.  After  a  touchy- 
feely  introduction,  howev- 
er, the  first  eight  chaj)- 
ters  are  a  useful  primer 
on  the  world's  environ- 
mental problems.  Here,  (jore  ailroitly 
brings  such  dangers  as  climate  change 
and  deforestation  to  life. 

It's  the  second  part  of  the  book  that 
begins  the  magical  mystery  tour  into  Al 
Gore's  soul.  Subtitled  "The  Search  for 
Balance,"  it  actually  reels  so  much  as  to 
induce  motion  sickness.  Gore  careens 
from  the  Harvard  core  curriculum  to  the 
greatest  hits  of  public  TV,  then  rushes 
us  through  hundreds  of  sources,  rang- 
ing from  Aristotle's  Ethics  to  Carl  Sa- 
gan's  Broca's  Brai>i  and — wheel — over 
the  rapids  into  Saturday  Night  Live. 

TV,  Gore  says,  has  led  the  public  to 
focus  on  form  over  substance  in  politics 
and  has  forced  politicians  to  become  ac- 
tors too  spineless  to  take  any  environ- 
mental steps  that  would  discomfort  the 
electorate.  With  characteristic  overstate- 
ment. Gore  likens  this  complacency  to 
the  appeasement  of  Nazi  Germany,  even 
going  so  far  as  to  assert  that  economists 


who  neglect  environmental  costs  are  as 
morally  blind  as  antisemites. 

Next,  our  interdisciplinary  tour  guide 
ventures  into  psychology,  comparing 
modern  civilization  to  a  dysfunctional 
family.  Society's  detachment  from  na- 
ture makes  us  like  neglected  children, 
desperate  for  self-affirmation  as  we  sup- 
press "emotions  that  might  allow  us  to 
feel  the  absence  of  our  connection  to  the 
earth."  Just  as  these  unfortunate  chil- 
dren create  false  selves  to  hide  their  de- 
spair, "we  have  constructed  a  false 
world  of  AstroTurf,  air  conditioning,  and 


ore  takes  us  on  a 
tour  of  science  and 
his  soul  but  avoids 
proposals  that  ivould 
cause  political  pain 


INTl 


ANDTHE 
HUMAN  SPIRIT 


■  ■   SEN  AT  0  R 

ALGORE 


fluorescent  lights,  windows  that  don't 
open  and  background  music  that  never 
stops,  days  when  we  don't  know  wheth- 
er it  has  rained  or  not,  nights  when  the 
sky  never  stops  glowing..." 

Gore  himself  admits  in  the  book  that 
he's  the  kind  of  guy  who  has  the  air- 
conditioner  on  full  blast  while  driving  to 
give  a  speech  against  the  use  of  chloro- 
fluorocarbons.  The  book  is  introspective 
right  to  the  end,  where  Gore  tells  us 
that  a  new  physics  theory  on  how  sand- 
piles  build  up  and  collapse  led  him  to 
understand  subtle  and  profound  changes 
in  the  world  and  himself. 

If  the  people  of  the  former  East  bloc 
could  topple  their  oppressive  old  order. 
Gore  reasons,  Americans  can  mobilize 
themselves  to  be  world  environmental 
leaders.  He  proposes  a  Global  Marshall 
Plan,  a  series  of  measures  to  stabilize 
population,  promote  environmental  tech- 
nologies, and  reform  economic  indicators 


such  as  the  GNP  to  account  for  envor,-: 
mental  costs.  But  American  voters  iav| 
not  have  the  urge  to  upset  the  sibsl 
quo  that  Poles  had  in  the  waning  lyj 
of  communism.,  even  if  Gore  says  levi 
should.  Many  Americans  find  drin; 
their  gas-guzzling  four-wheel-drive  jhi- 
cles  a  pleasurable  experience,  not  ajgii, 
of  a  dysfunctional  civilization.  Lot!  of- 
folks  don't  fear  the  automobile  or  ffei- 
ping  mall.  They  fear  giving  them  u 

A  seasoned  politician.  Gore  knoWjall 
this.  His  "tough  new  proposals,"  in  iioi. 
aren't  all  that  tough.  Many  of  his  jer- 
gy-efficiency  measures  were  actjillv 
proposed  by  the  Bush  Energy  Dep  !,. 
its  first  National  Energy  Strategy  diii 
(As  reasonable  as  they  seemed,  ijev 
were  later  either  removed  by  Adnais- 
tration  hard-liners  or  watered  dowji  in 
the  Senate  under  industry  pressle.) 
Gore  proposes  taxing  businesses  bjid 
on  the  carbon  content  of  the  fuels 
produce  or  use.  But  he  balances  it  |[th 
cuts  in  income  taxesJSis 
Global  Marshall  Plarire- 
quires  action  from  ilser- 
national  organizatins 
and  producers  and  niv 
indirectly  affects  conjir- 
ers.  It  would  impose  mtx 
energy-efficiency 
dards  on  appliance  mpuj 
facturers,  tax  the  u£|oJ 
nonrecyclable  material  ia 
manufacturing,  and  isist 
that  international  fin&ca 
institutions  use  envftri' 
mental  criteria  in  avic 
ing  development  grars. 

Even  though  he  w:;rJ 
on  the  ticket  then,  m 
senses  he  wrote  the  9oli 
worrying  as  much  aoui 
political  fallout  as  fci'." 


rain.  Despite  his  repeated  warning  j^ai 
only  decisive  action  will  save  the  qrtt 
and  his  condemnations  of  Amer^'i 
overconsumption.  Gore  ducks  any  tea 
sure  that  would  really  make  voters  0^ 
for  their  lifestyles — such  as  high  j  50 
line  taxes,  which  he  admits  woul(  b( 
"logical."  Suggestions  such  as  restc 
U.  S.  participation,  in  worldwide  po;  h 
tion-control  programs  require  scant  Ct 
er  sacrifice.  All  in  all,  Gore  risks  Br' 
little  political  capital  in  his  propolis 
That  shields  him  from  oppositiorfri- 
searchers,  but  weakens  his  book.  \ 

Gore,  however,  says  he  sees  the  Ipt 
"I  have  become  very  impatient  witmi} 
own  tendency  to  put  a  finger  to  thtpn 
litical  winds  and  proceed  cautiously,:  h 
writes.  But  one  can't  help  but  notice  h;: 
Gore's  finger  is  still  out  there. 

BY  PETER  HN 

Hong  covers  the  enrironynent  from  U 
Washington  bureau. 
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The  average  employee 
spends  9.6%  more  time 
at  the  workplace 
than  in  bed. 


Fortunately,  this  is 
no  average  workplace. 

T 


Its  the  RACE""  furniture  system  by  Haworth.  Simply  beautiful.  Beautifully  adaptable. 
Designed  for  the  way  business  people  reallv  work.  ▼  We  know,  because  we've  been  working  with  them 
for  over  40  years.  Making  work  spaces  more  comfortable.  Work  hours  more  productive,  t  Could  a 
Haworth  system  mean  more  quality  time  and  less  overtime  for  your  employees?  For  infonnation 
about  our  company  and  our  complete  line  of  office  furniture,  call  Laura  Cramer  at  1-800-344-2000. 

HAWORTH  WORKS  FOR  BUSINESS.  HAWORTH 


Economic  Viewpoint 


SURPRISES  IN  A  WORLD 
ACCORDING  TO  ADAM  SMITH 


BY  GARY  S  BECKER 


The  global 
dismantling  of 
socialist  policies  is 
providing  a  wealth  of 
data:  For  example, 
private  ownership 
seems  to  work 
better  than  public 
management  even 
without  competitive 
pressure 


GARY  S  BECKER  IS  PROFESSOR  OF 
ECONOMICS  AT  THE  UNIVEPSIP^ 
OF  CHICAGO  AND  A  FELLOW  0^ 
THE  HOOVER  INSTITUTION 


The  privatization  revolution  sweeping  the 
world  surely  ranks  among  the  remark- 
able economic  developments  of  the  past 
tew  decades.  What  started  in  the  1970s  and 
eai-ly  1980s  as  right-wing  Thatcher  and  "Chica- 
go boys"  policies  in  Britain  and  Chile  has 
sjjread  to  most  countries,  and  it  has  caught  on 
no  matter  what  the  economic  views  of  the 
[)arties  in  power.  The  motivation  is  similar 
everywhere:  the  large  deficits  and  inefficient 
employment  and  investment  practices  of  state- 
run  enterprises. 

Privatization  i-everses  the  trend  toward  state 
(jwntM'ship  that  l)egan  at  the  turn  of  the  centu- 
ry in  Britain,  France,  Germany,  and  other  ad- 
vanced industrial  nations.  At  first,  mainly  rail- 
roads and  local  transport  were  nationalized,  Init 
eventually  states  took  over  companies  in  the 
electric-power  and  other  sectors.  It  is  easy  to 
forget  that  the  British  renationalized  the  steel 
industry  a  mer-e  25  yeai's  ago  and  Mexico  exjjro 
priated  its  banks  in  the  early  1980s. 

During  most  of  this  century,  public-enter- 
prise orthodoxy  held  that  the  state  should 
run  many  industries  because  their  presumed 
economies  of  scale  make  them  "natural"  mo- 
nojiolies.  The  evidence  until  the  mid-1970s  did 
not  clearly  show  the  inferiority  of  public  man- 
agement. For  example,  per-capita  incomes  in 
communist  countries  with  pervasive  state  en- 
terprises ai)peared  to  grow  as  rapidly  as  in 
other  economies. 

WORLD  LAB.  But  the  past  couple  of  decades 
have  provifled  decisive  results.  The  apparent- 
ly g(Hjd  communist  record  has  turned  out  to  l)e 
l)uilt  with  mirrors,  and  the  collajjse  of  commu- 
nist governments  has  revealed  their  basket- 
case  economies.  West  German  taxpayers  have 
discovered  to  their  dismay  that  most  facto- 
ries in  East  Germany,  the  supposed  industrial 
powerhouse  of  the  communist  bloc,  are  worth- 
less in  the  modern  economic  world. 

The  privatization  movement  itself  has  be- 
come a  rich  source  of  data,  for  it  is  now  pos- 
sible to  comj^are  companies  before  and  after 
they  become  private  in  various  jjarts  of  the 
world,  in  countries  with  different  cultures  and 
stages  of  economic  development.  The  World 
Bank  recently  issued  preliminary  reports  by 
its  economists  on  the  effects  of  a  dozen  privat- 
izations in  Britain,  Chile,  Malaysia,  and  Mexi- 
co. They  studied  three  telecommunications 
com]janies,  four  airlines,  a  gambling  company, 
and  four  others. 

In  11  of  the  12  ca.ses,  privatization  raised 
the  sum  of  the  welfares  of  workers,  consu- 
mers, investors,  and  the  government  sector. 
Improvements  in  productivity  and  better  in- 
vestments led  to  large  gains  in  nine  cases. 
Profits  expanded  in  each  ejiisode,  and  although 


consumers  were  sometimes  hurt  by  price  p<  j 
creases,  they  also  benefited  in  other  cafei 
from  price  reductions.  Since  few  of  the  compr) 
nies  in  this  study  had  serious  competitii 
private  ownership  appears  to  perform  bet[ 
than  public  management— even  without 
pressure  from  strong  competition. 

Sharp  cutbacks  in  employment  gener; 
contributed  to  the  growth  in  productiv 
which  supports  the  com.mon  belief  that  pulj 
enterprises  usually  have  too  many  employes. 
Yet,  surprisingly,  workers  as  a  group  gene;!- 
ly  benefited  from  the  privatizations  throiij 
higher  wages  for  those  who  remained  ^ 
ployed,  generous  severance  pay,  and  emplo|| 
participation  in  stock-ownership  plans.  i 
ROADBLOCKS.  Despite  the  snowballing  pri\t- 
ization  programs,  political  pressure  from 
ions  and  other  special  interests  has  preven] 
the  sale  of  many  companies  still  run  by  g 
ernment.  For  instance,  all  countries  maintaig 
state  monopoly  of  regular  mail  delivery 
never  made  much  sense,  and  makes  nom 
all  in  view  of  the  World  Bank  study:  The 
port  implies  that  productivity  is  likely  to] 
higher  with  a  jjrivatized  mail  service,  even 
has  considerable  monopoly  power.  And 
growth  of  electronic-  and  express-mail  ri 
means  that  private  mail  delivery  will  h| 
much  competition.  A  second  example 
school  system  is  everywhere  a  fully  su 
dized,  government-run  organization, 
voucher  movement  in  the  U.  S.  aims  to  p; 
tize  schools,  but  neither  President  Bush 
Governor  Clinton  is  advocating  school  vouc' 
or  other  forms  of  privatization. 

In  Italy,  the  inefficient  industrial  giant 
tuto  per  la  Ricostruzione  Industriale  remaii 
I)ul)lic  enterprise,  overseeing  a  number  of  s' 
holdings.  Many  insurance  companies,  bai 
and  energy  companies  have  also  stayed  pu 
Fi-ance  badly  runs  its  major  computing  and 
companies,  Groupe  Bull  and  Renault,  al 
with  its  coal  industry,  banks,  and  other  con  ^ 
nies.  Czechoslovakia  is  the  lone  regime  of  ^ 
former  East  bloc  that  is  moving  rapidly 
privatize  its  bloated  state  sector.  Britain 
off  over  1  million  housing  units,  but  the  j 
ernment  still  owns  one-ciuarter  of  the  hou: 
stock.  Oil  production  is  a  state  monopob 
Mexico,  Norway,  Venezuela,  all  the  Mi( 
East  countries,  and  elsewhere. 

Adam  Smith  persuasively  argued  more  t 
two  centuries  ago  that  private  ownership  is 
sential  to  promote  the  wealth  of  nations, 
evidence  fully  demonstrating  this  point 
finally  become  so  powerful  that  only  dyec 
the-wool  socialists  continue  to  lielieve  that 
tensive  government  ownership  of  industry 
prelude  to  anything  but  economic  disastei 
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Before  you  can  even  tliink  of  opening  a  business  or  a  plant  in 

Alaliaina,  you  miglit  liave  to  overcome  some  misperceptions 

alxiut  tke  state— unages  sliaped  by  tlie  media 

and  niytlis  about  tJie  5oiitli .  II  diat  s 

die  case,  tlie  tn.st  tliint;  we  want 

you  to  open  is  yoin-  mrnd. 

Because  only  tlien  wdl  your 

eyes  be  open  to  all  tbat 

Alabama  bas  to  offer. 

Res  ponding  to  die  jokes 

about  Al  abiuna 

leing  years 

bebind ,  Ray 

Rx)sew;dl 

says,  Tbat  s 

,  absolutely  not  tlie 
I'rictiJs  liai'C  TV/f   I   I  II 

Lch,s,'W!ie,iiioi,  ^-•■S'-"-  Mobile,  especi;illy^ 
jel  off  the  plane,  (  1  J  •  1  • 

Jo  you  set  your  lorwai  d-tliinking  in 

watch  hack        attracting  new  business,  very 
years :  ^  ^ 

RaijRoseival        opt^'H  to  cbange .  '  He  adds, 

vcutiiv  Vice  PrvsiJcnt,    itr-p,,  ^  , 

QMS.  MM-  ihe  city  is  mucb  more  ol  a 

melting  pot  ol  people  tban  I  expected . 
Concerning  tbe  labor  force,  Riiy  says, 

Tbey  re  very  bard-working;  you  just  don  t  find  workers  in 
tbe  rest  of  die  countj-y  wbo  take  so  mucli  pride  in  tbeir 
acconiplislunents .  A,s  for  professionids,  we  bave  lound  m;uiy 
brigbt  engineers  from  die  state  s  universities. 

Xim  and  Pat  Langan  didii  t  really  expect  to  move  to 


Alaba 


len  di- 


liere  lor  Tim  s  interview  widi  die 


ama  wnen  tney  came 
Alabama  »Sliakespeare  Festivid  in  A'Loiitgomei-y.    But  we 

saw  tbe  best  production  of  Cbekliov  ever,  and  made 
up  our  minds  to  come  bere  at  intermis- 
N.    sion,    Tim  says.     AV^e  fell  lliat 

workintf  witli  a  tlieater  tbat  (baws 
an  audience  from  all  over  tbe 
nation,  even      forei^i  countries, 
would  be  an  excellent 
ppoi  tunity.  And  I'  ve  never 
seen  sucli  strong  community 
support  for  a  tbeatcr.  Tbe 
Lin((ans,  wbo  bave  a  six- 
yeai-old  son  and  a  16- 
year-old  daugbter,  say 
diat  tbe  move  from  Rl  locte 
Island  to  Alab  ama  bas 
Given  us  our  family  back. . . 


tbe  family 
unit  IS  more 
tosfedier  bere,  and 
people  kno^\'  bow  to 
relax  and  en)oy  themselves. 

Wben  considering  a  location  for  a 
new  plant  or  business,  don  t  close  you 
mind  to  Alabama.  Because  a  closer 
look  at  us  could  broaden  your  inmcL 
And  your  possibilities . 


"  \y^c  cxpcctcc^ 
Shahcspcarc  to 
he  pcijoniicJ  with  a 
Soiithcni  accent! 

Tit>i  luinijaii, 
j^liinttijhhj  T^iivcittr 
The ,  \Ljl\inia  SluiLe^peare 
Testil-al.  M< >iiLi< micrii 


I    a     h    a     m     a         Isn't  TV    h     e    r    c  You  T    h     ink         It  Is. 

or  more  infonn.ition ,  Kinl.ut  llu-  Economic  Development  P.u  tner.sliip  of  Al.lliam.i:  P.O.  Box  2()..|i,  Birmlnifllam  .  Al.ili.ima  .^5:^9 1 -000  1  ;  2o.t  2fn>- -jj-jit 
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To  Hear  The  News  Faster,  You'd  H^l 
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Imagine  travelling  from  London  to  Ms( 
to  Tokyo.  All  in  the  time  it  takes  to  jus 
button.  With  Sony's  World  Band  Reciv 
radio,  you  can.  Our  preprogrammed  S|Bt 
Name  Tuning  lets  you  change  station; 
effortlessly  as  time  zones.  So  for  a  loihl 
spective  on  global  events,  call  1-800-83 
And  get  your  current  events  ^*^|^r^j^, 
while  they're  still  current.  '^^ceiV^ 


©  1992Sonv  Coi(ioralion  DiAmaica  All  nghls  lesawa  Sony,  World  Band  Receivet.  ana  World  Band  ReceivB  logo  are  Irademarksol  Sony 
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conomic  Trends 


BY  GENE  KORETZ 


THE  ECONOMY 
THROWS  A  SHADOW  ON 
THE  GOLDEN  YEARS 


Is  the  lonK-term  trend  toward  early 
retirement  amonx  U.S.  men  finally 
runnin,<f  out  of  steam?  Recent  lal)or  foi'ce 
data  certainly  seem  to  su,ij;ti,"est  so.  The 
labor  foi-ce  pai'ticipation  rate  (those  em- 
ployed or  seeking  work)  for  males  age 
')')  to  ()4,  which  fell  sharply  from  8.'3%  in 
1!)7()  to  iV.].2%  in  198H,  has  since  moved 
mostly  sideways  (chart). 

If  the  trend  toward  earlici'  deiiartiii'e 
fi-om  the  work  force  has  halted,  the 
economy  could  benefit.  Economists  have 
long  advocated  a  shift  toward  later  re- 
tirement to  offset  slowing  ))oi)ulation 
gi'owth  and  reduce  the  huge  costs  of  a 
de])endent  elderly  poi)ulation  when  the 
baby  boomers  reach  retii'ement  age. 


A  SLOWDOWN  IN 
EARLY  RETIREMENT? 


1 


LABOR-FORCE  PARTICIPATION  RATE 

MEN  AGED  55  TO  64 


_J  1  I  1  I  L_ 
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▲  PERCENT  EMPtOYED  OR  SEEKING  WORK    'flR^  HALF,  SEASONALIY 
ADJUSTED 
DATA  BUREAU  OF  LABOR  STATISTICS 


Policymakei-s  had  hoped  that  mai'ket 
forces  themselves  would  foster  the  pro- 
cess, as  labor  shortages  pi'oducefl  gi'cat- 
ei'  incentives  foi-  mifldle-aged  workers 
to  remain  on  the  job  oi'  oi)t  foi'  part- 
time  woi'k.  In  fact,  that's  what  seemefl 
to  bo  happening  iiT  the  mid-198()s,  as 
lalxir  foix-e  pailicii>ation  rates  of  .5.>  to 
()4-yeai'-old  men  stopped  declining.  Says 
economist  Philip  Rones  of  the  Bureau 
of  Labor  Statistics,  "The  economy  was 
creating  2  million-plus  jobs  a  year,  and 
we  wei'c  seeing  scattered  labor"  shoitag- 
es.  It's  iKit  suriJiising  that  many  woi'kers 
Hearing  retii'eni  -nt  age  found  it  advanta- 
geous to  stay  e  :pk)yed." 

!n  recent  yeai  however,  job  growth 
has  slowed  to  a  (  iwl,  anrl  many  compa- 
nies in  the  throet  of  re.sti'uctui'ing  have 
pressured  employers  to  retire  early.  Yet 
thei-e's  no  sign  of  :i  T'esumption  of  the 
downwai'd  tivnd  in  labor  foi'ce  participa- 


tion among  men  age  55  to  64.  Indeed, 
theii-  participation  last  (luarter  was  the 
highest  since  Utte  1984. 

Economist  Susan  Hei'ing  of  Salomon 
Bi'others  Inc.  pins  the  blame  on  a  num- 
ber of  advei'se  developments.  She  notes 
that  delayed  benefit  cuts  mandated  liy 
the  1977  and  198:5  Social  Secui'ity  Acts 
have  reduced  Social  Security  pension 
levels  for  average  earners  retiring  at 
(i5  fi'om  54.4%  of  preretirement  eai-n- 
ings  in  1981  to  about  43%  today.  (Since 
most  people  r'etire  at  62  or  63  with  re- 
duced benefits,  actual  percentages  ai'e 
lower.)  At  the  same  time,  early  retire- 
ment plans  ai'e  yielding  to  the  r^apidly 
escalating  cost  of  medical  insur'ance, 
which  most  retirees  must  puirhase  with 
theii'  own  aftertax  dollars  iLutil  medi- 
care kicks  in  at  age  65. 

(Jlder  Americans  also  face  dwindling 
assets  and  incomes.  For  most,  their 
homes  are  their  single  largest  asset,  and 
many  have  watched  home  values  evapo- 
I'ate  in  I'ecent  years.  And  dividend  and 
intei-est  income— a  key  source  of  sup- 
l)ort  for  retii'ees— shrank  5.8%.  in  real 
terms  in  the  past  year,  the  sharpest 
di-op  in  postwar  history. 

"With  such  incentives,"  says  Hering, 
"older  woi'kers  may  be  less  eager  to 
abandon  the  security  of  employment  foi- 
the  uncei'tain  pleasui'es  of  i-etii'ement." 


THOSE  LOW 

INTEREST  RATES  AREN'T 
REALLY  SO  LOW 


Why  haven't  consumers  responded 
to  the  unpr-ecedented  drop  in  in- 
terest I'ates  as  they  did  in  earlier  pei'i- 
ods  of  rate  declines?  Economist  Robert 
Brusca  of  Nikko  Securities  Co.  thinks 
one  reason  is  that  aftertax  inflation-ad- 
justed interest  costs  to  consumers  are 
actually  at  historically  high  levels. 

Brusca  notes  that,  aside  from  the  de- 
cline in  inflation,  two  tax  changes  have 
I'aisefl  real  loan  costs  for  consumers:  the 
phase-out  of  intei-est  deductions  except 
for  moilgage  inteix'st,  and  the  reduc- 
tion in  mai'ginal  tax  I'ates,  which  has 
cut  the  value  of  moitgage  interest  de- 
ductions. By  factoring  in  inflation  i)lus 
these  changes,  Brusca  is  able  to  com- 
pai'e  cuLTent  real  interest  costs  foi-  moil- 
gages,  credit-card  bori'owing,  and  auto 
loans  with  their  levels  in  past  decades. 

AlthoTigh  moi'tgage  interest  costs 
come  (iff  bi'st  in  Brusca's  analysis  be- 
cause they  i-emain  deductil)!e,  they're 
still  high  by  historic  standai-ds.  For 
those  in  the  top  marginal  tax  bi-acket, 
lirusca  calculates  that  real  moi'tgage 
rates  are  now  lamning  at  about  2.7%, 
compai-ed  with  2.8%.  in  the  1986-90  peii- 


od  and  an  average  of  0.7%  fi-oml 
thi'ough  1990.  For  those  in  the  ml 
tax  bracket,  the  real  mortgage  rJ 
about  3.7%,  higher  than  the  1966-J 
erage  of  1.9%  but  below  the  av| 
4.6%  rate  of  the  1980s. 

Credit-card  costs  and  auto  loan  i 
on  the  other  hand,  ai'e  now  at  histq 
ly  high  levels  for  all  taxpayers.  Ci 
card  loans  are  costing  consumers  ( 
15.6%  in  real  terms,  figTires  Brusca,! 
pared  with  an  average  3.7%  fori 
bracket  taxpayers  in  the  1966-90  p| 
and  an  average  7.6%  for  median-bri 
borrowers.  And  auto  loan  rates  arq 
ning  about  7.3%  in  real  terms,  far 
pi'ior  avei'ages  of  0.4%  and  3.2%  fo| 
and  median-bracket  borrowers, 
pai'ed  to  earliei'  periods,"  says  BH 
"today's  real  inter'est  Inirden  is  ca| 
consumers  intense  pain." 


DETROIT'S  PLANS 
FOR  A  SPURT  IN  OUTPl 
SPUTTER  OUT 


It  was  only  a  month  or  so  ago,: 
observers  were  confidently  pi'edi; 
a  healthy  pickup  in  economic  acti\  iL' 
the  third  <iuai'tei'  i)ased  on  U.  S.  iiq 
makei's'  ])lans  to  Ixjost  output  sul  J 
tially.  Domestic  motor  vehicle  pri 
tion  schedules  were  strong  enou.df  tl 
add  as  much  as  two  percentage  poiii 
the  economy's  growth  rate,  experts  iiii 

Not  anymore.  Economist  Edwai 
Hyman  of  International  Strategy  Al< 
vestment  Group  notes  that  auto 
ers,  depressed  by  recent  sluggish  At- 
have  revised  production  schedules 
ward— so  that  unit  auto  output  is  lo 
slated  to  come  in  only  slightly  ai)o\U 
second-quarter  pace.  "If  cai'  sales  Ic 
up,  output  will  follow,"  says  Hyman,  fci 
right  now,  Detroit  seems  likely  to  tl^ 
only  a  marginal  amount  to  third 
economic  Ki'^>wth." 


FALLING  RATES  SHAVE 
A  FEW  BILLION  OFF 
THE  FEDERAL  BUDGET 


Declining  interest  rates  may  not 
helped  consumei's  much,  but  th' 
helping  the  federal  budget.  Althc  y 
the  national  debt  now  has  hit  $4 
lion,  u])  about  10%  in  the  past  yeai  ii 
terest  payments  by  the  Treasury 
risen  a  mere  3%— and  have  l)een  tla 
six  months.  The  Office  of  Manager 
&  Budget  calculates  that  each  pen 
age-point  di'op  in  rates  helps  reduct 
deficit  l)y  $4  liillion  in  the  first  year  3 
$13  billion  in  the  second. 
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ECONOMIC  ^ 


WHO  LOOKS  OUT  FOR  THE  LITTLE  GUY? 


I  A  Florist  Makes  Special  Arrangements.  |    They're  up  at  3  a.m.  By  5,  they're  at  the  flower  market  searching  out  the  best 

blooms  at  the  best  prices.  They  work  as  hard  as  a  business  with  many  more  times  the  staff.  Maybe  even  harder.  ~  That's  why  they 

deserve  the  same  quality  health  plan  at  the  same  basic  cost  bigger  businesses  get.  ~  Kaiser  Permanente.  ^^/^ 

Big  company  coverage  even  if  your  company  is  only  tour  employees  big.  Call  i  (800)  444-7037  for  details.  KAISER  PERMANE^/TE 

Good  People  Good  Medicine 
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No  matter  where  news  broke  in  1 991 . 
Whether  it  happened  close  to  home  or  halfway 
around  the  world.  The  best  place  to  read  about 
its  impact  on  a  wide  range  of  industries  was  in 
the  pages  of  Business  Week. 

With  more  than  200  editors  in  25  bureaus,  we 
gave  our  7.3  million  worldwide  readers  global 
coverage  of  all  the  events  that  impacted  their 
businesses-while  the  news  was  still  hot.  And 
we  did  it  with  the  depth  and  tough-mindedness 
that's  made  us  the  most  widely  read  business 
magazine  among  the  world's  top  executives. 
Every  week  of  the  year. 
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PROFIT  BY  IT. 


ARE  aOs  PAID 
100 


THEBAmE 
FOR  EUROPE 


ASTRONG 
RECOVERY 

Yes,  it's  possible. 


eciawmlr  r^nv^ry,  'If  lai  i-ay  be,  fur  thwc 

lu  weak  bajiks,  Dui  ihr  ft-ammy  pv^t  tnuv 
ij<.  »ll  ii  phiisJJit  tjiiiplix  -  Hu(  i  "tty. 
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THE  BAD  BOY 

OF  SIIKON  VALLEY 


TllECOimiCAlXKIJit 


tOUGHTIMES 
TOUGH  BOSSES 


\  HIGH 
ANXIETY 


THE  NEW 
IBM 


BuskiessMfeek 


REMAKING 
J.RMORGAN 


e  1992  McGra»+hn.  Inc. 


Lots  of  mice  feel  good,  but  until  you've  tried  MouseMan  -  the  world's  first  right  handed,  left  handed, 
and  cordless  mice  -  you  won't  know  how  much  better  a  mouse  con  feel.  In  a  survey  of  2,000  experienced  mice  users, 
77%  ogree  MouseMan  feels  better  than  anything  they've  ever  laid  their  hands  on. 
At  computer  dealers  everywhere,  1-800-231-7717 

Riijhl  ond  lell  tionded  (oided  veisions  &  iiqhi  handed  rardless  lot  IBM-type  PCs,  iiqlil  handed  (oided  vcisions  b  MACs 
'Ri/TM  trodemoiks  belong  lo  legistered  owneis  GSA  opproved 
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"1 

-jvery  day,  we  stand  up  to 
la  n  n  e  c  e  s  s  a  r  y  medical  expenses. 


We  take  an  innovative  cost  management 
approach  to  everything  from  aspirins  to  X  rays. 
We  negotiate  rates  with  doctors  and  hospitals. 
We  also  perform  detailed  utilization  reviews  to 
insure  appropriate  levels  of  care.  Last  year,  we 
saved  California  companies  over  1600  million. 
But  then,  Blue  Cross  of  California  has  always 
believed  it  was  important  to  have  a  backbone. 
We  make  the  system  work  for  you:" 


Blue  Cross  of  California 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


fHY  PROFITS  ARE  IMPROVING, 
UT  THE  RECOVERY  IS  STILL  SICK 


lUSEHOLD  IHCOME 
IS  SAGGING 


JUNE '92 


ilLLIONSOF  1987  DOLURS 
OAW:  COMMERCE  m. 


1^  ecoveries  aren't  supposed  to  hurt.  The  economy 
9  has  grown  steadily  since  the  second  quarter  of 
1^  1991,  but  try  to  convince  consumers  and  business- 
What  they  will  tell  you  is  that  a  1.6%  annual  rate  of 
wth  during  the  past  five  quarters  is  painful.  Such  a 
;ful  pace  cannot  generate  the  jobs  and  incomes  that 
t-strapped  households  desperately  need,  and  it  squeez- 
,he  bottom  lines  of  even  well-run  companies. 

So  far,  people  are  coping.  The 
trouble  is.  Corporate  America  is 
surviving  at  the  expense  of 
Household  America.  Pressure  to 
cut  costs  to  make  money  in  a  le- 
thargic economy  where  pricing 
power  is  weak  is  the  reason  why 
jobs  and  incomes  are  registering 
subpar  gains  (chart).  The  result- 
ing inability  of  consumers  to  sup- 
ply their  usual  post-recession 
punch  lies  at  the  core  of  this  his- 
cally  dolorous  recovery. 

learly,  past  overleveraging  in  both  the  public  and  pri- 
e  sectors— and  the  Federal  Reserve's  unwavering  ef- 
,s  to  achieve  price  stability  via  tight  money— are  the 
damental  factors  that  set  this  recovery  apart.  But 
it's  becoming  equally  clear  is  that  unloading  the  heavi- 
debt  burden  in  half  a  century,  while  tightening  the 
3ws  on  inflation,  creates  an  impossible  climate  for 
Ithy  economic  growth. 

iROWTH  IS  That  much  was  evident  from  the  Com- 
lEAR  merce  Dept.'s  report  that  real  gross 

!ECORD  domestic  product  grew  at  a  disappoint- 

ing  1.4%  annual  rate  last  quarter,  fol- 
ing  a  2.9%  pace  in  the  first  quarter.  The  two-quarter 
-1  was  the  peppiest  in  three  years,  but  the  failure  of 
wth  to  maintain  even  its  moderate  first-quarter  gait  in- 
ites  that  the  recovery  is  still  struggling, 
'ommerce  also  released  its  annual  benchmark  revi- 
is  to  GDP.  The  new  numbers  upgrade  the  severity  of 

recession,  shifting  it  from  one  of  the  mildest  to  one 
'6  in  line  with  the  average  postwar  downturn.  More  so- 
ing,  the  data  show  that  the  economy  has  grown  at  an 
ual  rate  of  only  0.7%  since  the  end  of  1988.  Except  for 

period  spanning  two  recessions  in  the  early  1980s, 
ch  included  one  of  the  worst  postwar  slumps,  that's  the 
rest  3/4-year  performance  since  the  1930s. 
Jrowth  like  that  will  obviously  take  the  starch  out  of  in- 
ion— something  that  investors,  unlike  consumers,  are  fi- 


nally beginning  to  recognize  (page  26).  The  GDP  fixed- 
weight  price  index,  the  broadest  measure  of  inflation, 
rose  a  mere  1.6%,  at  an  annual  rate,  in  the  second  quarter. 
That's  the  smallest  quarterly  increase  in  25  years. 

But  the  really  interesting  footnote  to  the  second  quar- 
ter is  that,  despite  weak  prices  and  anemic  growth,  many 
corporations  managed  surprisingly  strong  earnings  gains. 
Aftertax  profits  were  up  some  20%  from  a  year  ago,  ac- 
cording to  BUSINESS  week's  latest  roundup  (page  62). 
And  Standard  &  Poor's  Corp.  reports  that  dividend  pay- 
outs are  recovering  strongly.  Through  July,  they  are  up 
21.3%  from  a  year  ago,  says  s&p. 

What  this  suggests  is  that  businesses  are  fattening 
their  profit  margins  by  cutting  costs,  in  large  part  by 
keeping  the  growth  of  wages  and  payrolls  in  check.  But 
that's  the  catch.  Because  corporate  cost-cutting  hits  consu- 
mers right  in  the  wallet,  the  steady  drone  of  slow  gi'owth 
seems  likely  to  continue  in  the  second  half. 

Weak  income  growth  explains 
why  real  consumer  spending,  ad- 
justed for  inflation,  decKned  last 
quarter  at  an  annual  rate  of 
0.3%.  Personal  income  was  flat 
in  June,  and  real  aftertax  earn- 
ings fell  0.2%.  Real  income  is 
down  notably  from  its  March  lev- 
el. The  three-month  drop  is  the 
steepest  since  the  recovery  hit 
rough  going  last  summer. 

Slow  growth  seems  to  be  the 
forecast  from  the  index  of  leading  indicators.  It  posted  a 
broad  0.2%  decline  in  June  (chart).  Six  of  the  11  indicators 
gave  negative  readings,  especially  money  growth.  The 
drop  was  the  first  since  Deceml)er. 

The  index  of  coincident  indicators,  which  plots  the 
economy's  current  path,  looks  particularly  disheartening. 
It  fell  0.6%  in  June,  and  it  has  risen  only  twice  in  the  past 
year.  In  fact,  the  index  hit  a  cyclical  low  point  in  June. 
Taken  by  itself,  that's  evidence  that  a  recovery  isn't  even 
under  wav. 


THE  INDICATORS 
STUMBLED  IN  JUNE 
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A  MONTHLY  PERCENT  CHANGE 
DATA:  COMMERCE  OEPl 


INDUSTRY 

ZIGS,  ZAGS, 
AND  ZIGS 
AGAIN 


Mild  growth  in  consumer  demand  sug- 
gests that  the  industrial  sector  will  con- 
tinue along  its  start-and-stall  trend  in 
the  second  half.  In  general,  the  head- 
way of  good  months  will  outpace  the  backsliding  of  bad 
periods,  but  this  zigzag  pattern  is  another  reason  why  this 
recovery  still  feels  more  like  a  i-ecession. 

July  seems  to  have  been  one  of  the  good  months.  The 


Business  Outloo 


INDUSTRIAL  ACTIVITY 
IMPROVED  IN  JULY 


JULY  1\  JULY  92 

A  PERCENT  8EP0RTING  IMPROVEMENT 
DATA  NATIONAL  ASSOCIATION 
OF  PURCHASING  MANAGEMENT 


National  Association  of  Purchasing  Management's  index  of 
business  activity  rose  to  54.2%  in  July,  from  June's  52.8%' 
(chart).  New  orders,  especially  for  exports,  and  production 
led  last  month's  increase.  The  napm  also  said  that  in- 
ventories were  up  sharply  in  July. 

Some  producers  intentionally 
l)uilt  up  stockpiles  in  anticipa- 
tion of  their  suppliers  shutting 
down  for  vacation  and  mainte- 
nance. The  shutdowns  will  affect 
other  data  as  well.  For  example, 
the  two-week  closings  at  Gen- 
eral Motors  Corp.  will  cause  a 
temporary  surge  in  initial  claims 
for  unemployment  insui'ance  be- 
ginning in  late  July. 

For  some  industries,  the  in- 
ventory luiildup  may  reflect  a  need  to  restock  empty 
shelves.  The  government's  report  on  factory  activity, 
which  is  much  broader  than  the  NAPM  survey,  shows  that 
shipments  surged  2.4%  in  June,  helping  to  shrink  invento- 
ries by  0.1%.  As  a  result,  the  ratio  of  inventories  to  sales 
dropped  sharply,  from  1.59  in  May,  to  1.55  in  June— the 
lowest  ratio  in  33  years  of  record-keei)ing. 

SIGN  Of  Companies'  tight  rein  on  inventories  is  a 

LIFE:  HOME  l)ig  reason  why  outj)ut  should  respond 
LOANS  HIT  (juickly  to  even  a  modest  pickup  in  con- 
A  NEW  HIGH  sumer  spending.  And  with  the  housing 
rebound  shf)wing  new  signs  of  life,  thanks  to  an  infusion  of 
lower  mortgage  rates,  demand  for  home-related  items 
will  help  to  revive  consumer  outlays  l)y  late  summer. 

Sales  of  single-family  homes  jumited  by  7.9%.  in  June,  to 
an  annual  rate  of  572,000,  and  May's  data  were  revised 
sharply  higher,  to  show  a  sales  rate  of  530,000,  instead  of 
just  501,000.  In  addition,  the  latest  news  on  mortgage 
applications  indicates  that  home  buying  should  continue 
this  strong  performance  into  the  fouilh  ciuarter. 


WHArS  HOLDING  I 
BACK  I 


The  Mortgage  Bankers  Assn.  reports  that  loan  applic- 
tions  for  home  purchase  hit  an  all-time  high  in  the  we; 
ended  July  24,  surpassing  the  previous  record  set  in  J;- 
uary.  These  applications  suggest  l)ig  gains  in  the  hon- 
sales  data  for  August  and  September. 

Continued  healthy  demand  for  homes  will  be  the  ma  i 
prop  under  the  construction  industry.  The  nonresident ! 
sector— jilagued  by  overbuilding  in  the  1980s  and  lack  ot 
nancing— continues  to  be  a  dead  weight  on  the  indust 
(chart).  As  a  result,  the  recovery  in  construction  remain 
quite  sluggish  by  historical  standards. 

Outlays  for  all  construction  projects  fell  1.5%  in  Juc 
and  pushed  si)ending  back  to  its  lowest  level  since  Fein 
ary.  But  the  unexpected  drop,  though  unnerving,  probai, 
overstated  the  trouble  that  builders  are  in. 

That's  because  government  spending  on  building  pij- 
jects— another  support  for  build- 
ers-fell 5.7%,  in  June.  That's  the 
last  month  of  the  fiscal  year  for 
most  states,  though,  and  the  de- 
cline likely  reflected  states  i)ut- 
ting  projects  on  hold  ur!t\\  new 
budgets  kicked  in  on  July  1.  If 
so,  spending  on  public  works 
probably  bounced  back  in  July. 

Private  construction  spending 
was  virtually  flat  in  June,  as  a 
1.1%  rise  in  homebuilding  offset  a 
0.9%  fall  in  industrial  and  commercial  projects.  These  di\ 
gent  trends  should  continue.  The  home-l)uying  rebound  ;! 
clear  out  some  of  the  sujiply  of  unsold  houses,  unlike 
seemingly  endless  glut  of  commercial  properties. 

Low  mortgage  rates  will  keep  the  housing  rebound-  i 
the  economy— moving  ahead.  Low  rates  also  enal)le  hoi 
holds  to  clean  u[)  their  l^alance  sheets.  However,  this  re(~ 
ery  will  have  to  generate  a  lot  more  jobs  than  it  did  in  ,j 
first  half  before  mcjre  consumers  start  reaching  for  their  $ 
lets  instead  of  a  bottle  of  aspirin. 
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THE  WEEK  AHEAD 


PRODUCTIVITY  AND  COSTS  

Tncsddi/,  Ahi;.  11,  10  a.))). 
Output  per  hour'  woi'ked  in  the  nonfai'm 
sector  likely  rose  at  a  1%  annual  rate  in 
the  second  ([uarter,  down  from  a  2.()%i 
advance  in  the  fii'st  quarter.  Nonfarm 
output  posted  a  sinall  gain  last  period, 
but  total  houi's  worked  rose  by  an  even 
slimmer  tunount.  Unit  labor  costs,  which 
fell  at  a  0.6%  rate  in  the  first  quailer, 
likely  gi'ew  l)y  about  1.5%  in  the  second. 

PRODUCER  PRICE  INDEX  

Wcdncsfliii/,  Any.  1:2,  8:30  u.ni. 
Producer  prices  for  finished  goods  likely 
rose  by  just  0.2%  in  July,  the  same  small 
gain  recoixled  in  June,  say  economists 
polled  by  McGraw-Hill  Inc.'s  MMs  Intei-- 


national.  The  modest  inflation  i-ate  is 
suggested  by  lower  fuel  costs,  along 
with  generally  sluggish  demand. 

RETAIL  SALES  

Thiusda/j,  Aug.  1.3,  8:30  cum. 
Retail  sales  pi-obably  rose  l)y  al)out  0.3% 
in  July,  after  a  0.5%  gain  in  June.  Warm 
weather  boosted  apparel  and  de])ai't- 
ment-store  sales  last  month,  but  cai- 
sales  wei'e  lacklustei'. 

CONSUMER  PRICE  INDEX  

Thtirsdai/,  Aug.  13,  8:30  cum. 
The  MMS  consensus  is  that  consumer 
prices  rose  by  0.3%  in  July,  helped  by 
lower  gasoline  prices.  In  June,  i)rices 
also  inci-eased  by  0.3%.  Over  the  jjast 
yeai',  consumer  prices  are  uj)  by  3.1%. 


INDUSTRIAL  PRODUCTION 

Friday,  Aug.  U,  9:1.5  (tin. 
Output  at  factories,  mines,  and  utill 
likely  increased  by  0.3%  in  July,  paij 
ly  reversing  a  0.4%  drop  in  June.  Wa 
er  weather  increased  the  demanci 
utilities.  Capacity  utilization  likely 
to  78.6%  in  July,  fi-om  78.5%  in  Jun| 

BUSINESS  INVENTORIES 

Friday,  Aug.  14,  10  u,i>i. 
Inventories  at  manufacturers,  wholJ 
ers,  and  retailers  probably  rose  O.lj 
June,  the  same  small  gain  as  in 
say  the  MMS  economists.  Manufacti 
have  already  reported  a  0.1%  drol 
their  stock  levels,  but  retailers  prolf 
saw  their  inventoi'ies  rise. 
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FEAR  OF 
FLYING  PRICES 

SOME  INVESTORS  BET  INFLATION  IS  DEAD^BUT  CONSUMERS  REMAIN  ANXIOUS  ^ 


m 


andy  Merk,  a  portfolio  manager 
at  Benham  Capital  Management 
.Group  in  Palo  Alto,  Calif.,  says 
inflation  isn't  bugging  him  these  days. 
That  attitude  is  the  main  reason  why  big 
investors  have  been  buying  bonds,  send- 
ing the  rate  on  30-year  Treasuries  from 
about  7.7?'  to  about  7.4%  in  recent 
weeks.  With  inflation  rising  just  3.1% 
over  the  past  year  and  still  slowing,  he 
sees  that  "investors  are  beginning  to 
understand  that  inflation  is  not  a  big 
problem." 

But  that's  not  how  LaMoniea  Hard- 
well  sees  it.  The  25-year-old  mother  of 
two,  who  lives  with  her  husband  Dennis 
in  Harbor  City,  Calif.,  says  money  is 
tight.  Although  both  are  employed — she 
runs  a  babysitting  business  out  of  her 
home,  and  he  works  as  a  county  clerk — 
Hardwell  worries  about  the  soarinjj 
price  of  such  family  necessities  as  bal)\ 
formula  and  disposable  diapers.  "Th( 
dollar  just  doesn't  buy  as  much,"  sIp 
says.  "Prices  are  definitely  going  up.  1 
think  it  will  get  worse." 

Is  Hardwell  the  last  living  American 
worried  about  spiraling  prices?  Not  by  a 
long  shot.  Even  after  some  3 '/a  years  of 
economic  stagnation,  America's  consum- 
ers just  aren't  convinced  that  inflation  is 
tamed.  Indeed,  they  expect  the  cost  of 
goods  and  services  to  grow  about  4.4% 
over  the  next  year,  according  to  a  July 
Conference  Boarfl  survey — far  faster 
than  economists'  projections  (chart). 

There  it  is:  a  yawning  gulf  between 
perceptions  and  actual  inflationary  pres- 
sures. No  one  is  more  acutely  aware  of 
that  gap  than  Federal  Reserve  Chairman 
Alan  Greenspan.  Th'S^jiation's  official  in- 
flation worry  wart  told  the  Senate  Bank- 
ing Committee  on  Aug.  5  that  inflation- 
ary expectations  are  keeping  long-term 
interest  rates  higher  "by  a  very  signifi- 
cant order  of  magnitude." 
UPBEAT  NEWS.  Strange  thing  is,  the  gull 
persists  despite  mounting  evidence.  Foi- 
some  key  items — food,  energy,  and 
housing  among  them — inflation  is  nearly 
gone.  Moreover,  the  unemployment  rate 


is  widely  expected  to  stay  above  7'^f 
through  1993.  As  labor  is  slack  and 
wages  grow  slowly,  this  suggests  that 
the  core  rate  of  inflation  (which  leaves 
out  food  and  energy  prices)  could  drop 
as  low  as  2.S7'-,  says  Chris  P.  Vavares, 
an  economist  at  forecaster  Lawrence  H. 
Meyer  &  Associates  Ltd.  The  rate  has 
not  dipped  so  low  for  a  sustained  peri- 
od since  1965,  when  Lyndon  Johnson 


started  to  crank  up  the  war  in  Vietrjtr. :«« 
The  inflation  news  from  Indusjiai;'?R 
America  is  unremittingly  upbeat.  Infae:i» 
past  12  months,  manufacturers  u 
prices  on  finished  goods  by  an  ave 
of  just  1.5%.  From  cement  to  electr 
to  steel,  companies  are  cutting  p: 
and  squeezing  suppliers.  "Quite  a  fe'j 
the  large  companies  are  saying  w'r, 
not  accepting  any  price  increases,"  .iy>. 
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ENTERTAINMENT  At  some  theaters, 
bargain  nights  are  becoming  popular 

/  / 


HOUSING  The  fall  in  rents  and  j 
prices  is  helping  suppress  inflal 


rry  Combs,  a  marketing  vice-president 
Cleveland-based  Parker  Hannifin 
rp.'s  Filtration  Group, 
iven  the  drug  industry — notorious  for 
rising  prices — has  got  the  bug.  Seven 
■  drugmakers  have  vowed  to  hold 
ir  price  increases  this  year  at  or  be- 
'  the  general  rate  of  inflation.  "No 
ger  can  we  allow  ourselves  to  have 
mentality  that  costs  are  just  rolled 
through  to  the  consumer,"  says  Du 
nt  Merck  Pharmaceutical  Co.  Execu- 
3  Vice-President  Kurt  M.  Landgraf. 
5o  why  do  consumers  persist  in  fear- 
•  inflation?  In  part,  it  may  just  be 
nan  nature  to  pay  closer  attention 
en  prices  go  up  instead  of  down.  Also, 
isumers  see  some  hard-to-avoid  tabs 
itinuing  to  rise:  The  big  increase  in 
;ts  of  education,  a  rising  property-tax 
,  and  higher  sticker  prices  for  auto- 
biles.  Their  skepticism  grows  every 
le  they  sit  down  to  pay  their  bills  or 
ke  even  the  most  modest  purchase, 
lokers  have  seen  the  price  of  ciga- 
tes  rise  by  8%  this  year,  and  with 


cable  charges  rising,  the  cost  of  being  a 
couch  potato  rose  almost  67'.  Over  the 
past  year  alone,  college  tuition  has  risen 
an  average  of  11.6''^. 

J.  Ernest  and  Joan  Loomis  of  Madi- 
son, Conn.,  don't  need  economic  studies 
to  tell  them  that.  With  one  child  recently 
graduated  from  college  and  another  just 


Consumers  notice  such  rising 

tabs  as  education  costs, 
property  taxes,  and  car  prices 


entering,  the  couple  is  feeling  the  pinch. 
"Our  biggest  uncontrollable  expense  is 
college  tuition,"  says  Ernest,  a  computer 
consultant  and  director  of  business  de- 
velopment for  Pacific  Information  Man- 
agement Co.  of  Los  Angeles.  "College 
tuition  is  truly  out  of  control." 

Anyone  who  has  to  go  to  the  doctor  or 
into  the  hospital  knows  rising  medical 


costs  remain  a  fact  of  life.  The  costs  of 
medical  care  rose  7.57'  in  the  past  year, 
says  the  Bureau  of  Labor  Statistics.  But 
even  that  understates  the  increase  in 
out-of-pocket  costs,  since  many  employ- 
ers' health  plans  are  less  generous. 
TUESDAY  BARGAINS.  Then  there's  the 
taxman.  From  California  to  Connecticut, 
taxpayers  have  seen  their  state  tax  bill 
rise  by  almost  $20  billion  over  the  past 
couple  of  years.  An  economist  will  tell 
you  that  an  increase  in  property  or  in- 
come tax  doesn't  count  as  a  price  rise. 
But  try  telling  that  to  a  taxpayer  who 
has  less  disposable  income.  What's 
more,  fiscally  pressed  states  will  likely 
be  back  for  another  bite  next  year  if  the 
recovery  remains  weak. 

Some  consumer  worries  about  infla- 
tion are  being  fed  by  artificial  price  in- 
creases. Take  the  widely  publicized  nom- 
inal prices  for  automobiles.  This  year, 
U.  S.  and  Japanese  auto  makers  boosted 
sticker  prices  on  new  autos  and  light 
trucks.  But  having  created  the  appear- 
ance of  inflation,  the  carmakers  then 
gave  most  of  the  increases  back  to  con- 
sumers in  the  form  of  discounts  and  re- 
bates. In  the  end,  the  price  of  new  cars 
rose  by  just  2.37"  over  the  past  year. 

Auto  makers  aren't  the  only  compa- 
nies to  embrace  the  strategy.  Just  last 
month.  Carnival  Cruise  Lines  Inc.  an- 
nounced it  was  raising  cruise  prices  by 
97,  effective  in  November.  But  the  price 
increase  is  on  paper  only,  since  Carnival 
plans  to  offer  deep  discounts  to  match 
competitors'  slashed  rates. 

If  consumers  are  truly  going  to  be 
convinced  that  inflation  is  no  worry, 
they'll  need  tangible  proof  of  price  cuts. 
Some  companies  have  been  obliging.  The 
Carmike  Cinemas  Inc.,  a  1,500-screen 
chain  based  in  Columbus,  Ga.,  intro- 
duced a  special  Tuesday  bargain  in  some 
markets,  cutting  all  tickets  to  the  regu- 
lar children's  price — usually  about  $3  a 
seat.  And  when  Christopher's  Restau- 
rant, a  popular  250-seat  eating  place  and 
watering  hole  in  Cambridge,  Mass., 
found  its  business  going  downhill  last 
year,  owner  Charles  Christopher  refor- 
mulated the  menu  and  cut  prices  an  av- 
erage of  207 .  That  plan  boosted  not  only 
traffic  but  revenues,  too. 

Any  plans  to  raise  prices?  No  way, 
says  Christopher.  "Greed  hasn't  set  in 
yet.  Once  you  start  raising  prices,  people 
just  say,  'Here  they  go  again.'  I'd  rather 
keep  prices  down  and  keep  the  place 
filled."  As  that  strategy  spreads,  infla- 
tionary fears  eventually  may  loosen 
their  grip  on  the  economy. 

By  Michael  J.  Mandel  hi  New  York,  with 
Mark  Ma  re  mo  nt  in  Boston,  Gloria  Lau  in 
Los  Angeles,  Joseph  Weber  in  Philadelphia, 
and  bureau  reports 


HEALTH  CARE  I 


A  MINNESOTA  CLINIC:  THE  STATE  IS  A  LEADER  IN  THE  DRIVE  FOR  REFORMS 


THE  STATES  ARE  FED  UP 

WITH  DIDDLING  ON  HEALTH  CARE 


And  their  reforms  may  scare  Washington  and  business  into  action 


lor  many  governors,  looking  to 
Washington  for  help  in  overhauling 
the  health  care  system  is  like  act- 
ing in  a  new  version  of  Waiting  for 
Godot.  Frustrated  by  gridlock  in  the 
capital,  several  states  are  pushing  their 
own  reforms.  The  initiatives  range  from 
new  taxes  to  help  cover  the  uninsured  to 
requirements  that  companies  provide 
benefits  to  workers  (table). 

But  the  state  reform  drive  has  hit  a 
brick  wall — a  federal  law  called  the  Em- 
ployee Retirement  Income  Security  Act 
of  1974,  or  ERISA.  State  officials  contend 
that  they  can't  move  forward  unless 
they  can  regulate  all  benefit  plans,  in- 
cluding those  of  companies  that  pay  em- 
ployee health  bills  from  their  own  funds 
rather  than  buying  private  in- 
surance. But  ERISA  exempts 
these  self-insured  plans  from 
state  insurance  laws.  "The 
states  are  being  told  to  be  lab- 
oratories of  democracy,  but 
we're  not  being  given  the 
equipment,"  says  Robert  Ro- 
gan,  deputy  director  of  Flori- 
da's Washington  office. 
LOBBYING  BLITZ.  Now,  the 
states  want  ERISA  waivers 
from  Congress.  By  mid-Au- 
gust, lawmakers  from  both 
parties  plan  to  introduce  bills 
to  give  states  some  control 


over  self-insured  plans,  which  account 
for  607'  of  group  insurance  claims. 

But  passage  this  year  is  far  from  cer- 
tain. The  bills  have  unleashed  a  lobbying 
blitz  from  employer  groups  worried  that 
corporations  operating  in  many  states 
would  be  subject  to  an  expensive  patch- 
work of  benefits  requirements.  It's  also 
unfair,  they  contend,  for  states  to  tax 
self-insured  plans  to  pay  for  the  unin- 
sured, because  private  health  plans  al- 
ready are  picking  up  this  tab  through 
higher  rates  from  doctors  and  hospitals. 

The  White  House  shares  business' 
concerns.  Despite  an  oft-claimed  devo- 
tion to  states'  rights,  it  isn't  likely  to 
side  with  the  states  this  time.  "We're 
getting  into  an  area  that  makes  us  ex- 
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NOT  WAITING  FOR  WASHINGTON 

CALIFORNIA  Voters  will  consider  a  November  ballot  proposal  that 
would  require  employers  to  cover  full-time  workers 

FLORIDA  New  law  sets  a  Dec.  31,1 994,  goal  for  employers  to 
provide  universal  access  to  minimum  benefits 

HAWAII  State  already  requires  employers  to  cover  workers.  Now 
it  wants  to  expand  minimum  benefits 

MINNESOTA  HealthRight  plan  would  cover  low-  and  moderate-in- 
come families,  to  be  financed  by  tax  on  doctors  and  hospitals 


OREGON  Wants  to  require  employers  to  provide  coverage  or  pay 
a  tax  into  a  state  insurance  pool 


tremely  uneasy,"  says  White  House  ai, 
Gail  R.  Wilensky.  President  Bush  receij 
ly  dealt  a  setback  to  state  experimer 
in  health  care  by  rejecting  Oregon's 
quest  to  reform  its  medicaid  system. 

Leading  the  states'  charge  are  Fid 
da,  Vermont,  and  Minnesota,  which  ( 
acted  reforms  this  year.  Under  Florid,'] 
law,  the  state  in  1995  could  require 
employers  to  cover  workers.  The  stjj 
would  need  an  ERISA  waiver  to  fo: 
companies  to  offer  a  specified  pack 
of  minimum  benefits.  Minnesota  also] 
seeking  a  waiver  to  pay  for  its  m 
HealthRight  plan,  which  would  be 
nanced  in  part  by  a  27^'  tax  on  the  gn 
revenues  of  doctors  and  hospitals. 
Minnesota  officials  worry  that  the  la 
open  to  an  ERISA  challenge  because  h 
pitals  could  pass  on  their  liability  to 
insured  plans. 

State  reformers  argue  that  ERISA 
vents  them  from  requiring  something 
simple  as  a  uniform  claims  form.  Staj 
that  want  far-reaching  changes,  such 
reinsurance  pools  for  catastrophic  cai 
cannot  tax  self-insured  plans  to  r; 
revenues.  Without  waivers,  says  Sena| 
Patrick  J.  Leahy  (D-Vt.),  "The  states 
cobble  something  together,  and  it 
not  be  anywhere  near  as  good." 

A  recent  court  ruling  also  jeopardi: 
some  plans  already  in  operation.  In  MjJie  firs 
a  federal  court  struck  down  New 
sey's  surcharge  on  all  hospital  bills 
pay  for  treating  the  uninsured 
court  agreed  with  a  union-run  he; 
plan  that  the  law  indirectly  regulai 
self-insured  plans,  which  ERISA  prohi' 
If  the  ruling  is  upheld,  it  could  af: 
plans  in  Maryland  and  New  York, 
EMOTIONAL  ISSUE.  Another  pend 
case,  th(jugh,  could  prove  troublesome 
employers.  The  Supreme  Court  is  de- 
ing  whether  to  review  a  U.  S.  App< 
Court  decision  last  November  that  H 
ton-based  H&H  Music  Co.  didn't  vio' 
ERISA  after  it  switched  to  self-insura^ 
and  reduced  lifetime  benefits  for  A! 
from  $1  million  to  $5,000.  The  case  i; 
emotionally  charged  that  regardlesslii  .Kmes 
the  outcome,  it's  likely  to  draw  congiltlie 
sional  attention  to  the  filkfjs 
dom  from  state  regulatlFiEios^j 
self-insured  plans  now  enj' 

Ironically,  the  threat|rs: as|(jj| 
state  interference  could  galalxiut  j 
nize  business  to  back  naticl  or  era 
health  reform.  Some  of  Bantj  to ; 
proposals  being  bandied  ab|!)ief're 
in  Washington  may  seem 
castor  oil  for  Corporate  Anli  k  f,^^^ 
ica.   But  business   lobbyfc;  y 
just  might  decide  they  tslled  jj 
better  than  what  the  sfef 
are  prescribing. 
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Commentary/by  Catherine  Yang 


THE  DISABILITIES  ACT  IS  A  GODSEND— FOR  LAWYERS 


f  it  works  as  its  proponents  hope, 
the  sweeping  Americans  with  Dis- 
abilities Act  could  open  the  nation's 
kplaces  far  wider  to  18  million 
king-age  people  with  disabilities. 
)-thirds  of  them  now  are  unem- 
'ed  because  physical  barriers  and 
rimination  stand  in  their  way.  But 
•e's  another  group  of  winners:  all 
able  lawyers,  who  sense  a  bonanza 
he  mushy  mandates  of  the  ADA. 
nd  a  legal  windfall  is  al- 
ly beckoning.  The  part 
the  ADA  that  requires 
lie  places  to  be  accessi- 
to  the  disabled  took  ef- 

on  Jan.  26.  It  already 

generated  numerous 
ate  lawsuits  and  com- 
nts  to  the  Justice  Dept., 
ch  can  then  bring  its 
1  suits.  The  provisions 
;  bar  employers  from  dis- 
linating  against  the  dis- 
id,  which  took  effect  on 
f  26,  are  expected  to  pro- 
s  15,000  complaints  in 
the  first  year,  says  the 
lal  Employment  Oppor- 
ity  Commission.  Many 
ns  may  prove  to  be  jus- 
id.  But  if  suits  under 
ilar  state  laws  are  any 
cation,  employers  will 

themselves  poised  on 
edge  of  a  litigation  trap, 
ne  reason  is  that  the 
's  seemingly  innocuous 
lirements  are  so  vague 
:  it'll  take  the  courts 
"s  to  flesh  them  out.  The  EEOC's 
alations  confuse  things  further. 
!  like  a  recipe  for  bread  where  they 
t  tell  you  how  much  flour  or  yeast 
se,"  says  David  A.  Copus,  an  attor- 
at  Jones,  Day,  Reavis  &  Pogue. 
t  the  penalty  if  you  don't  make  a 
1  loaf  is  a  violation  of  the  law." 
E  FIELDS.  Some  parts  of  the  law  are 
tal  clear.  Obvious  no-nos  for  em- 
ers:  asking  directly  in  a  job  inter- 
'  about  a  disability  such  as  blind- 
,  or  even  cancer,  or  requiring 
icants  to  take  medical  exams  be- 

they're  hired.  And  making  offices 
plants  more  accessible  is  turning 
to  be  easier  and  cheaper  than  em- 
ers  had  feared.  Du  Pont  Co.  has 
ided  special  large-print  computer 
A^are  for  a  PhD  chemist  with  poor 
ight  and  installed  electric  lifts  for 
iStems  specialist  with  multiple  scle- 


rosis. Most  accommodations  provided 
in  the  past  cost  employers  less  than 
$500  apiece,  says  Jim  Gleich,  executive 
director  of  Disability  Rights  Education 
&  Defense  Fund  in  Berkeley,  Calif. 

Still,  the  statute  has  plenty  of  mine 
fields  for  employers.  Consider  the  defi- 
nition of  disability,  which  includes  both 
mental  and  physical  impairments. 
There  are  explicit  exceptions  for  such 
things  as  illegal  drug  use  and  homo- 


sexuality, but  a  wide  range  of  person- 
ality traits  or  emotional  conditions — 
including  stress — conceivably  could  fall 
under  the  law.  One  Wisconsin  lawyer 
threatened  in  1987  to  file  a  wrongful- 
discharge  suit  for  an  employee  who 
was  fired  after  claiming  to  have  fin- 
ished several  tasks  she  hadn't  complet- 
ed. Her  defense:  She  was  a  pathologi- 
cal liar.  The  suit  was  never  filed,  but 
legal  experts  say  it  might  have  a  better 
chance  under  the  ADA. 

It'll  be  just  as  tough  hashing  out  the 


'It's  like  a  recipe 
for  bread  where  they 
don't  tell  you  how  much 
flour  or  yeast  to  use' 


rule  that  employers  must  provide  spe- 
cial arrangements  so  that  disabled 
workers  can  perform  "essential"  job 
functions.  What  are  essential  job  func- 
tions'? Courts  will  have  to  decide.  Deci- 
sions under  a  decade-old  California  law 
resembling  the  ADA  suggest  that  com- 
panies won't  get  clear  rules  soon. 
FORESIGHT  SAGA.  In  a  California  case, 
telephone  installer  Debra  Aekerman 
sued  Western  Electric  Co.,  which  had 
fired  her  after  she  devel- 
oped a  bronchial  infection 
that,  she  says,  prevented 
her  from  fixing  gritty  ca- 
bles. A  U.  S.  District  Court 
in  San  Francisco  in  1986 
ruled  against  the  company, 
saying  that  dusty  repair 
work  was  not  an  essential 
part  of  her  job  and  that 
Aekerman  still  could  fix 
cleaner,  modern  cables. 

But  in  1989,  a  California 
administrative  agency  sided 
with  Firestone  Tire  &  Rub- 
ber Co.,  which  had  dis- 
missed a  tire  salesman  who 
suffered  an  injury  that  kept 
him  from  lifting  heavy  tires. 
The  agency  ruled  that 
heavy  lifting  was  an  essen- 
tial part  of  the  salesman's 
job  and  refused  to  reinstate 
him.  The  company  settled 
for  a  small  sum  with  the 
worker  after  he  appealed. 

Some  companies  are  tak- 
ing measures  in  the  hope 
they  won't  be  involved  in 
costly  cases  filling  in  the  blanks  in  the 
ADA.  Miami-based  Burger  King  Corp. 
has  identified  eight  jobs  for  its  restau- 
rant workers,  ranging  from  Whopper 
making  to  cashier  duties.  Under  a  rule 
that  the  company  will  adopt  this 
month,  if  707^  of  the  workers  in  a  res- 
taurant can  perform  all  eight  duties, 
the  rest  can  forgo  some  of  them.  That 
gives  Burger  King  leeway  in  assigning 
chores  to  disabled  workers. 

Less  farsighted  companies  are  likely 
to  fall  into  the  law's  canyons.  The 
handicapped  will  be  aided  by  programs 
that  companies  such  as  Burger  King 
undertake  and  by  at  least  some  court 
decisions.  But  the  big  winners  figure 
to  be  the  dueling  attorneys  on  each 
side  of  the  legal  divide.  The  ADA  is  a 
laudable  piece  of  social  engineering. 
But  it's  also  shaping  up  as  a  gravy 
train  for  the  nation's  lawyers. 


MUTUAL  FUNDS I 


HUMDRUM,  HUMBLE— AND  NOW 
A  REAL  HEAVYWEIGHT 


Fixed-income  funds  have  made  Franklin  rich  enough  to  buy  Templeton 


The  Johnson  family  isn't  as  famous 
as  the  exotic,  globetrotting  John 
M.  Templeton  (page  31).  But  the 
dynasty,  which  controls  Franklin  Re- 
sources Inc.,  has  earned  a  considerable 
fortune  by  selling  Franklin  mutual 
funds,  which  are  chock  full  of  the  most 
humdrum  of  investments — U.  S.  govern- 
ment securities  or  municipal  bonds. 
Now,  with  their  deal  to  buy  Templeton's 
company,  Templeton,  Galbraith  &  Hans- 
berger,  for  $913  million,  the  Johnsons 


move  investments  between  the  two  with- 
out paying  a  second  load.  That  will  help 
shareholders  diversify  their  holdings. 

That's  the  key  reason  Franklin  did  the 
deal.  With  the  Templeton  acquisition. 
Franklin  will  now  have  overseas  funds 
to  sell  at  home  and  a  selling  network 
overseas  for  its  own  funds.  "When  we 
heard  Templeton  was  interested  in  sell- 
ing, it  took  about  15  seconds  for  us  to 
get  interested,"  says  Charles  E.  John- 
son, son  of  the  chairman,  grandson  of 


HOW  FRANKLIN  RANKS 


ASSETS  UNDER  MANAGEMENT  AMONG  AU 
MONEY-MANAGEMENT  COMPANIES 

BILLIONS  OF  DOLIAXS 


MARKET  CAPITALIZATION  OF  PUBLICLY  HELD 
U.S.  MONEY-MANAGEMENT  COMPANIES 

MILLIONS  OF  DOLURS,  AS  OF  AUG.  4 


\MM  FIDELITY  INVESTMENTS 
iMM  MERRILL  LYNCH 


FRANKLIN' 


$2,281 


DREYFUS 


ALLIANCE  CAPITAL  MANAGEMENT 


1 


UNITED  ASSET  MANAGEMENT 


j;» 'Excludes  offshore  funds,  closed-end  funds  and  independent  accounts 
i^ii''  DMA;  COMPANY  REPORTS,  UPPER  ANAlYIICAt  SERVICES,  BRIDGE  INfORMATION  SERVICES  INC. 


*Pro  Forma 


have  shown  that  prosaic  can  pay  off  big. 

With  the  Templeton  acquisition, 
Franklin  will  jump  ahead  of  Dreyfus 
Corp.  to  the  No.  4  spot  on  the  roster  of 
big  mutual-fund  companies — with  $72.4 
billion  in  U.  S.  registered  mutual  funds 
(chart).  Roll  in  Templeton's  closed-end 
funds,  offshore  funds,  and  separate  ac- 
counts, and  the  combined  company  will 
control  some  $87.8  billion  in  assets.  In- 
deed, all  by  itself.  Franklin  controls 
about  $61  billion  in  assets,  making  it  one 
of  the  powerhouses  of  fund  companies. 
QUICK  DECISION.  F'ranklin  management 
says  it  wi-11  run  Templeton  as  a  separate 
subsidiary.  Indeed,  there  is  little  overlap 
between  the  two  mutual-fund  families, 
since  Templeton's  investments  center 
around  equities.  But  both  companies 
have  the  same  distribution  channels: 
Each  sells  funds  with  up-front  sales 
charges  through  brokers  and  financial 
planners.  In  time,  the  merger  should  al 
low  shareholders  of  each  fund  family  to 


the  founder,  and  the  senior  vice-presi- 
dent who  negotiated  the  deal.  "To  be 
important  in  the  fund  industry  over  the 
next  decade,  you  have  to  go  global." 

Wall  Street  must  agree.  When  the 
deal  was  announced  on  July  31,  Frank- 
lin's shares  shot  up  more  than  W/r,  to 
nearly  30.  That  raised  its  total  market 
capitalization  to  nearly  $2.3  billion — 
more  than  507^  greater  than  Dreyfus, 
the  next-largest  publicly  traded  fund 
company  (chart).  "The  market's  reaction 
vindicates  our  analysis  that  this  is  a 
powerful  strategic  fit,"  Johnson  says. 


With  no  debt  and  $370  million 
in  cash,  Franklin  could  easily 
afford  to  pay  a  premium  for 
snazzy  Templeton 


Franklin  investors  learned  long 
not  to  second-guess  the  Johnsons, 
own  about  half  the  company's  st 
"Franklin  never  blows  its  horn  vi 
much,"   says  Robert  F.  McCullou: 
whose   San   Francisco  money-manaj 
ment  firm  McCullough,  Andrews  & 
piello  Inc.  is  the  largest  nonfamily  sh; 
holder.  "But  it  does  an  outstanding  j' 

McCullough  began  buying  Frankli: 
the  early  1980s  at  a  price,  adjusted 
stock  splits,  of  a  mere  11$  a  share 
Munder,  whose  Munder  Capital  Man; 
ment  is  another  major  institutio 
shareholder  in  the  fund,  also  raves  ab| 
Franklin.  "How  many  companies  do 
know  that  have  a  compounded  ann] 
earnings  growth  rate  of  397f ,  a  27% 
turn  on  equity,  and  sells  at  a  p-e  ratii 
greater  than  the  stock  market?" 

Much  of  the  fund's  success  co: 
from  Franklin's  marketing  prowess.| 
the  early  1980s,  when  most  fund  co 
nies  were  preparing  for  an  onslaugh 
equity  funds,  the  Johnsons  figured 
big  boom  would  come  in  fixed-incc 
funds.  The  company  was  a  pioneer 
offering  mortgage-backed  securities 
single-state  municipal  bond  funds 
day.  it  boasts  the  largest  governn: 
securities  fund  and  the  largest  Cali 
nia  and  New  York  muni  bond  funds 
'BRAND  NAME.'  The  Johnsons  are  wil 
to  spend  to  get  what  they  want 
price  for  Templeton,  when  measurecJP 
a  percent  of  assets  or  a  multiple  of  r 
nues — the  traditional  valuation 
sticks  in  the  money-management  1: 
ness — is  a  little  high.  But  this  isn't 
any  old  fund  company.  "Templeton 
unique  brand  name,"  says  A.  Mic 
Lipper  of  Lipper  Analytical  Services 
"It's  worth  a  premium." 

Besides,  Franklin  can  afford  to  pi 
premium  price.  The  pro  forma  final 
statements  indicate  the  combinatioi 
the  two  would  have  enhanced  profit 
about  87<.  And  Franklin  is  a  final 
powerhouse:  It  has  almost  no  debt 
some  $370  million  in  cash  and  other 
uid  investments.  To  finance  the 
Chemical  Bank  is  providing  $360  mi 
in  loans.  An  additional  $150  millio: 
subordinated  debentures  is  coming  f 
Hellman  &  Friedman,  an  investr 
bank.  Templeton  and  some  prim 
shareholders  are  even  kicking  in  $75 
lion  to  buy  restricted  Franklin  stocl 

That  shows  Templeton  still  has  an 
for  a  good  investment.  While  the 
industry  has  grown  fivefold  over 
past  decade.  Franklin's  total  assets 
der  management  have  grown  by  i 
than  3,0007.  Its  stock  price  has  su 
by  more  than  42,0007.  That  kind  of 
formance  makes  humdrum  inves 
look  quite  exhilarating. 

By  Jeffrey  M.  Laderman  in  New 
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)HH  TEMPLETON  UNPLUGS 
IE  STOCK  TICKER 


?  dean  of  mutual  funds  is  selling  his  firm — but  he's  still  bullish 


¥hile  most  of  America  frets 
over  an  economic  storm  that 
won't  seem  to  blow  over,  leg- 
ary  mutual-fund  manager  John 
ks  Templeton  sees  nothing  but  a 
r  horizon.  And  as  usual,  his  indepen- 
;e  comes  from  a  matter-of-fact  as- 
ment  of  the  long  term.  "The  next  10 

0  years  will  be  the  most  prosperous 
ad  in  world  history,"  he  says  confi- 
;ly,  noting  that  as  communism  with- 
and  the  threat  of  nuclear  war  re- 
;s,  global  stores  of  scientists, 
ors,  and  managers  have  never  been 
gr.  "The  place  to  invest  is  always  the 
t  of  maximum  pessimism,"  he  says. 
)r  52  years,  investors  have  been  able 
sunt  on  Templeton  to  find 

point — no  matter  where 
?as — and  capitalize  on  it 
isomely.  Known  as  the 

1  of  global  investing,  Tem- 
m  has  long  dazzled  inves- 

by  unearthing  value  in 
panies  tucked  away  in 
flung  countries.  Ten 
id  plunked  into  Temple- 
5  first  mutual  fund  in 
[  would  now  be  worth 
e  than  $2  million.  "He's 
extremely  patient  inves- 
'  notes  William  E.  Holzer, 
folio  manager  of  Scudder 
)al  Fund  Inc.  "Lots  claim 
3e  long-term  investors, 
ipleton  really  is." 
ut  on  July  31,  he  finally 
led  out.  'The  man  affec- 
ately  referred  to  in  the  in- 
;ry  as  "Mr.  T"  signaled 
end  of  his  career  by  merg- 
his  celebrated  money-man- 
ment  business,  Templeton, 
)raith  &  Hansberger,  with 
iklin  Resources  Inc.  in  a 

that  will  pay  Templeton 
reholders  $913  million, 
ipleton,  his  partner  John 
jraith,  and  his  son  John 
vill  get  most  of  it.  Togeth- 
;hey  own  70%  of  the  firm. 
AS  TOUCH.  His  decision 
)rised  few:  At  79,  Temple- 
has  become  more  a  fig- 
lead  than  a  day-to-day 
lager  of  the  business. 
1  clients  and  colleagues 
)  been  quick  to  remind 
of  his  mortality.  "They've 
1  asking   what  happens 


when  I'm  not  around,"  says  Templeton, 
who  will  stay  on  in  an  advisory  role. 

Mr.  T  certainly  hasn't  lost  his  touch 
for  picking  stocks.  Over  the  past  year, 
his  $3.1  billion  Templeton  Growth  Fund 
has  returned  an  impressive  20.3%  to 
shareholders,  vs.  9.6%  for  its  peer  group. 
It's  no  secret,  though,  that  his  firm — 
which  has  $21.3  billion  in  assets  spread 
over  78  funds — has  looked  tired  lately. 
While  other  funds,  such  as  Oppenheimer 
and  Putnam,  lowered  their  commissions 
to  attract  new  investors,  Templeton  has 
responded  slowly.  And  though  investor 
interest  in  global  funds  peaked  in  1989, 
it's  now  on  the  wane.  The  result:  flat 
earnings  and  an  outflow  of  an  estimated 


TEMPLETON'S  TIPS 


ALUMINUM  STOCKS  Russia  now  is  dumping  aluminum  on  the 
market,  but  once  this  extraordinary  event  is  past,  aluminum 
shares  could  then  start  to  rebound 

AUSTRALIA  Bank  stocks  there  are  trading  around  four  times 
earnings,  while  those  in  North  America  go  for  upwards  of  18 

NEW  ZEALAND  Share  prices  are  one-third  prior  levels  as  the  na 
tion  struggles  through  a  long  economic  slump.  But  it  boasts  a 
highly  educated  population  and  lots  of  natural  resources 

PRECIOUS  METALS  Investors  often  flee  toward  gold  and  its 
cousins  in  uncertain  times.  But  with  global  tensions  easing, 
there's  little  reason  to  invest  in  them 


REAL  ESTATE  Hardly  a  bargain  yet,  except  in  markets  that  have 
been  thoroughly  depressed:  Houston,  Dallas,  and  South  Florida 

DATA:  BW 


$300  million  in  assets  last  year.  Says 
Don  Phillips,  publisher  of  Morningstar 
Mutual  Funds:  "They  haven't  capital- 
ized on  the  most  recent  mutual-fund 
boom." 

That's  unusual.  Templeton  began  win- 
ning investors'  wallets  four  decades  ago 
by  snapping  up  shares  that  were  over- 
looked or  scoffed  at  by  rivals.  He  rou- 
tinely searched  as  far  away  as  Jordan, 
Malaysia,  or  Indonesia  for  prospects.  In 
the  early  1970s,  conventional  wisdom 
still  held  that  Japanese  industry  merely 
cranked  out  poor  imitations  of  U.  S. 
products.  Templeton,  though,  noticed 
that  "copycats"  such  as  Hitachi  Ltd.  and 
Matsushita  Electric  Industrial  Co.  were 
wildly  undervalued.  "I  always  try  to  buy 
where  people  are  urgently  selling,"  he 
says.  "If  you  buy  where  people  are  opti- 
mistic, you  can't  get  a  bargain." 
BIG  POT.  Templeton's  views  are  as  un- 
complicated as  the  hilly  countryside  of 
Franklin  County,  Tenn.,  where  he  was 
born  in  1912.  The  son  of  a  self-taught 
lawyer  and  cotton  ginner,  he  attended 
Yale  University  and  later  moved  on  to 
Oxford  University  as  a 
Rhodes  Scholar.  In  1936,  he 
began  globe-trotting  with 
cash  he  had  won  playing  pok- 
er, but  returned  to  the  U.  S.  a 
year  later  to  join  a  Dallas- 
based  oil-prospecting  business 
started  by  an  Oxford  buddy. 
By  1941,  he  had  enough 
socked  away  to  found  his  own 
money-mangement  firm. 

Gambling  and  prospecting 
aside,  Templeton  has  long 
been  a  devout  Presbyterian. 
He  sponsors  the  Templeton 
Prize  for  Progress  in  Reli- 
gion, which  gives  away  more 
than  $1  million  annually  to  re- 
ligious innovators.  Most  of  his 
$440  million  take  in  the  Frank- 
lin deal  is  already  earmarked 
for  30-odd  charities. 

Don't  take  Templeton's 
rampant  optimism  about  the 
future  of  the  global  economy 
as  a  cue  to  rush  into  the  mar- 
ket. These  days,  the  point  of 
maximum  pessimism  isn't  on 
the  Big  Board  (table).  Inves- 
tors have  bid  away  the  obvi- 
ous bargains  there  already, 
he  says.  He  predicts  that  the 
Dow  Jones  industrial  average 
has  a  "fifty-fifty"  chance  of 
hitting  6000  by  the  year 
2000 — only  a  791  average  an- 
nual increase.  But  Templeton 
still  has  plenty  of  ideas  about 
where  to  invest.  And  if  Frank- 
lin investors  are  lucky,  he'll 
pass  some  on  before  he  goes. 

By  Ron  Stodghill  II  in  New 
York 


SEMICONDUCTORS! 


HOT  SPOT:  ACHIEVING  SUPERCONDUCTIVITY  AT  ISO  DEGREES  WARMER  THAN  CURRENT  METHODS 


SUPERCONDUCTING  SPEEDS 
TOWARD  YOUR  DESKTOP 


With  STi's  chip  package,  supeipowerful  PCs  may  not  be  far  beliind 


It  took  a  while,  but  the  explosion  of 
research  that  followed  IBM's  1986  dis- 
covery of  high-temperature  super- 
conductors is  on  the  verge  of  paying  off. 
On  Aug.  10,  Superconductor  Technol- 
ogies Inc.,  a  Santa  Barbara  (Calif.)  start- 
up founded  in  1987  to  harness  the  new 
technology,  is  set  to  unveil  a  prototype 
of  the  world's  first  superconducting 
"package"  for  computer  chips.  "It's 
clearly  a  good  first  start  in  exploiting 
high-temperature  superconductors  in 
electronics,"  says  Richard  E.  Harris,  a 
group  leader  at  the  National  Institute  of 
Standards  &  Technology's  suiierconduc- 
tor  research  laboratory  in  Boulder,  Colo. 

High  temperature,  in  this  case,  is  rela- 
tive. The  material  that  STI  uses  for  its 
chip  package — a  thallium-based  com- 
pound developed  at  the  University  of 
Arkansas — becomes  superconducting 
around  -270F.  Still,  to  physicists,  that's 
a  lot  warmer  than  the  -450F  normally 
required  for  superconductivity. 
THIMBLE  THERMOS.  That  warming  trend 
is  big  news  to  the  computer  industry, 
since  it  brings  computer  makers  a  major 
step  closer  to  producing  business  ma- 
chines that  are  10  to  100  times  faster 
than  what's  available  today.  Indeed, 
those  speedy  new  machines  could  be 
commonplace  commercially  within  a  de- 
cade, some  experts  predict. 
To  the  military,  such  cryogenic  elec- 


tronic systems — those  that  are  cooled  to 
-821 F — have  already  become  old  hat.  Al- 
most every  major  weapons  system,  from 
Bradley  fighting  vehicles  and  M-1  tanks 
to  F-14  fighters,  carries  a  "cryo-electron- 
ics"  component,  sometimes  produced  by 
STI.  "There  are  plenty  of  systems  out 
there  today,  maybe  300,000,  that  operate 
at  cryogenic  temperatures,"  says  James 
G.  Bybokas,  STl's  vice-president  for  prod- 
uct marketing. 

The  technology  faced  harsh  field  tests 
in  the  gulf  war.  Many  of  the  military's 
high-tech  weapons,  including  night-vi- 
sion systems,  work  only  when  cooled  to 
cryogenic  temperatures  by  tiny  high- 
tech refrigerators — some  no  bigger  than 
a  flashlight. 

Now,  the  challenge  is  to  make  the  su- 
percold,  superfast  technology  cost-effec- 
tive enough  to  use  in  commercial  com- 
puters. That's  beginning  to  happen, 
thanks  to  pioneering  work  in  the  tech- 
nology by  the  Defense  Advanced  Re- 


DARPA  is  pouring  cash  into  the 
effort,  hoping  to  boost  the 
speed  of  military  electronics 
by  a  factor  of  1,000 


b3J 


search  Projects  Agency.  DARPA  is  poi^ 
ing  money  into  superconductivi 
research,  hoping  to  boost  the  speed 
military  electronics  by  a  factor  of  l,Ol 
Advances  of  that  magnitude  may  be  p 
sible  only  by  putting  chips  in  supero 
ducting  packages. 

TIGHT  PACKAGE.  That's  where  Superccj 
ductor  Technologies'  development  com 
in.  The  company's  achievement  revolv] 
around  a  new  way  of  packing  multi] 
chips  into  a  single,  tiny  package  calle- 
multichip  module  (MC.M).  Until  now, 
vances    in    computing    speed  ha 
stemmed  mainly  from  etching  thinr  j-H 
circuit  lines  on  silicon  chips.  Smal 
lines  mean  the  maze  of  circuitry  can 
scrunched  closer  together,  so  electroi 
signals  have  shorter  distances  to  tra 
on  each  chip. 

Soon,  though,  just  shrinking  the 
cuit  lines  on  individual  chips  won't 
the  trick.  The  signals  may  take  onlj 
few  billionths  of  a  second  to  sh( 
across  the  gap  between  chips  moun' 
on  circuit  boards,  but  that's  too  slow 
tomorrow's  superfast  desktops.  MC 
get  around  this  bottleneck  by  butti 
chips  together  inside  the  same  packa, 
Big  computers  have  used  this  technic 
for  years — with  telling  results.  Dig: 
Equipment  Corp.  says  its  VAX  9000  m: 
frame  runs  twice  as  fast  with  MC™.... 
each  housing  as  many  as  76  chips,  tl 
it  would  without  them. 

STI  has  a  powerhouse  team  of  sci 
tists  working  to  make  the  technok  Jgj 
both  common  and  inexpensive.  Many 
them  are  researchers  at  the  Univeri 
of  California  at  Santa  Barbara — inc 
ing  J.  Robert  Schrieffer,  a  physicist 
shared  the  1972  Nobel  Prize  in  phy, 
for  his  1947  work  in  superconductivi 

To  fund  its  research,  STI  last  Novi 
ber  got  a  share  of  the  latest  DARPA  n 
sel  for  the  field:  a  $10  million,  three-y 
program  to  develop  superconduct 
MCMs.  Headed  by  E-Syst3ms  Inc.  in 
las,  the  effort  involves  a  consortiunr 
universities,  national  laboratories 
companies.  MCMs  may  not  be  the  stuf 
everyday  discourse,  but  they  clearly 
joy  broad  support  on  Capitol  Hill.  ( 
gress  virtually  doubled  the  proje 
funding  in  January,  to  $19.5  million 

Now,  since  STI  produced  a  worl 
prototype  so  rapidly,  DARPA  hopes 
plow  still  more  money  into  the  progr 
Senator  Dale  L.  Bumpers  (D-Ark.)  £ 
he  will  support  an  increase  in  fui 
■MCMs,  he  says,  could  "exert  a  profo 
influence"  on  the  future  competitivei 
of  the  U.  S.  With  the  electronics  indu; 
battling  for  U.  S.  markets  that  somt 
timate  will  reach  $1.3  trillion  by  2 
superconducting  at  -321F  sounds  j 
tively  sunny. 

By  Otis  Port  in  New 
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UTERSI 


iriLIGHT  OF  THE 
MNFRAMES 


r  28  years,  IBM's  biggest 
it-maker  is  finally  peaking 


5  just  the  news  Wall  Street  didn't 
ant  to  hear.  But  on  Aug.  5,  there  it 
as:  Nicholas  M.  Donofrio,  head  of 
$14  billion  mainframe-processor 
less,  fleshed  out  earlier  warnings 
)rnpany  officials:  Revenues  for  the 
rprise  Systems  Div.  will  essentially 
"lat  through  1994 — if  not  longer, 
e  implication:  IBM's  mainframe  sys- 
business,  based  on  a  design  un- 
1  in  1964  and  still  the  source  of 
L  607'  of  IBM's  total  profits,  has 
;d  at  last.  IBM  bulls  had  counted  on 
nore  year  of  good  growth  from  the 
I  mainframe,  the  ES/9000  proces- 
vhich  Big  Blue  began  shipping  last 
But  after  Smith  Barney,  Harris 
.m  &  Co.  changed  its  IBM  rating 
"buy"  to  "hold"  and  Donofrio 
i  the  bad  news  later  that  morning, 
;tock  dropped  2.8?^,  to  91%  (chart), 
nofrio  didn't  say  so,  but  matters 
may  not  improve 
even  after  1994. 
Large  customers 
are  using  fewer 
mainframes  in 
fewer  data  cen- 
ters. Sales  of 
IBM's  mainframe 
disk  drives  have 
stalled  as  custom- 
ers wait  to  evalu- 
ate a  cheaper 
model  they  soon 
;t  from  IBM.  Mounting  competition 
large-systems  rivals  Amdahl  Corp. 
Hitachi  Data  Systems  Corp.  means 
price  discounting  that  has  reached 
on  some  deals  will  only  grow  deep- 
ind  such  competitors  as  American 
)hone  &  Telegraph  Co.'s  NCR  unit 
ireparing  radically  new  mainframes 
will  do  much  more  work  for  less 
■y  than  current  IBM  models. 
11,  Donofrio  told  analysts  he's  confi- 
of  reaching  his  goal  of  a  24%  pre- 
irofit  margin  by  1994,  up  from  167' 
/ear.  But  not  by  rolling  out  techno- 
il  marvels.  While  IBM's  PC  unit  pre- 
.  to  revamp  its  hardware  and  orga- 
ional  chart  (page  99),  he'll  cut  sales 
idministrative  payrolls  and  throttle 
on  research  and  development 
ling.  That  sounds  like  a  strategy 
."etting  the  most  out  of  a  mature 
ess.  IBM  mainframes,  it  appears, 
officially  matured. 

Bt/  Jolni  W.  Verity  in  New  York 
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INFORMATION  SVSIEMS  INC 

II  you  re  a  Jack  DanieK  diinkei  drup  a;  a  line  We  en|oy  hearing  Inini  uui  gooil  Inemi' 


AN  EMPTY  ROCKER  in  Jack  Daniel's  Hollow 
reminds  us  we're  making  a  bit  more  Jack  Daniel's 
these  days. 

Call  for  our  Tennessee  Whiskey  is  higher  than 
ever  right  now,  so  we've  had  to  forego 
some  sitting  time.  Mind  you,  we're 
not  making  Jack  Daniel's  faster.  The 
old  slow  way  we've  always  used  is 
the  way  we  know  you  like.  But  be 
assured  we  are  working  longer 
to  supply  your  needs— no  matter 
how  much  we  miss  our  rockers. 

SMOOTH  SIPPIN' 
TENNESSEE  WHISKEY 


Tennessee  Whiskey  •  40-43%  alcohol  by  volume  (80  86  proof)  •  Distilled  and  Bottled  by 
Jack  Daniel  Distillery.  Lem  Motlow,  Proprietor,  Route  1.  Lynchburg  (Pop  361).  Tennessee  37352 
Placed  in  Ihe  National  Register  of Histonc  Places  by  Ihe  United  States  Government. 


MEDIA  I 


WHY  NBC'S  'TRIPLECASr  NEVER 
MADE  A  RUN  AT  THE  GOLD 


Too  few  had  the  hookup,  station  owners  balked — and  it  cost  too  much 


For  just  one  moment,  pity  NBC  Inc. 
The  network  has  rolled  up  remark- 
ably strong  ratings  for  its  broad- 
cast coverage  of  the  summer  Olympic 
Games  in  Barcelona.  And  defying  the 
oddsmakers  on  Madison  Avenue,  it  man- 
aged to  sell  virtually  all  the  ad  time  on 
its  wall-to-wall  schedule.  Yet  as  the 
Games  ended,  NBC  was  being  counted  as 
a  spectacular  loser:  The  network's  con- 
troversial pay-per-view  telecast 
bombed  so  badly  with  viewers 
that  it  overshadowed  even  the 
polished  performance  of  NBC 
Sports  anchor  Bob  Costas. 

NBC  had  billed  the  "TripleCast" 
as  a  way  to  stretch  the  bound- 
aries of  sports  programming.  In 
addition  to  regular  network  cov- 
erage, viewers  would  pay  $125  to 
receive  commercial-free,  round- 
the-clock  coverage  on  three  cable 
channels,  nbc  and  its  partner, 
Cablevision  Systems  Corp., 
would  use  the  revenue  from  an 
estimated  2.5  million  subscribers 
to  defray  the  $401  million  NBC 
paid  to  buy  U.  S.  rights  to  the  games. 
COLD  COMFORT.  Instead,  NBC  and  Cable- 
vision  lured  only  250,000  homes  for  the 
TripleCast.  And  both  partners  are  losing 
millions:  NBC,  a  subsidiary  of  General 
Electric  Co.,  wouldn't  cite  a  figure.  But 
Nicholas  Heymann,  an  analyst  at  Coun- 
ty NatWest  U.SA  who  follows  GE,  says 
NBC  could  lose  $60  million  to  $70  million 
on  the  pay-per-view  venture.  Cablevision 
says  it  may  lose  $50  million.  "It's  a  di- 
saster all  around,"  says  Jessica  J.  Reif, 
an  analyst  at  Oppenheimer  &  Co. 


Well,  not  quite.  One  NBC  insider  says 
the  network  would  have  lost  $100  million 
if  it  relied  purely  on  ad  revenue  to  cover 
the  $401  million  rights  fee.  And  NBC 
spokesman  Joseph  Rutledge  says  its 
heavy  promotion  of  the  TripleCast  actu- 
ally boosted  the  network's  broadcast  rat- 
ings. That's  welcome  news  to  such  major 
Olympic  sponsors  as  Coca-Cola  Co.  and 
Visa  U.SA.  The  biggest  danger  facing 


NBC'S  WRIGHT,  CABLEVISION'S  DOIAN:  WAY  OFF  THE  MARK 


sponsors  in  these  Games  was  getting 
lost  in  a  blizzard  of  corporate  logos  (ta- 
ble). That's  cold  comfort  to  NBC,  though. 
Its  advertising  success  pales  next  to  the 
failure  of  the  pay-per-view  venture. 

How  could  supposedly  savvy  media 
executives  be  so  far  off  the  mark?  In 
hindsight,  the  answer  is  simple:  NBC  and 
Cablevision  were  trying  to  peddle  a  con- 
cept that  was  hobbled  from  the  outset 
by  both  technology  and  the  conflicting 
agendas  of  broadcast  and  cable  tele- 
vision. It  is  a  case  study  in  how  to 


fail  while  pioneering  a  new  strat 
For  starters,  not  enough  TV  ho^ 
holds  had  the  technology  to  receive 
pay  channels.  Then,  NBC  and  Cablevi 
executives  didn't  anticipate  that 
network  affiliates  and  cable  opera 
would   regard  TripleCast  more  as 
threat  than  an  opportunity.  Most  im] 
tant,  the  two  partners  priced  the  { 
per-view  package  too  high  for  all  but 
most  addicted  of  armchair  jocks. 
'ALLIGATOR  PIT.'  Rutledge  says  the 
pleCast  was  undermined  by  Indus 
skepticism  and  negative  media  coven 
But  the  network-cable  conflict  she 
have  been  clear  from  the  start.  To 
sure  NBC  affiliates  that  the  TripleC 
wouldn't  undercut  their  ratings. 
President  Robert  C.  Wright  initially 
them  it  would  carry  only  second 
sports  such  as  Greco-Ror 
wrestling.  But  as  sales  falte 
NBC  threw  in  key  events,  sucl 
basketball  and  gymnastics,  1 
were  also  on  the  network.  Al 
ates  were  livid — and  some 
fused  to  promote  the  Tripled 
Even  so,  some  cable  execut 
say  that  the  service  flopped 
cause  it  didn't  offer  eno' 
sought-after  events.  "NBC 
attempting  to  walk  a  tightro 
says  John  C.  Severino,  presic 
of  Prime  Ticket,  a  regie 
sports  network  based  in  Los 
geles.  "They  slipped  and  fell 
an  alligator  pit." 
To  make  matters  worse,  cable  op 
tors  balked  at  clearing  the  capacitj 
carry  all  three  channels.  Some  cabla 
erators  ended  up  clearing  just  ona 
two.  What's  more,  only  two-thirds  ofl 
60  million  cable  households  can  req 
pay-cable  channels.  And  of  these, 
half  can  order  the  channels  on  dem 
So,  just  20  million  TV  households 
able  to  make  the  impulse  decision 
NBC  said  would  drive  most  buys. 

That  number  was  shrunk  even  fur 
by  the  stiff  price  tag.  Only  when 


Sue. 


MARKETING 
MEDALISTS 


Advertisers  are  tickled  pink  that  NBC's  Olympics  broadcasts  have  drawn  such  high  ratings.  But  what  cola 
medals  do  the  advertisers  win  from  viewers?  Our  judges  are  pleased  to  announce  the  following  awards 


Stuck  with  bully  Charles 
Barkieyon>tstec.m.And, 
,  those  ads.  To  quote 
one:  Shaddupl  , 


AWtWCAM 
tXPRESS 

Barcelona  loves  tW 
Green  Card-wh.ch 
Olympic  sponsor 
Visa  seeing  red 
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NHTSUTION  COlOt  1 6-250,  17"  COLOR  MONITOR, 

STARTING  POINT  KIT  «ND  SOUNR  ROX, 

NHT  400  DM  UUIR  nWTM  MR  WORDHIIIKI  „ 


MACINTOSH  QUADRA  900  14/UOI,  APPII  13"  HIMI 
RESOIUTION  MONITOR,  APPti  MOUSI,APPU  PERSOHAl 
UUintUTn  NT,  SYSTIIM  MB  WORDPIRHCT 


IRM  P$/2  MODEL  90,  IBM  14"  SVOA  COLOR  DIIPUV, 
IBM  LASER  PRINTER  i  FROM  LEXRURK, 
IBM  MOUSE,  OS/2  2.0  ANB  WOIBPIRFICT 


NIC  POWERMATE  IMAGE  4B6/33I,  NEC 
2A  MONITOR,  HEWLETT-PACKARD  USERJET 
LOCmCH HOUSEMAN,  WINDOWS  3-1  ANB  WO 


DATA  GENERAL  AVIION  310  CD  20  MHZ  |I6/*62)><0JM  TAPE 
DRIVE,  DC  20"  COLOR  MONITOR,  DG  MOUSE,  CANON  BJC-800 
USER  PRINTER,  D6/UX  OPERATING  SYSTEM  ANB  WOBBPEIEECT 


WIN 
THE  COMPUTER 
WORKSTATION 
OF  YOUR  CHOICE, 

FROM  THE 
WORD  PROCESSOR 
OF  CHOICE. 


COMPAQ  DISKPRO  4«6S/2SM  W/AVGA  SYSTEM,  COMPAQ  14" 
VGA  MONITOR,  TEKTRONIX  PHASERII  PXE  COLOR  PRINTER, 
LOGITECH  MOUSIMAN,  BOS  5.0,  ANB  WORBPIRFia 


SPARC  STATION  IPC  W/GX,  SUN  U"  COLOR  MONITOR, 
SUN  MOUSE,  QMS  PS  410  USER  PRINTER, 


DIGITAL  VAXSTATION  4000  VLC  (24/2401,  DIGHAL  VRC-1»  It" 
COLOR  MOHITOR,  DIGITAL  VSXXX-GA  MOUSE,  DECLASER  11 50  PS 
PRINTER,  VMS  5.5  AND  WORBPIRFECT 


ALL  YOU  HAVE  TO  DO  TO  WIN  IS  CHOOSE  A  WINNER.  There  are  no  wrong  choices  in  the  WordPerfect'  Freedom  of  Choice 
Sweepstakes.  Because  today,  the  right  system  for  you  is  any  system  you  like.  And  soon,  eight  lucky  winners  will  walk  off  with 
;he  high-performance  workstations  pictured  here,  each  pre-loaded  with  the  world's  most  popular  word  processor,  To  be 
eligible  to  win,  just  send  us  a  completed  Official  Entry  Form,  available  from  participating  software  retailers  or  by  calling 
800)  526-5198.  Details  and  Official  Rules  are  on  the  Official  Entry  Form.       So  check  out  the  choices  and  enter  today. 


t's  time  to  switch  to  the  No-Fee  IM 
from  Charles  Schwab. 


lu've  probably  noticed. 

St  when  investors  need  reduced  costs  and 
;reased  convenience,  full -commission  brokers  are 
ming  up  with  more  ways  to  charge  more  fees. 

lere  are  full  commissions  for  trading,  fees  for  not 
ding,  and  annual  fees  of  up  to  $100. 


Schwab  Value  at  a  Glance 


Charles 
Schwab 

Merrill 
Lynch 

Shearson 
Lehman 

Dean 
Witter 

IRA  Annual  Fee 
(Assets  over  $10,000) 

None 

$35-100* 

$40 

$30 

Additional  Fees 
per  Transaction 

None 

$4.85 

$3.85 

$2.35 

Commission 
100  Shares  (s>  $30 

$55 

$85 

$83 

$83 

Commission 
500  Shares  @  $20 

$110 

$238 

$246 

$230 

•Fee  IS  2"..  of  balance  with  a  minimum  of  $35  and  a  maximum  of  $100. 
tSurvey  conducted  by  Charles  Schwab  &  Co.,  Inc.  July  1992. 
Schwab  stock  transactions  subject  to  a  $39  minimum  commission. 


nd,  of  course,  an  annual  fee  on  your  IRA. 
lu  have  to  pay  this  fee  to  your  full -commission  broker  every  year  Year  after  year, 
lat's  precisely  why  we  developed  the  Schwab  No -Fee  IRA. 

3w,  if  you  bring  your  IRA,  worth  more  than  $10,000,  to  Schwab  you'll  never  pay  an  annual  IRA  fee  again, 
laranteed.  For  the  rest  of  your  life. 

^ith  a  Schwab  No-Fee  IRA  you  can  invest  in  a  wide  range  of  securities  and  save  up  to  76%  on  commissions.^ 

i^ou  prefer  mutual  funds,  we  offer  over  600  from  well-known  fund  families. 

y^ou  invest  with  safety  and  yield  in  mind,  you  can  choose  from  CDs  and  GNMAs  to  Zero  Coupons. 


nally  no  matter  how  many  IRAs  you  have,  we've  made  it  easy  to  transfer 

all  to  Schwab.  Just  give  us  the  information  and  we'll  make  it  all  happen. 
;  believe  youU  agree... It's  time  to  come  to  Schwab. 

f  course,  if  you  need  more  details  before  making  this  important 
)ve,  just  visit  yom-  local  Schwab  office  or  call  our  toll-free 
mber  any  time,  any  day. 


Charles  R  Schwab 
( ')i(iirrnait 


■800-442-5m 


Ext.  225 


fc-FeelM 


irles  Schwab  &  Co..  Inc.  ©  1992  Memhf>r  RIPn/NYSF. 


Charles  Schwab 

Helping  Investors  Help  Themselves" 


ups  lugged  badly  did  the  partners  agree 
to  offer  a  daily  rate  of  $29.95.  They 
slashed  the  price  to  $19.95  after  Cable- 
vision  Chairman  Charles  F.  Dolan  took 
an  informal  poll  of  cable  operators  at  a 
reception  aboard  a  Royal  Viking  Line 
cruise  ship  in  Barcelona  during  the 
games  and  found  they  were  desperate  to 
reduce  the  fee.  That  irked  NBC  affiliates 
even  more:  "I  wouldn't  have  taken  any 


pleasure  in  seeing  it  succeed,"  says 
James  B.  Waterbury,  president  of  NBC's 
affiliate-relations  board  and  general 
manager  of  KWWL-TV  in  Waterloo,  Iowa. 

For  NBC,  the  fiasco  mars  an  otherwise 
brightening  financial  picture.  Heymann 
estimates  NBC  will  earn  $245  million  in 
1992.  But  he  says  the  core  network  will 
lose  about  $20  million,  largely  because 
of  the  TripleCast.  That's  another  head- 


IP( 


ache  for  Wright,  who  last  sea 
watched  NBC  lose  its  ratings  crowi 
CBS  Inc.  Dolan,  for  his  part,  stresses 
this  experience  will  help  future  pay 
view  ventures.  He  says  he  even  as 
Wright  if  he'd  like  to  try  a  Triple( 
for  the  1996  Olympics  in  Atla 
Wright's  reply?  He'll  get  back  to  hi 

By  Mark  Leivyn  in  Washington, 
Mark  Landler  in  New  York 


INNOVATIONS! 


BIG  BROTHER, 
PINNED  TO  YOUR  CHEST 
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IDs  that  track  employees  offer  efficiency — but  what  about  privacy? 


Alarms  do  not  go  off  when  Andy 
Hopper  ducks  out  of  his  Olivetti 
Research  Laboratory  office  in 
the  middle  of  the  afternoon,  nor  do  red 
lights  flash.  Just  the  same,  within  15 
seconds  of  his  departure,  any  colleague 
who  checks  the  employee-tracking  data 
base  at  the  lab  in  Cambridge,  England, 
will  discover  he's  gone.  Not  only  that: 
By  tapping  into  the  data  base  from  afar, 
any  of  the  5  million  users  of  the  world- 
wide Internet  computer  network — utter 
strangers,  even — can  find 
out  that  Hopper  has  hopped. 
When  he's  in  the  office,  in- 
quisitors can  usually  find 
out  when  he  has  visitors — 
and  exactly  who  they  are. 

Hopper,  director  of  the 
Olivetti  lab,  willingly  sheds 
his  privacy  each  day  when 
he  puts  on  his  "active 
badge,"  a  computer  in  the 
shape  of  a  clip-on  ID  card. 
The  badge  signals  its  wear- 
er's location  by  sending  off 
infrared  signals,  which  are 
read  by  sensors  sprinkled 
around  a  building.  The  sen- 
sors, in  turn,  are  wired  to  a 
computer,  which  collects  the  information 
and  distributes  it  over  a  network. 
LONG  SHOT.  So  far,  only  400  or  so  people 
wear  active  badges  daily — all  in  research 
centers  in  Britain,  Italy,  and  the  U.  S. 
But  Hopper  says  that  by  late  this  year 
or  early  ne.xt  year,  Italy's  Olivetti,  which 
holds  the, basic  patent,  will  begin  selling 
active-badge  systems  commercially. 
While  prices  haven't  been  set.  Hopper 
says  the  .systems  don't  use  any  C(_stly 
new  technology.  Ask  Hopper  how  many 
people  will  be  wearing  active  badges  in  5 
or  10  years  and  he  says:  "Everybody." 

Unlikely.  Still,  it's  a  good  bet  that  ac- 
tive badges  will  find  a  place  among  the 
growing  array  of  technologies  that  label 


and  track  people  in  their  daily  activities. 
Already,  global  positioning  systems  keep 
tabs  on  cross-country  trucks.  And  cellu- 
lar phone  systems  act  as  tracking  sys- 
tems, since  they  must  pin  down  the  ap- 
proximate location  of  every  customer  to 
deliver  incoming  calls  via  the  closest 
antenna. 

But  as  the  use  of  such  systems 
spreads,  government  and  business  in- 
creasingly will  be  challenged  to  balance 
the  individual's  right  to  privacy  with  cor- 


porate  desires  for  efficiency  and  control. 
Employees,  after  all,  don't  want  to  feel 
like  house-arrest  convicts  whose  brace- 
lets trigger  alarms  when  they  stray 
from  home — a  primitive  predecessor  to 
active  badge  technology.  Nobody  under- 
stands that  better  than  Roy  Want,  who 
invented  active  badges  in  1988  while  at 
Olivetti.  "It's  great  technology  in  the 
right  hands,"  says  Want.  "But  if  you've 
got  a  bad  manager,  he's  going  to  make 
your  life  hell." 

Active  badges  can  make  workaday  life 
a  lot  simpler.  By  knowing  when  some- 
one's tied  up  in  a  meeting  or  out,  for 
instance,  colleagues  can  avoid  interrupt- 
ing each  other  or  making  wasted  phone 


calls  and  trips  to  empty  offices.  At 
vetti's  Cambridge  lab,  among  oi 
places,  incoming  calls  ring  on  the  ph( 
nearest  the  intended  recipients,  whe 
er  they  happen  to  be. 

At  the  Media  Laboratory  of  M 
chusetts  Institute  of  Technology, 
tronic  doors  unlock  automatically 
privileged  badge  wearers.  Digital  Ec 
ment  Corp.,  which  helps  fund  Oli' 
research,  this  year  showed  a  proto 
system  of  active  badges  for  doctor 
hospitals.  And  there's  no  reason  a^ 
badges  couldn't  be  hooked  to,  say, 
heart  monitors  of  coronary  patient; 
they  could  stroll  the  halls  and  be  fc 
quickly  if  their  pulses  go  awry. 
WHO  SAYS  NO?  Meanwhile,  fertile 
are  working  on  technical  ways  to  s 
guard  badge  wearers'  privacy.  At  Xi 
Corp.'s  Palo  Alto  Research  Center, 
searcher  Want  and  others  are  dev( 
ing  ways  for  wearers  to 
it  the  number  of  people 
have  access  to  informs 
generated  by  the  bad 
And  no  one  at  any  of 

..   research  centers  is  reqi 

"^/^         to  wear  a  badge — a  com 

j  I  ing  thought  for  those 

sneak  out  to  Jack's  Po 
lifting  Salon  at  3  p.m. 

But  there's  one  big 
lem   with  the  safegu: 
The  more  that  wearers 
allowed  to  limit  the  info 
tion  coming  from  their '?  j'  ;| 
tive  badges,  the  less  we' 
while  the  systems  bec( 
For  instance,  if  only  on 
in  a  room  is  wearing 


A-MO 

m 


m  1 

asked  fe 


four  people 

active  badge,  there's  no  way  to  tell 
a  meeting  is  going  on.  The  result?  IV 
employers  are  bound  to  try  ma 
badge  use  mandatory.  That  could 
ger  a  legal  brawl. 

If  active  badges  catch  on,  it  won 
the  first  time  society  surrendered  s 
privacy  for  convenience:  Million 
Americans  have  laid  their  shopping 
its  bare  by  using  credit  cards, 
enough  safeguards,  active  badges  c 
turn  out  to  be  more  helpful  than  he 
Still,  it  must  be  said,  they're  not  ] 
news  for  the  Greta  Garbos  of  the  wf, 
who  just  vant  to  be  alone. 

By  Peter  Coy  in  New 
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D  BY  HARRIS  COLLINGWOOD 

IPO  FEVER 

V  stock  issuers  raised  $  1 9.7 
3n  in  the  first  half,  setting  a 
e  that  should  easily  exceed 
125.5  billion  raised  in  all  of 
'1.  Yet  stocks  that  went  pub- 
I  the  period  fell  an  overage 
.1  %  by  the  second  quarter's 
.  Here's  how  the  five  best- 
worst-performing  IPOs  fared: 


PERCENT  CHANGE 


ICORP 


123.1 


% 


E  STAR  STEAKHOUSE  100.0 


ELI 


74.2 


rRANSACTtON  SERVICES  64.9 


)PSYS 


(IS 


55.6 


PERCENT  CHANGE 


-60.0% 


RIX  PHARMACEUTICALS  -60.0 


KER  POWER 


-60.0 


THOMETER 


-59.8 


COR 


-54.5 


DATA:  STANDARD  S  POOR'S  CORP 


IR-MOR  CALLS  IN 
I  FEDS 


1  alleged  $350  million 
d  and  embezzlement 
me  is  rocking  Phar-Mor,  a 
growing  $3  billion  dis- 
t-drug  chain,  not  to  men- 
the  sporting  world.  The 
pany  says  it  has  dis- 
ed  founder  and  President 
lael  Monus  and  Chief  Fi- 
ial  Officer  Patrick  Finn 
asked  federal  authorities 
nvestigate  the  matter. 
■-Mor,  a  privately  held 
igstown  (Ohio)  company, 
it  will  take  a  $350  million 
ge  to  cover  overstated 
ings.  Monus  was  not 
able  for  comment,  and 
's  lawyer  wouldn't  dis- 
the  situation, 
e  company  further  al- 
s  that  Monus  diverted 
Is  to  the  now-defunct 
Id  Basketball  League, 
h  he  founded.  The  scan- 
also  touches  Major 
;ue  Baseball's  Colorado 
:ies  expansion  franchise, 
as  and  his  father  were 


limited  partners  in  the  Den- 
ver-based Rockies,  though 
they  resigned  from  the  club 
on  .July  29.  The  Rockies  say 
their  operations  will  not  be  af- 
fected. MLB  did  not  return 
calls  seeking  comment. 


MILKEN  GETS  A 
ONE-YEAR  REPRIEVE 


►  After  months  of  legal  wran- 
gling, a  federal  judge  in  New 
York  on  Aug.  5  agreed  to  re- 
duce Michael  Milken's  jail 
time  by  12  months.  Barring  a 
sudden  change  for  the  worse 
in  his  conduct,  the  dethroned 
junk-bond  king  will  be  freed 
from  a  federal  penitentiary  in 
Northern  California  on  Mar. 
3,  1993,  when  he  would  begin 
three  years  of  full-time  com- 
munity service. 

In  her  14-page  opinion,  U.  S. 
District  Court  Judge  Kimba 
Wood  cited  Milken's  "substan- 
tial" cooperation  with  prose- 
cutors— especially  his  help  in 
winning  a  conviction  of  Alan 
Rosenthal,  a  former  colleague 
at  Drexel  Burnham  Lambert. 
The  judge  also  noted  Milken's 
cooperation  with  the  Securi- 
ties &  Exchange  Commis- 
sion— despite  an  unusual  let- 
ter from  the  agency  blasting 
Milken's  testimony  as  yielding 
"few  concrete  results." 

Other  issues  that  swayed 
the  judge  include  Milken's  tu- 
toring of  fellow  inmates,  his 
role  in  settling  scores  of  pri- 
vate lawsuits  and  claims 
against  him  and  other  former 


HERE  THEY  COME,  WHEEZING  AROUND  THE  TURN 


It's  August,  time  for  all  good 
New  York  horse-racing  report- 
ers to  decamp  northward  along 
the  Hudson  River  to  Saratoga. 
There,  they'll  enjoy  racing  in  syl 
van  surroundings,  feast  on  the 
fried  chicken  at  Hattie's  Chicken 
Shack,  and  pursue  the  time-hon- 
ored sportswriting  traditions  of 
drinking  and  smoking — which  is 
their  idea  of  training  for  another 
hallowed  Saratoga  event,  the 
17th  annual  Socolof  Gold  Cup,  set  this  year  for  Aug.  14. 

Pete  Socolof,  whose  job  as  a  New  York  City  art  dealer 
leaves  him  lots  of  time  to  hang  around  the  track,  gets  his  kicks 
watching  middle-aged  bipeds  struggle  around  the  oval  where 
Thoroughbreds  more  often  make  their  way.  Winners,  usually 
track  personnel  in  better  shape  than  the  writers,  finish  the  mile 
and  an  eighth  in  six  minutes  and  change,  while  also-rans 
stagger  home  about  three  minutes  later.  Has  Socolof  ever 
raced?  Not  a  chance,  he  says.  "I'm  not  fit  to  go  .50  yards." 


Drexel  employees,  and  illness 
in  his  immediate  family. 


LIGHTS  OUT 

AT  CHILD  WORLD 


►  Toy  retailer  Child  World  is 
shutting  its  doors  for  good. 
On  Aug.  4,  Chairman  John 
Devine  said  he'll  close  the  toy 
supermarket's  71  remaining 
stores  in  early  September. 
The  move  comes  after  merger 
talks  with  Lionel  broke  down 
and  bankers  refused  requests 
for  loans.  Devine,  a  former 
top  Toys  'R'  Us  executive, 
was  brought  in  last  year  by 
new  owners  to  rescue  the  re- 
tailer after  a  disastrous  1990 


WmCMKK  'imii  IVOR  UEAOS. 


Christmas.  Last  year's  Christ- 
mas sales  again  came  in  well 
below  expectations,  and  Child 
World  sought  Chapter  11  pro- 
tection in  May. 


LAST  CALL 

ON  LTV'S  ASSETS 


►  Just  when  it  looked  as  if 
Loral  and  Carlyle  Group  had 
snagged  LTV's  missile  and  air- 
craft divisions  for  $430  mil- 
lion, an  offer  from  Martin 
Marietta  opened  a  new  phase 
in  the  battle  of  the  defense 
giants.  Early  this  year,  Mar- 
tin had  teamed  with  Lockheed 
to  offer  .$385  million  for  the 
LTV  units.  But  Martin  on  Aug. 
3  unveiled  a  .$440  million  offer 
that  surpassed  Loral's.  Hours 
later,  Loral  and  Carlyle,  a 
Washington  investment  bou- 
tique, bumped  their  bid  to 
$445  million. 

A  bankruptcy  judge  could 
determine  the  winner  of  the 
LTV  businesses  at  an  Aug.  13 
court  hearing  in  New  York. 
The  hearing  will  basically  end 
up  as  "an  auction,"  says  Loral 
Chairman  Bernard  Schwartz, 
though  he  won't  say  whether 
he  will  raise  his  company's 
bid.  He  doesn't  see  any  evi- 
dence that  other  bidders  are 
interested,  so  it  may  come 
down  to  Loral  vs.  Martin  at 
the  meeting. 
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Commitment. 

To  the  best  customer  service. 

Commitment. 

To  the  highest  standards  of  quality. 

Commitment. 

To  the  9751  Business  Communications  System, 


Commitments  are  important.  Living  up 
to  them  is  even  more  important.  And  our 
customers  are  telling  us  we're  doing  just 
that.  According  to  Dataquest,  you  rated  us 
the  highest  in  customer  satisfaction  for 
PBX's  for  the  last  half  of  1 991 .  Thank  you. 

We  promised  we  wouldn't  rest  on 
our  laurels.  And  you  told  us  we're  not,  by 
giving  us  the  top  rating  again  for  the  first 
half  of  1992. 

But  our  commitment  extends  to  more 
than  just  outstanding  customer  service.  It 
also  extends  to  our  9751  Business 
Communications  System.  Siemens  is  com- 
mitted to  protecting  your  investment  in  the 


9751 .  Offering  the  best  applications  and 
call  center  solutions  in  the  market,  it's  our 
strategic  platform  for  the  next  generation 
of  technology.  And  then  there's  the  HCM 
200.  With  key  system  features  and  PBX 
functionality,  it's  an  integral  part  of  our 
strategy. 

We're  committed  to  increasing  your 
productivity,  your  revenues,  and  the  service 
you  provide  to  your  customers. 

We  know  the  more  we  can  do  for  you, 
the  more  you'll  stay  our  customers. 

Call  us  today  at 

1  (800)  624-8999, 

Ext.235. 

A  Siemens  Company 
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EALTH  CARE:  DR.  FEEIGOOD  AND 

R.  STATUS  QUO  READ  THE  VOTERS'  PULSE 


^  eading  opinion  i)olls  on  health  care  is  hke  gazing  at 
W  clouds:  With  imagination,  you  can  see  just  about  any- 
^  thing.  So  it's  no  wonder  that  President  Bush,  who  fa- 
s  minimal  federal  intervention  in  the  health  system,  and 
ilenger  Bill  Clinton,  who  wants  radical  surgery,  both  think 
y\e  latched  onto  a  winning  issue.  But  with  voters  confused 
ut  health  care  options,  the  candidates  are  carefully  test- 
'keting  their  reform  ideas, 
'he  differences  in  the  two  approaches  are 
•k.  Bush  would  provide  new  tax  breaks  to 
)  families  buy  insiu'ance  and  would  rely  on 
•ket  forces  to  control  costs.  Clinton  wants 
•equire  employers  to  make  benefits  avail- 
}  to  workers.  And  to  hold  down  costs, 
would  set  a  yearly  cap  on  national  health 
5  spending  and  require  states  to  nego- 
e  fees  with  doctors  and  hospitals. 
Cach  candidate  has  cause  to  think  he  has 
sen  the  popular  course.  A  joint  siu'vey  by 
nocratic  and  Republican  pollsters  found 
t  60%  of  the  public  favors  a  government- 
health  cai'e  system.  However,  in  response 
another  question,  the  same  percentage 
zed  support  for  a  private  insurance 
tern.  Elsewhere,  67%  felt  the  current  set- 
needs  significant  changes;  then  71%  ex- 
ssed  satisfaction  with  the  status  quo. 
IG  LINES.  Until  recently,  it  looked  as  if 
Bush  campaign  planned  to  steer  clear  of  the  issue,  fearing 
t  the  Democrats  would  always  out-promise  them.  Indeed, 
nocrats  quickly  put  the  White  House  on  the  defensive, 
>ting  Bush's  February  proposal  for  its  failure  to  provide  uni- 
sal  coverage  and  for  doing  too  little  to  control  costs, 
/lost  polls  showed  the  public  leans  toward  Clinton's  pre- 
ption.  But  Bush  campaign  chairman— and  sometime  poU- 
r— Rol)ert  M.  Teeter  saw  an  opening.  Focus  groups  he 
ducted  found  that  voters  wanted  relief  from  soaring  costs. 
.  they  worried  that  reform  could  bring  long  lines,  inferior 


CLINTON:  HAPPY  TO  DEBATE  THE  ISSUE 


health  care,  and  a  restricted  choice  of  doctors.  So  on  Aug.  2, 
Bush  attacked.  In  a  Clinton  Administration,  he  declared,  "the 
government  will  run  health  care  in  this  country,  and  om- 
health  care  system  will  combine  the  efficiency  of  the  Hou.se 
Post  Office  with  the  compassion  of  the  KGB." 

In  the  heat  of  a  campaign,  it  may  not  matter  much  that  Bush 
is  attacking  proposals  that  Clinton  hasn't  made.  For  example, 
the  President  claims  the  Clinton  plan  includes  a  7%  payroll  tax, 
but  the  Arkansas  Democrat  hasn't  offered  a 
financing  mechanism  yet.  The  goal  is  to 
paint  Clinton  simultaneously  as  an  advocate 
of  socialized  medicine  and  as  a  tax-and-spend 
Dr.  Feelgood.  Democratic  reform  plans,  says 
White  House  health  care  specialist  Gail  R. 
Wilensky,  mean  "a  new  government  man- 
date, new  government  taxes  on  small  busi- 
ness. And  that's  the  worst  thing  we  can  do 
in  order  to  promote  economic  growth." 
NOISE.  Clinton  isn't  taking  this  lying  down. 
He  has  blasted  Bush  for  doing  "next  to 
nothing  to  t)rovide  health  insurance  to  eve- 
ry American  and  nothing  to  control  health 
care  costs."  The  Democratic  nominee  plans 
to  keep  the  issue  at  the  top  of  his  agenda. 
GOP  attack  dogs,  says  top  Clinton  aide  Mick- 
ey Kantor,  "want  to  throw  the  discussion 
back  at  us  because  they  don't  have  a  plan 
of  their  own.  We  are  more  than  delighted 
to  have  this  debate."  Clinton  aides  will  fill  in  some  details,  but 
Bush's  barrage  makes  it  unlikely  that  he'll  say  how  he  would 
finance  expanded  coverage. 

Such  political  exigencies  mean  that  the  health  care  debate  will 
mainly  produce  noise.  "I  had  hoped  that  the  issue  would  crystal- 
lize," says  Drew  E.  Altman,  president  of  the  Henry  J.  Kaiser 
Family  Foundation,  which  funds  health-policy  research.  "But  it 
will  be  a  sea  of  sound  bites  with  no  reality."  With  voters  deej^ly 
divided  by  the  issue,  there's  little  reason  to  expect  better. 

Bt/  SuscDi  B.  Garland  in'tli  Douglas  Harl>rvcht 


PiTALWRAPUPI 


IE  BUDGET 


J^^hen  Congress  got  to  work  on 

Iw  1993  spending  bills,  many  on 
ipitol  Hill  predicted  this  was  the  year 
at  lawmaker's  would  finally  get  serious 
lOut  knocking  some  expensive  items 
it  of  the  deficit-swamped  budget.  And 
e  leading  targets  were  two  Big  Sci- 
ice  projects:  the  $8.2  billion  supercon- 
leting  supercollider  and  a  $30  billion 
anned  space  station.  But  both  threat- 
led  projects  now  appear  safe,  dash- 
g  hopes  for  progress  in  cutting  the 
ificit  anytime  soon. 
Foes  of  the  supercollider  scored  an 
itial  victory  on  June  17,  when  the 
ouse  overwhelmingly  voted  to  kill  the 


project.  Then,  lobbyists  pulled  out  the 
stops,  promoting"  the  $8.2  billion  Texas 
particle  accelerator  as  both  a  gi"eat  sci- 
entific advance  and  a  terrific  jobs  pro- 
gram. So,  on  Aug.  3,  the  Senate  re- 
soundingly reversed  the  House  action, 
and  the  House  is  now  expected  to  give 
in.  Meanwhile,  facing  pressure  from  a 
broad  coalition  that  included  both  Vice- 
President  Dan  Quayle  and  his  would-l)e 
replacement.  Senator  Al  Gore  (D-Tenn.), 
the  House  lost  its  antiscientific-pork  fer- 
vor and  voted  on  July  29  to  continue 
space-station  funding.  Budget-cutters 
promise  to  make  another  try  next  year, 
but  odds  are  good  that  both  programs 
will  continue,  which  bodes  ill  for  cuts  in 
other  big-ticket  projects. 


INCUMBENTS 


Voters  seem  to  have  learned  how  to 
toss  incumbents  out  of  office,  with 
Republican  Representatives  Guy  Van- 
der  Jagt  of  Michigan  and  Dick  Nichols 
of  Kansas  lieing  the  latest  to  be 
bounced  in  primaries.  But  that  hasn't 
slowed  the  momentum  of  the  term-lim- 
itation movement.  This  fall,  voters  in 
eight  states,  including  California,  Flori- 
da, and  Michigan,  will  decide  ballot 
questions  limiting  the  terms  of  U.  S. 
House  and  Senate  members.  Referen- 
dum petitions  await  certification  in  five 
other  states,  including  Missouri  and 
Arkansas,  and  sponsors  in  Ohio  and 
North  Dakota  are  circulating  petitions. 


INGTON  OUTLOOK 
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for  an  hour.  Now 
you  open  up  your 
33MHz,  486DX 
computer  with 
TFT  color  and 
start  working  on 
that  sales  report. 
After  all,  it  looks 
ike  you  might  have 
to  send  that  kid  to 
private  school: 


When  you  dedicate  yourself  to  making  portable  computers,  you  start  to  realize  how  far  they  can  actually  go. 


In  Touch  with  Tomorrow 

TOSHIBA 


FOR  MORE  IhlFORMATlON.  CALL  1(800)457-7777  ©  m2Toshiba  America  Information  Systems.  Inc 
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WILL  PHILIPS  SELL  THE  WORLD 
ON  THE  VCR  OF  THE  FUTURE? 


Despite  setbacks,  it's  ahead  in  CD-interactive  players.  And  it's  gambling  heavily  that  it  can  stay  thei 


It  was  another  blow  to  Eu- 
rope's beleaguered  con- 
sumer-electronics giant. 
In  mid-July,  Gaston  Bastiens, 
the  top  executive  heading  up 
Philips  Electronics'  crucial 
push  into  multimedia  players 
and  programs,  abruptly  quit 
to  take  a  better  offer  at  Ap- 
ple Computer  Inc.  The  defec- 
tion occurred  just  as  Philips 
faces  perhaps  the  toughest 
marketing  challenge  in  its 
100-year  history:  convincing 
the  world  that  its  new  Imagi- 
nation Machine  will  become 
the  VCR  of  the  21st  century. 

It's  a  high-stakes  game. 
The  Imagination  Machine, 
formally  known  as  compact 
disk-interactive  (CDI),  is 
among  the  few  critical  prod- 
ucts that  Philips  Chairman 
Jan  D.  Timmer  is  counting  on 
to  revive  the  Dutch  giant's 
depressed  earnings.  It  is  also 
central  to  Philips'  strategy  to 
transform  itself  into  a  Sony- 
like company  that  derives 
much  of  its  profits  from  en- 
tertainment programming.  If 
Philips  succeeds  in  getting  its 
share  of  this  megabucks  mar- 
ket, it  may  well  hang  on  to 
its  tenuous  place  as  the 
West's  leading  consumer- 
electronics  company.  But  if  it 
fails,  it  risks  sliding  into  the 
industry's  second  tier. 
STILL  SMARTING.  The  new  device  has 
been  in  U.  S.  stores  since  last  October 
and  in  Japan  since  April.  A  European 
launch  is  scheduled  for  September.  Po- 
tential rivals  such  as  Apple  and  IBM  are 
still  pondering  their  strategies.  With  a 
headstart,  "Philips  has  an  important  op- 
portunity to  lead  the  way  in  a  whole  new 
genre,"  says  Stephen  Reynolds,  media 
analyst  at  Link  Resources  Corp. 

Philips  insists  that  Bastiens'  departure 
won't  change  its  CDI  strategy  or  stall  the 
product's  rollout.  "We're  determined  to 
keep  the  lead  against  competing  for- 


FAO  SCHWARTZ 
IN  NEW  YORK 


HOPES  will: 

FOR  CDI   


Call  up  sports  statistics 
during  live  broadcasts 


Display  Kodak's 
new  digital  snapsh 
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Play  JVC's  karaoke 
sing-along  disks 


Use  Nintendo's 
new  games 


Play  movies  or 
music  videos 


I  mm: 


|C«rp.' 
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mats,"  says  Henk  Bodt,  head  of  Philips 
Consumer  Electronics.  Problem  is,  Phil- 
ips has  never  been  known  for  whiz-bang 
marketing.  Executives  there  are  still 
smarting  from  Japan's  runaway  hits  in 
the  1980s  with  VCRs  and  compact-disk 
players — both  Philips  inventions. 

So  the  choice  of  a  successor  to  Bas- 
tiens will  be  crucial,  because  Philips 
can't  afford  to  blow  it  this  time.  After 
putting  the  company  through  a  radical 
restructuring  that  has  axed  45,000  jobs 
since  1990,  Timmer  finds  still  more  trou- 
ble. Stagnant  demand  and  bloody  price 


wars  are  slashing  profits  throughout 
industry.  When  the  $32  billion  gia 
first-half  results  were  announced 
Aug.  6,  analysts  expected  profits 
plunge  about  507^,  to  $55  million 


Between  the  earnings  slide  and  of  sji 


surprise  personnel  shakeups,  Phil 
stock  has  sunk  357  since  mid-June 
about  $15,  losing  the  ground  it  gaine 
the  last  year.  "Investors  have  lost 
tience,"  says  London  analyst  James 
lob  of  S.  G.  Warburg  Securities. 

That's  not  all.  On  July  30,  Philips 
nounced  that  it  found  unexpected  b 
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its  difjiUil  compact  cassette,  another 
technology  bet — one  that  the  compa- 
hopes  will  succeed  today's  audio  cas- 
tes. The  delay  will  wipe  out  the  lead 
T  a  competing  Sony  Corp.  audio  for- 
t  for  the  Christmas  selling  season. 

successor  to  the  CD,  the  CDI  player 
iks  into  a  TV  to  display  programs  mix- 
■  stereo  sound,  graphics,  photos, 
t — and  eventually  video — stored  on 
optical  disk.  The  software  lets  users 
'ract  with  programs,  rather  than  just 
:ch  them. 

1  disk  from  ABC  Sports  Inc.,  for  exam- 
,  leads  you  on  a  tour  of  the  18  tough- 
golf  holes  in  Palm  Springs,  Calif. 

;h  the  click  of  a  remote  control  from  a 
nu  of  on-screen  options,  you  select 
player's  hole  and  club  and  determine 
angle  and  speed  of  his  swing 
ABC  sportscasters  narrate  the  play, 
lips  counts  about  300  such  titles 
production — two-thirds  from  its  own 
dios. 

iut  Philips  faces  a  tough  job  persuad- 
consurners  to  shell  out  $799  for  the 
yer  and  $19  to  $59  per  disk.  The  CDl 
estment,  estimated  at  $250  million, 
I't  return  much  profit  for  at  least 
se  years,  figures  Warburg's  Golob. 
HTS,  CAMERA.  To  hedge  its  bets,  Phil- 
has  gone  on  a  dealmaking  spree  re- 
tly  to  hook  a  wider  audience  for  CD! 
)le).  While  executives  hint  that  first- 
,r  sales  in  the  U.  S.  should  hit  35,000 
ts.  meeting  Philips'  modest  targets, 
king  it  a  big  hit  depends  on  persuad- 
outside  producers  to  create  program- 
ig.  Big-name  independents  are  mostly 
ding  back  major  CDI  investments  until 
y  see  more  player  sales, 
apanese  leaders  Matsushita  Electric 
ustrial  Co.  and  Sony  both  have  de- 
ed marketing  a  consumer  version  of 
because  development  of  Japanese 
grams  has  been  slow.  So  Philips  is 
V  stuck  shouldering  the  high  costs  of 
icating  consumers.  Philips  also  may 
e  a  format  brawl:  Apple  and  Toshiba 
•p.  are  rumored  to  be  readying  their 
a  multimedia  machine,  and  so  is 
idy  Corp.  The  Tandy  attack  especially 
igs  since  it  recently  dropped  CDI  from 
U.  S.  Radio  Shack  stores  after  only 
'.  season,  due  to  poor  sales, 
'hilips  hopes  to  rally  program  produc- 
around  CDI  before  other  standards 
e  root.  Retailers  are  also  hopeful 
)ut  a  first-time  U.  S.  TV  ad  blitz 
nned  for  Christmas.  "This  thing  ap- 
ds  to  anyone  from  crib  to  crypt,"  en- 
-ses  Stanley  M.  Grossman  of  New 
rk's  Sixth  Avenue  Electronics  Inc., 
ich  has  sold  600  CDis  since  October. 

2  bosses  at  Eindhoven  headquarters 
)e  so.  Otherwise,  another  big  opportu- 
y  could  pass  them  by. 

Jonathan  B.  Levine  in  Paris,  with 
therine  Arnst  in  New  York  and  Neil 
)ss  in  Tokyo 


PRISIDENT  KAWAMOTO'S 
EARLY  YEARS  AT  HONDA 
WERE  IN  THE  PITS 


JAPAN  I 


HONDA  SETS  ITS  SIGHTS  ON 
A  DIFFERENT  CHECKERED  FLAG 


To  excel  in  the  race  to  cut  emissions,  it  may  drop  out  of  Formula  One 


The  theme  was  green  at  the  Tokyo 
Motor  Show  last  fall,  as  carmakers 
vied  to  introduce  their  most  ad- 
vanced environmentally  friendly  technol- 
ogy. But  all  the  shrieking  and  applaud- 
ing at  the  jam-packed  Honda  Motor  Co. 
booth  wasn't  over  its  experimental  sin- 
gle-file two-seater,  or  even  its  bug- 
shaped  solar-powered  car.  It  was  for 
Honda's  high-profile  Formula  One  race- 
car  drivers. 

Honda's  Formula  One  engines  have 
powered  the  Honda  McLaren  Marlboro 
team  to  seasonal  championships  for  six 
years  running,  sealing  Honda's  reputa- 
tion in  Japan  as  an  innovator  and  re- 
charging company  morale.  More  impor- 
tant, Honda's  foray  into  racing  has 
proven  a  fertile  training  ground  for 
brainy  engineers  and  spawned  such 
technologies  as  the  more  efficient  vari- 
able valve-timing  system,  which  now 
shows  up  under  ordinary  Honda  hoods. 

Why,  then,  does  President  Nobuhiko 
Kawamoto  say  he  may  withdraw  from 
the  track  when  this  season  ends  on  Nov. 
8?  It's  that  color  green  again:  Kawa- 
moto wants  to  focus 
top  talent  on  super- 
strict  emission  re- 
quirements looming  in 
California  and  else- 
where. He  thinks  add- 
ing 100  or  so  engi- 
neers to  the  600 
already  working  on 
more  fuel-efficient 


With  California's 
deadlines,  'we  don't 
have  much  time,'  says 
Honda's  engine  chief 


gasoline  engines  and  electric  vehicles, 
plus  the  estimated  $80  million  saved, 
may  give  Honda  an  edge.  He'll  decide  as 
early  as  mid-September  whether  to  scrap 
the  immensely  popular  team  for  the 
longer-term  payoff  of  an  environmental 
edge.  "We  may  have  to  make  some  sac- 
rifices," Kawamoto  says. 
BEST  BET.  He's  not  alone.  All  auto  com- 
panies are  up  against  lawmakers  so  ea- 
ger to  clear  the  smog  that  they're  set- 
ting targets  that  are  unattainable  with 
existing  technology.  By  1998,  for  exam- 
ple, 27f  of  each  manufacturer's  cars  sold 
in  California  must  have  zero  emissions, 
10%'  by  2003.  Carmakers  figure  electric 
vehicles  are  the  best  bet  for  zero  emis- 
sions, but  a  gradual  squeeze  on  all  tail- 
pipe emissions  may  soon  require  alterna- 
tive-fuel vehicles  as  well.  In  the  U.  S., 
the  Big  Three  and  federal  agencies  are 
jointly  spending  $260  million  over  the 
next  four  years  to  come  up  with  batter- 
ies that  can  power  a  commercially  viable 
electric  car. 

That's  why  the  pressure  is  on.  "I  need 
more  engineers,"  says  Hideyo  Miyano, 
head  of  engine  devel- 
opment. "We  don't 
have  much  time." 
Miyano  sees  gasoline- 
powered  cars  hogging 
the  road  for  two  more 
decades,  so  he's  put- 
ting 67%'  of  his  budget 
into  improving  gas  en- 
gines, 28%'  for  electric 
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"Mrs.  Flynn.  isn't  this  a  good  time  to  dollar  cost  average 
in  the  Berger  100  and  Berger  101  Funds?" 


If  you've  studied  the  various  performance  chiarts,  you  know/  about  tfne  good  past  performance  of 
tfie  no-load  Berger  Funds,  Now  we'd  like  to  tell  you  about  the  investment  philosophy  that  stands 
behind  these  strong  numbers.  Please  call  (800)  333-1001  for  a  prospectus  and  study  it  carefully 
before  investing. 


(0I')»)2  .\Ic(;rii\v-Hill.  Inc.        B«SineS^I^We€%  ('>Wl  MorniiiKstar.  Ii 


Ail 

LFUND 

SCORE 

Insert  inlti  Drive  A  ;tii(i  tytx-  MPS.  For  MoncKlirtmie  Monitors,  ty[x;  MFS  /  BW. 


Compare  the  •Simple menu 
Performance  of  commands 

morethan...  ^^^^^^  •Operates on  IBM 

1^  Equity  and  ^^^^B    or  Compatible  PC 

1,100  Fixed  Income  ^^^^^V  •  Updates  monthly 

Mutual  Funds!  ^  ^^^^^     and  quarterly 


FOR  SUBSCRIPTION  INFORMATION 
CALL  TOLL  FREE  1-800-553-3575 
ASK  FOR  DEPT.  HB41 
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AEL  I 


AN  JAKE  FRENKEL 

fORK  MIRACLES  IN  JERUSALEM? 


le  Chicago  School  economist  must  radically  revamp  Israel's  economy 


rhose  who  can,  do;  those  who  can't, 
teach.  That  may  be  true  for  some, 
but  not  for  Jacob  A.  Frenkel.  A 
lowned  University  of  Chicago-trained 
e-market  economist  and  former  re- 
irch  chief  for  the  International  Mone- 
y  Fund,  Frenkel,  49,  has  authored  15 
)ks  and  more  than  200  articles  in  his 
year  academic  career.  But  since  be- 
ning  Governor  of  the  Bank  of  Israel 
t  year,  Frenkel  has  been  making  poli- 
not  just  analyzing  it.  "It's  very  dif- 
ent,"  he  says.  "You  can  see  the  imme- 
te  impact  of  your  decisions." 

kidding.  In  the  warming  of  rela- 
ns  following  Israel's  recent  change  of 
rernment,  George  Bush  and  Israel's 
A'  Prime  Minister, 
:zhak  Rabin,  are 
■eting  in  Kenne- 
nkport.  Me.,  Aug. 
11  to  close  a  deal 
•  about  $10  billion 
U.  S.  loan  guaran- 
is  for  the  Jewish 
ite.  For  Frenkel, 
?  proposed  guaran- 
allowing  Israel 
sell  as  much  as 
)  billion  in  bonds 
favorable  rates,  is 
;  keystone  of  his 
in  to  radically  re- 
ucture  the  Israeli 
jnomy.  "It's  a 
ce  in-a-lifetime  op- 
rtunity,"  says 
enkel,  an  Israeli 
tive  and  one  of  the  most  visible  back- 
;  of  the  loan  scheme. 
YING  NO.  Behind-the-scenes  bargain- 
j  by  Frenkel — a  consummate  diplomat 
lom  his  friends  call  Jake — helped  set 
i  stage  for  the  planned  Bush-Rabin 
al.  But  the  plan  is  hardly  the  only 
ng  on  Frenkel's  agenda  (table).  Bur- 
ned by  money-losing  state  industries 
d  double-digit  inflation,  Israel  is  fail- 
;  to  generate  enough  economic  growth 
cope  with  the  hundreds  of  thousands 
new  immigrants  from  the  former  So- 
ft Union.  "Frenkel  faces  the  hardest 
allenge  anyone  in  Israel  can  face,"  as- 
rts  Rudiger  Dornbusch,  the  Massachu- 
tts  Institute  of  Technology  economist 
d  a  former  Chicago  classmate  of  Fren- 
I's.  "He  has  to  say  'no.'  " 
The  soft-spoken  central  banker  has 


had  to  do  that  again  and  again  in  the 
year  since  former  Prime  Minister  Yitz- 
hak Shamir  persuaded  Frenkel  to  return 
home.  Within  months  of  his  arrival, 
Frenkel  was  faced  with  a  speculators' 
attack  on  the  shekel.  He  quickly  institut- 
ed an  innovative  plan  that  gradually  de- 
values the  currency  along  predetermined 
lines  and  holds  the  government  to  tough 
anti-inflation  guidelines.  The  plan  is 
credited  with  cooling  inflation  to  around 
107',  from  16%  last  year.  "He's  tough," 
says  Dornbusch.  "It  was  a  textbook 
case."  Frenkel  now  is  warning  Rabin's 
Labor-led  government  against  a  quick- 
fix  devaluation  to  spur  exports.  "The 
game  plan,"  he  says,  "should  be  a  mul- 


FRENKEL'S 
ECONOMIC  GOALS 

►  Reduce  inflation  from  last  year's 
16%  to  the  3.5%  level  of  Israel's 
trading  partners 

►  Open  protected  financial  markets 
to  foreign  competition  and  allow  cit- 
izens to  open  bank  accounts  abroad 

►  Get  state  to  slash  spending  on 
housing  and  wages  and  boost  out- 
lays for  transportation,  telecom- 
munications, education 


FRENKEL:  NO  TIME  FOR  SCHOLARLY  WORK 


tiyear  program.  There  should  be  no  com- 
promises, either  in  the  budget  or  in  [car- 
rying out]  a  massive  exit  of  government 
from  the  marketplace." 

Frenkel,  who  supported  Rabin's  plan 
to  freeze  construction  of  West  Bank  set- 
tlements even  before  his  election,  ap- 
pears to  be  making  some  headway  in 
that  area.  The  Labor  Prime  Minister  has 
already  moved  to  speed  the  privatization 
of  government-controlled  banks  and 
state  enterprises,  including  El  Al  Israel 
Airlines  and  ZIM  Israel  Navigation  Co., 
the  shipping  line.  Such  free-market  reci- 
pes are  straight  from  the  neo-Gothic 
halls  of  Chicago's  economics  department 
and  from  the  IMF,  where  Frenkel  headed 
research  from  1987  until  last  year.  That 
"was  basically  the  dream  job  for  any 
economist,"  he  says.  In  fact,  friends 


wondered  why  Frenkel  gave  up  prestige 
and  a  tax-free  salary  of  more  than 
$150,000  a  year  for  the  $30,000-a-year  job 
of  guiding  Israel's  economy.  Replies 
Frenkel:  "I  saw  an  extraordinary  nation- 
al challenge  in  the  context  of  the  new 
immigrants." 

FAMILY  TIES.  Frenkel  returned  to  Israel 
with  an  array  of  credentials  and  highly 
placed  friends.  With  undergraduate  de- 
grees in  economics  and  political  science 
from  the  Hebrew  University  of  Jerusa- 
lem, he  journeyed  in  1967  to  Chicago  to 
study  under  luminaries  such  as  Milton 
Friedman  and  Harry  G.  Johnson.  In 
1973,  Frenkel  began  teaching  economics 
at  Chicago,  specializing  in  exchange 
rates  and  inflation.  His  wife,  Niza,  also 
received  a  Chicago  PhD,  in  biology,  be- 
fore pausing  to  give  birth  to  daughters 
Orli  and  Tahli.  But  in  1987,  former  IMF 
Managing  Director  Jacques  de  la  Ro- 
siere — now  head  of  the  Bank  of 
France — lured  Frenkel  away.  "He  took  a 
research  department  that  had  lan- 
guished and  put  it  very  firmly  back  on 
the  map,"  says  Stanley  Fischer,  a  Chica- 
go colleague  and  for- 
mer World  Bank 
chief  economist. 

Frenkel  appeared 
comfortable  enough 
in  Washington  to  re- 
linquish his  endowed 
Chicago  professor- 
ship. In  fact,  few  col- 
leagues thought  he 
would  say  yes  when 
Shamir  beckoned.  "I 
pushed  him  very 
hard  to  take  it,"  says 
Fischer,  now  an  MIT 
professor,  "but  most 
of  his  friends — my- 
self included — didn't 
expect  him  to." 
While  Frenkel  had 
kept  his  ties  to  Isra- 
el, visiting  every  year,  his  family  had 
grown  up  in  the  U.  S.  And  while  doing 
research  at  her  National  Institutes  of 
Health  laboratory,  Niza  Frenkel  had  just 
discovered  a  new  herpes  virus. 

Frenkel's  biggest  regret  now  is  that 
his  job  provides  almost  no  time  for  schol- 
arly work.  Six  days  a  week,  a  chauffeur- 
driven  Volvo  740  picks  him  up  at  his 
modest  apartment  in  northern  Tel  Aviv 
well  before  7  a.m.  for  the  one-hour  drive 
to  Jerusalem.  He  rarely  returns  home 
before  10  p.m.  But  to  Frenkel,  the  long 
hours  are  worth  it.  Even  if  things  don't 
come  off  exactly  as  he  hopes,  Frenkel 
will  certainly  have  a  riveting  tale  to  tell 
whenever  he  decides  to  step  to  the  front 
of  the  classroom  again. 

By  John  Rossant  in  Jerusalem  and  Mike 
McNamee  in  Washington 
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HONG  KONG I 


MAINLAND  MANIA 
IN  HONG  KONG 


Colony  tycoons  are  furiously  investing  in  major  Chinese  cities 


All  through  Hong  Kong's  1980s  in- 
vestment blitz  in  southern  China, 
the  late  shipping  magnate  Y.  K. 
Pao  held  on  to  his  wallet.  Like  many  of 
Hong  Kong's  tycoons,  bitter  over  losing 
their  fortunes  in  the  communist  revolu- 
tion, mainland-born  Pao  limited  his  spend- 
ing in  China  to  charity.  But  now,  under 
the  helm  of  son-in-kiw  Peter  Woo  Kwong- 
ching,  Pao's  Wharf  (Holdings)  Ltd.  is  join- 
ing other  Hong  Kong  companies  on  the 
investment  bandwagon.  Among  Wharfs 
bigger  schemes:  to  help  develop  the  inland 
industrial  city  of  Wuhan  into  the  "Chicago 
of  China"  over  two  decades. 

The  second  wave  of  Hong  Kong  invest- 
ment is  under  way.  In  the 
first,  thousands  of  small 
makers  of  electronics,  gar- 
ments, and  toys  poured  some 
$10  billion  into  factories  in 
nearby  Guangdong  Province 
to  tap  its  cheap  labor.  As 
prices  rise  in  Guangdong 
and  free-market  reforms 
spread  beyond  the  coastal 
cities,  cash-rich  Hong  Kong 
investors  are  moving  inland, 
gearing  up  projects  that  will 
change  the  face  of  major  cit- 
ies such  as  Beijing,  Shang- 
hai, Tianjin,  and  Wuhan. 

In  recent  weeks,  the  coin 
ny's  biggest  property  dev^ 
opers,  including  billionain 
Li  Ka-shing,  Robert  Kuol 
and  Cheng  Yu-tung,  ha\  • 
unveiled  a  host  of  mega- 
deals — from  skyscrapers  and 
shopping  malls  to  entire 
American-style  suburbs.  The 
new  influx  is  certain  to  l)oost 
Hong  Kong's  importance  to 
the  mainland  after  they  ar*^  united  in  1997. 
'GREEN  LIGHT.'  Although  ambitious  proj- 
ects have  been  on  the  drawii  boards  for 
years,  the  big  catalyst  was  i  '^^ng  Xiao- 
ping's  trip  through  the  booming  '  '<'arl  Riv- 
er Delta  earlier  this  year.  Deng  endorsed 
Guangdong's  embrace  of  free-market  re- 
forms and  foreign  investment  and  began  a 
campaign  to  topple  party  hard-liners. 
"That  was  the  green  light  for  the  gung-ho 
approach,"  says  Stanley  Hoon,  a  China 
consultant  for  Stelux  Holdings,  the  Hong 
Kong  investment  arm  of  Thai  property  gi- 
ant Bangkok  Land.  And  the  overseas  re- 
sponse has  been  huge:  Foreign  investment 


commitments  in  China  for  the  first  six 
months  of  1992  tripled,  to  a  record  $14.7 
billion,  one-third  of  it  from  Hong  Kong. 

Guangdong  still  gets  most  of  the  atten- 
tion. Next  year,  developer  Gordon  Y.  S. 
Wu  of  Hopewell  Holdings  expects  to  com- 
plete his  $1  billion  si,x-lane  superhighway, 
the  first  part  of  his  plan  to  build  roads, 
bridges,  and  tunnels  throughout  the  Pearl 
River  delta.  Stelux  Holdings  plans  to  cre- 
ate a  $4  billion  suburb  outside  Guangzhou 
for  China's  growing  middle  class.  And 
Cheung  Kong  (Holdings)  Ltd.,  the  flagship 
of  billionaire  Li  Ka-shing,  is  looking  to 
build  a  huge  amusement  park. 

But  now.  Hong  Kong  develo]jers  are 


fice  tower  that  would  be  Asia's  talk 
But  none  of  the  plans  is  quite  as  far 
ful  as  Wharf's  scheme  to  develop  Wuh 
Right  now,  Wuhan,  in  central  China 
drab  industrial  city  of  7  million  whiojne 
Marxist  govermnent  is  just  beginning 
implement  reform.  But  Wharf  executi 
think  it  has  a  dynamic  future,  given 
low  labor  costs  and  its  rail  and  river 
nection  to  China's  biggest  cities.  Even 
fore  it  has  rounded  up  other  invest 
Wharf  is  talking  about  sinking  up  to 
of  its  own  assets,  now  about  $1  bill 
into  the  city.  Its  first  project:  a  cargo 
terminal. 

CASH  APLENTY.  Whether  developers 
raise  the  funds  to  achieve  all  their  drea 
for  China  is  another  question.  Skept 
wonder  if  Hong  Kong  investors  are  go 
overboard.  Hongkong  &  Shanghai  Ba 
ing  Corp.,  already  stung  by  the  likes 
Australia's  high-flying  Alan  Bond  and 
Reichmanns,  is  cautious  about  lending 
China  because  it  fears  the  property  rusl 
driven  more  by  speculation  than  need. 
But  big  players  such  as  Cheung  K( 


$0 
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IN  GUANGDONG,  HOPEWELL  HOLDINGS  EXPECTS  TO  COMPLETE  A 


$1  BILLION  SUPERHIGHWAY  BY  NEXT  YEAH 


eyeing  northern  Chinese  cities.  Leading 
the  pack  are  Li  Ka-shing  and  billionaire 
Robert  Kuok.  In  one  week  in  June,  Li  and 
Kuok  teamed  up  to  sign  three  major  deals, 
including  a  shopping  center  in  Beijing  and 
a  $130  million  complex  near  Shanghai's 
main  rail  station. 

Indeed,  Shanghai  is  starting  to  appeal  to 
many  Hong  Kong  investors.  Property  gi- 
ants New  World  Development,  Sun  Hung 
Kai  Properties,  and  Henderson  Land  De- 
velopment are  building  Culture  Square,  a 
•'?4.50  million  downtown  complex.  Pacific 
Concord  Holdings  has  launched  a  $300  mil- 
lion joint  venture  to  build  an  88-story  of- 


and  Sun  Hung  Kai  can  afford  the 
After  two  years  of  soaring  Hong  K- 
property  prices,  developers  have  billion 
cash.  In  cities  such  as  Beijing  and  Shs 
hai,  prime  sites  are  incredibly  ch( 
"Guangdong  already  is  looking  a  little 
much  like  Hong  Kong  in  terms  of  pri 
says  Richard  W.  Mounce,  general  mar 
er  of  Chase  Manhattan  Bank's  Hong  K 
office.  "The  developers  need  to  move  ( 
China  may  take  control  of  Hong  Konj 
1997,  but  old-timers  like  Y.  K.  Pao  pn 
biy  never  dreamed  that  Hong  Kong  mo 
could  end  up  colonizing  the  mainland 
By  Pete  Engardio  in  Hong  K 
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'"Simpson  Strong-Tie'  is  the 
world's  leading  supplier  of 
steel  timber  connectors. ..and 
we  traditionally  market  our 
products  through  a  network  of 
dealers  to  engineers,  architects 
and  contractors." 

"But  when  we  decided  to 
get  into  the  home  center  market, 
we  realized  we'd  have  to  start 
bar  coding  our  products.  That 
meant  printing  over  400  million 
labels  per  year." 

"After  hearing  a  speaker 
from  Monarch  at  a  bar  coding 
seminar,  I  flew  to  their  home 
office.  They  brought  all  the 
right  people  and  all  the  right 
solutions  to  the  table. ..the 
printers,  the  apphcators, 
the  labels  and  a  complete 
knowledge  of  bar  coding... 
ail  from  a  single  vendor." 

"We  started  working  with 
Monarch  in  March,  and  by 
September  we  had  bar  coded 
product  on  the  shelves  of 
home  centers.  It's  already  an 
important  part  of  our  business!" 

"We  couldn't  have  done  it 
without  the  help  of  Monarch. 
They  continue  to  give  us  the 
care  and  attention  we  need." 

At  Monarch  Marking  Systems, 
a  Pitney  Bowes  Company, 
customer  satisfaction  is  a 
commitment  that's  at  the  very 
fiber  of  our  business.  It  shapes 
the  attitudes  and  actions  of  our 
people.  And  it's  reflected  in  the 
quality  and  reliability  of  our 
products.  What's  more,  we 
back  it  up  with  our  Customer 
Satisfaction  Guarantee-"  For 
more  information,  call  1-800- 
MR  BOWES  e.xt.  4501. 


"Monarch  solved  our  bar  coding 
problems... we  couldn't  have 
entered  the  home  ^ 
center  market 
without  them." 


Steve  Eberhard 
M.I.S.  Director 

Simpson  Strong-Tie'  Company,  Inc. 


•fa' 


What  a  powerful  world. 


At  Samsung  Electronics  creating  a  better  world  is  a  tradition. 
A  world  where  people  have  the  power  and  the  freedom  to 
develop  their  own  creativity  Today,  Samsung  Electronics 
continues  this  tradition  by  investing  over  US$  700  million 
annually  in  research  and  development.  All  four  Samsung 
Electronics  divisions  are  dedicated  to  inventing  and  improving 


technologies  that  make  our  lives  easier  and  healthier.  Step 
up  to  the  world  of  Samsung  Electronics  and  enjoy  the  power 

cR  SAMSUNG 

Electronics 

Technology  that  works  for  life. 

Joong-Ang  Daily  News  Bldg  .  7,  Soonwha-Dong.  Chung-Ku,  Seoul,  Korea 
Tel:  2-751-6114,  Fax.  2-751-6064,  Tlx:  SAMSAN  K27364.  K23471 


iternational  Outloo 


EDITED  BY  STANLEY  REED 


HE  ROAD  TO  A  UNIFIED  EUROPE 
OULD  END  SUDDENLY  IN  FRANCE 


t's  summertime  in  Europe,  and  the  living  is  queasy.  To  be 
sure,  Parisians  are  still  packing  their  bags  for  their  annu- 
al August  exodus  to  the  beaches.  But  politicians  and  the 
financial-market  operators  are  spending  the  dog  days  bit- 
theii-  nails  in  trepidation  over  France's  Sept.  20  refei-en- 
n  on  the  Maastricht  IVeaty. 

n  June,  when  President  Francois  Mitterrand  called  for 
vote  on  European  economic  and  political  unity,  a  yes 

med  virtually  assured.  But  now  the  possibility  is  looming 

t  French  voters  will  say  no  as  a 

f  of  taking  a  swipe  at  their  in- 

asingly  unpopular  President.  In 

ent  weeks,  opposition  to  Maas- 

ht  has  climbed  to  about  45%  as 

terrand's  government  has  been 

psawed  by  truckers'  protests  and 

orruption  scandal.  But  the  most 

laging  news  has  been  the  spec- 
alar  trial  of  four  senior  govern- 

it  health  officials  who  during  the 

i-1980s  allegedly  neglected  to  test 
treat  blood  they  knew  was  con- 

linated  with  Hiv,  the  virus  that 

ses  AIDS.  As  a  result  1,300  he- 

jhiliacs  are  believed  to  have  con- 

?ted  the  virus. 

AING  UNGLUED?  Because  Mitter- 
d  has  been  such  a  key  architect  of  European  unification,  a 
iction  of  Maastricht,  coming  on  top  of  Denmark's  rejection 
fune,  would  stop  the  drive  for  economic  union  and  a  single 
rency.  Such  fears  have  already  spooked  investors,  who 
e  been  betting  that  unification  would  force  the  disparate 
ernments  to  bring  down  inflation  and  deficits.  The  jitters 
e  helped  push  up  short-term  interest  rates  in  Italy  and 
lin  and  have  nearly  shut  down  trading  in  the  once-hot 
'ket  for  bonds  denominated  in  European  Currency  Units. 
>aders  fear  a  Fi'ench  no  could  threaten  the  European  Mone- 
ys System,  which  links  foreign  exchange  rates.  If  Maastricht 


FA/RE 
C'EST 
LEP0/D5. 

IE  20  SEPTEMBRE,  DITESfl^/A  [EUROPE. 

A  SOCIALIST  BILLBOARD  URGING  VOTERS  TO  GIVE 
EUROPE  THE  HEFT  IT  NEEDS  TO  COMPETE 


stumbles  in  France,  the  leaders  of  economically  shaky  countries 
such  as  Britain,  Italy,  and  Spain  might  face  a  currency  devalua- 
tion crisis.  Ali-eady,  British  businessmen  are  urging  Prime  Min- 
ister John  Major  to  devalue  the  pound  to  help  Biitain  shake  off 
a  two-year  recession.  Currencies  in  Italy  and  Spain  ai"e  increas- 
ingly anemic.  "Within  a  week  of  a  no  vote  in  Finance,  the  EMS  will 
fall  apail,"  with  the  British  pulling  out,  i)redicts  Malcolm  Roberts, 
head  of  bond  research  at  London's  UBS  Philli])s  &  Drew. 

With  so  much  at  stake,  Eiu'opean  biu'eaucrats  in  Binssels  have 
all  but  closed  up  shop  to  avoid  any 
controversy  that  might  hurt  the  unity 
cause  in  France.  And  Mitterrand  is 
pulling  out  all  stops.  Socialist  politi- 
cians—as well  as  nationalist  and  centrist 
opponents  of  Maastricht— will  vigorous- 
ly work  the  beaches  and  holiday  spots 
to  sway  voters.  Newspapers  and  bill- 
boards are  festooned  with  ads.  A  So- 
cialist billboard  shows  a  U.S.  comic 
lxK)k  figiu'e  and  a  Japanese  siuuo  wi'es- 
tler  dominating  the  world  and  m-ges 
the  French  to  vote  yes  to  give  Em'ope 
the  heft  to  take  on  the  two  econoiriic  ti- 
tans. But  the  campaign  suffered  a  blow 
when  authorities  prevented  the  gov- 
ernment ft'om  iiuining  pro-Eiu'ope  mes- 
sages as  public  service  ads  on  TV. 
While  Mitterrand  has  been  urging  voters  not  to  confuse 
their  feelings  about  him  with  Maastricht,  he  hasn't  been 
helped  by  the  corruption  charges  against  the  Socialist  presi- 
dent of  the  French  National  Assembly,  Henri  Emmanuelli, 
and  the  blood  scandal,  which  has  damaged  Laurent  Fabius, 
who  was  Prime  Minister  at  the  time. 

Even  if  Mitterrand  can  deliver  France,  Europe  will  contin- 
ue to  be  roiled  by  increasing  opposition  to  unity  in  Britain  and 
even  Germany.  This  growing  l)acklash  will  likely  keep  leaders 
on  edge  for  months. 

By  Bill  Jaretski  i)i  Pcois 


OBALWRAPUPI 


»UTH  AFRICA 


Iust  before  the  recent  general  strike, 
African  National  Congress  Presi- 
int  Nelson  Mandela  telephoned  the 
airmen  of  the  country's  30  largest 
rporations.  He  asked  them  not  to 
smiss  striking  workers,  implying  that 
they  complied,  the  stalled  political 
;gotiations  would  soon  begin  again. 
It  was  the  clearest  sign  yet  that  the 
iep  political  crisis  that  has  halted  the 
Iks  on  majority  rule  could  soon  be 
'er.  President  F.  W.  de  Klerk  has  l3een 
sakened  by  domestic  and  internation- 
criticism  of  his  handling  of  recent  vi- 
ence  in  black  areas.  He  is  also  being 
■assured  to  compromise  by  Herman  J. 


Cohen,  the  visiting  U.  S.  Assistant  Sec- 
retary of  State  for  African  affairs.  Co- 
hen has  been  telling  de  Klerk  that  the 
white  minority  cannot  hope  to  have  a 
veto  over  policies  once  the  majority 
takes  over. 

De  Klerk  may  go  for  a  deal  now  be- 
ing brokered  by  former  U.  S.  Secre- 
tary of  State  Cyrus  R.  Vance.  Vance's 
formula  calls  for  the  quick  establish- 
ment of  an  interim  government  while 
negotiations  on  the  country's  political 
future  continue. 

While  the  AN'c's  tough  tactics  ap- 
pear to  have  paid  off,  Mandela,  too, 
has  reason  to  want  the  negotiations 
resumed  and  tensions  reduced.  He  is 
worried  that  investor  confidence  in  the 


economy  of  the  country  that  he  aims 
to  govern  will  otherwise  be  irrevocalily 
damaged. 

JAPAN 

The  Japanese  government  appears 
to  be  getting  ready  to  buy  land  in 
order  to  shore  up  sagging  property 
prices  and  help  out  banks  burdened 
by  as  much  as  $200  billion  in  bad 
loans— many  of  them  for  real  estate. 
The  Finance  Ministry  is  encouraging 
municipalities  to  buy  as  much  as  $40 
billion  worth  of  land  for  public  works 
projects.  Local  news  reports  say  much 
of  the  land  to  be  purchased  could  be 
foreclosed  properties  that  the  banks 
cannot  sell. 


NATIONAL  OUTLOOK 
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DEVELOPERS I 


GUYS  AND  MAILS: 

THE  SIMONS'  CRAPSHOOT 


II 


The  timing  may  be  off,  but  the  brothers  swear  by  their  soon-to-open  super  shopping  center 


From  the  Indianapolis  offices  of  Mel- 
vin  Simon  &  Associates  Inc.,  you  can 
see  the  bubble-topped  Hoosier  Dome 
rising  out  of  a  landscape  as  flat  as  a  pane 
of  glass.  But  on  the  inside,  the  offices 
sound  more  like  a  Bronx  street  corner. 
Above  the  general  hubbub  of  leasing 
agents  shuffling  documents  and  chattering 
into  phones,  Melvin  Simon,  the  firm's  New 
York-born  co-founder,  is  barking  out  in- 
structions. Most  are  hurled  at  his  secre- 
tary, but  this  gravel-voiced  remark  is 
aimed  at  his  brother  Herbert:  "Hey  Herb," 
Melvin  yells.  "We've  got  Art  'Give  it  Away' 
Spellmeyer  on  the  phone." 

Herbert  jumps  to  the  receiver,  and  it's 
easy  to  see  why.  On  Aug.  11,  Simon  &  As- 
sociates, the  nation's  second-largest  shop- 
ping-mall developer,  will  open  the  doors  of 
the  largest  U.  S.  mall  project  ever  attempt- 
ed. Located  near  Minneapolis  and  dubbed 
the  Mall  of  America,  the  $625  million  retail 
extravaganza  packs  a  roller  coaster,  a  bi- 
level  miniature  golf  course,  scores  of  res- 
taurants, and  2.5  million  square  feet  of  re- 
tail space  into  an  area  the  size  of  52 
football  fields  (table).  Spellmeyer — the  guy 
on  the  phone — is  responsible  for  complet- 
ing construction  and  filling  the  sprawling 
space  in  the  midst  of  the  worst  retail  slump 
in  recent  memory.  As  Melvin's  nickname 
for  him  suggests,  it  hasn't  been  easy. 
HEADACHES.  The  Mall  of  America,  in  fact, 
opens  just  as  the  Simons  are  restructuring 
their  entire  $900  million  empire.  Having 
built  a  fortune  by  blanketing  the  nation 
with  low-budget  strip  malls,  the  brothers 
are  now  scrambling  to  stay  liquid  in  the 
face  of  a  searing  real  estate  depression. 
They've  scaled  back  new  projects,  laid  off 
employees,  and  sold  or  restructured  assets 
to  raise  cash.  Meantime,  to  attract  tenants 
to  the  Mall  of  America,  they've  given  away 
as  much  as  $100  million  in  reduced  rent  and 
other  concessions.  Melvin,  65,  and  Herbert, 
57,  are  still  confident  their  megaproject 
will  pay  off.  But  even  Herbert  admits  to 
moments  of  anxiety.  "To  make  a  decision 
like  this,  it  had  to  be  the  late  '80s,"  he  says. 
"Today,  you  can't  just  call  up  the  bank  and 
they'll  send  you  money  like  they  did  then." 

From  its  start  in  1988,  the  project  has 
presented  one  headache  after  another.  The 


Simons  have  endured  two  tough  rounds  of 
financing,  bankruptcies  that  threatened 
the  survival  of  anchors  R.  H.  Macy  &  Co. 
and  Bloomingdale's  Inc.,  and  a  feud  with 
downtown  Minneapolis  merchants.  The  Si- 
mons' exposure  is  limited  to  financing  the 
mall's  operations,  since  three  Japanese 
banks  have  joined  Teachers  Insurance  and 
Annuity  Assn.  of  New  York  in  picking  up 
the  $625  million  construction  tab.  But  with 
all  the  rent  giveaways  depressing  income, 
the  Simons  still  have  plenty  of  worries. 

It's  all  a  far  cry  from  where  they  start- 
ed. The  sons  of  a  Central  European  immi- 
grant tailor,  Melvin  and  Herbert  grew  up 
in  a  $30-a-month  third-stor 
the  Bronx.  Melvin  went  t 
Indianapolis  with  the 
Army  and  never  left. 
He  sold  encyclopedias 
for  a  time  but  soon 
found  a  job  with  a  shop- 
ping-center developer. 
By  1959,  he  had  lured 
brother  Herbert  to 
Indy,  and  the  two 
struck  out  on  their  own. 

The  Simons  built 
bare-bones  strip  malls 
on  every  busy  thor- 
oughfare they  could 
find.  Concrete  hulks 
adorned  with  plastic 
plants,  the  projects 
didn't  win  any  architec- 
tural awards.  But  the 
brothers  had  a  knack 
for  finding  prime  loca- 
tions and  eventually 
were  able  to  graduate 
to  such  glitzy — if  ill-fat- 
ed— projects  as  A&S 
Plaza  in  New  York  City 
and  New  Jersey's  New- 
port Centre. 

Along  the  way,  they 
built  a  colorful  reputa- 
tion for  extravagance, 
investing  freely  in  ev- 
erything from  Holly- 
wood to  the  National 
Basketball  Assn.  Mel- 
vin, the  pair's  idea  man. 
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*COST  $625  million 

^OWNERS 

Teachers  Insurance  55% 
Melvin  Simon  &  Assoc.  22.5% 
Triple  Five  Corp.  22.5% 

"^Ar  SIZE  More  than  4.2  million 
square  feel 

^ANCHOR  TENANTS 

Bloomingdale's,  Macy's, 
Nordstrom,  Sears 

^  ENTERTAINMENT 

GoU  Two-story,  1  8-hole 
miniature  golf  course 
Aquarium  300-ft.-long, 
walk-through  aquarium* 

Knott's  Camp  Snoopy 

Roller  coaster,  log  flume  ride, 
24  other  attractions 
Lego  Imagination  Center 
20-foot  dinosaurs  and 
Lego  factory 

Food  &  Drink  Six  full-service 
restaurants  and  five  nightclubs 

DATA  MELVIN  SIMON  S  ASSOCIATES  'OPENING  1994 


ventured  on  his  own  into  movie  producti| 
in  the  1970s,  only  to  lose  a  total  of  $40 
lion.  While  his  Porky 's  and  Porky 's 
The  Next  Day  proved  to  be  Holly woO' 
version  of  a  strip  mall — ugly  but  hug( 
profitable — they  couldn't  make  up  for  s 
critically  acclaimed  duds  as  My  Bo< 
guard  and  Zorro,  The  Gay  Blade 

In  1983,  the  brothers  bought  the  NB 
hapless  Indianapolis  Pacers  in  order 
keep  the  franchise  m  town.  They  freque 
ly  entertain  bankers  and  retailers  at  Paci 
games,  where  they  are  as  vocal  as  any  S' 
ond-balcony  beer-belly.  A  referee  nea: 
ejected  Melvin  Simon  from  one  game  af 
developer  berated  him  continuou: 
seat  at  half  court.  "T: 
are  the  Pacers'  biggi 
fans,"    notes  Da 
Weiss,  a  former  CI 
bank  executive  w| 
says  he  has  seen  Mel 
nearly  run  onto  the  b  !*oi 
ketball  floor  to  prot( 
a  referee's  call. 
PITFALLS.  Since  th 
won't  fly  on  the  sai 
plane,    each  Sim 
brother  has  his  own  i 
vate  jet.  But  the 
generally  stick  close 
Indianapolis,  desp 
some  recent  local 
barrassment.  At 
city's  urging  in  19! 
the  Simons  launched 
project  called  Cin 
Center  that  was 
signed  to  turn  dov 
town  Indy  into  a  regit 
al  retailing  mecca. 
far,  though,  the  proji 
consists  of  three 
foot-deep  holes  cov 
ing  three  square  bloc 
Herbert  has  persuac^iiold 
13  local  companies, 
by  Eli  Lilly  &  Co, 
invest  $55  million, 
not  enough  major 
tailers  have  signed 
to  lure  the  requis 
bank  financing. 
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e  Simons  take  the  setbacks  in  stride, 
hey're  iiardly  ignoring  tliem.  They've 
ned  their  roster  of  deals  in  progress 
80  a  few  years  back  to  fewer  than  10 
!.  And  since  1990,  they've  slashed 
Indianapolis  work  force  by  nearly 
to  800.  Most  important,  they've  as- 
!d  David  Simon,  Melvin's  30-year-old 
to  bring  some  discipline  to  a  loosely 
firm  that  had  never  even  produced  a 
)lidated  cash-flow  statement, 
.vid,  a  former  investment  banker  at 
Boston  Corp.  and  Wasserstein,  Per- 
Co.,  is  charged  with  raising  cash  to 
off  a  liquidity  squeeze.  "That's  what 
banks  were  screaming  for,"  says 
s,  the  former  Citibanker.  Since  David 
ed  in  June,  1990,  sources  familiar  with 
leals  say,  the  firm  has  refinanced  or 
more  than  $1  billion  worth  of  proper- 
generating  an  estimated  $200  million 
ish.  One  big  winner:  a  deal  to  use 
per  bank  debt  to  replace  $110  million 
nds  sold  by  Drexel  Burnham  Lambert 
that  paid  a  huge  117^  interest,  plus  a 
on  of  cash  flow  from  seven  malls, 
transaction  alone  freed  up  $75  million, 
'nerating  cash  hasn't  eliminated  the  Si- 
s' problems.  Though  the  restructuring 
ced  the  firm's  exposure  to  both  A&S 
i  and  Newport  Centre,  for  instance,  it 


still  holds  significant  stakes  in  both  devel- 
opments, which  are  plagued  by  low-occu- 
pancy rates.  And  don't  forget  Circle  Cen- 
ter. Still,  the  Simons  have  staying  power. 
Their  strip  malls  produce  good  income,  and 
the  firm  recently  opened  two  high-end 
projects  with  occupancy  rates  topping  90%: 
the  Forum  Shops  at  Caesars  Palace  in 
Las  Vegas  and  the  Fashion  Centre  at  Pen- 
tagon City. 

GREAT  EXPECTATIONS.  They'll  need  all  the 
strength  they  can  muster.  When  the  Mall 
of  America  opens  to  Ray  Charles  singing 
America  the  Beautiful,  more  than  307f  of 
its  leasable  space  will  be  vacant.  "We 
haven't  told  any  of  our  clients  to  go  into 
the  mall,"  says  Steven  B.  Greenberg,  presi- 
dent of  retail  consultancy  the  Greenberg 
Group,  which  advises  more  than  10  nation- 
al chains.  Many  retailers  want  to  see  how 
the  mall  does  before  jumping  in. 

The  wait-and-see  attitude  is  understand- 
able, given  the  long  odds  the  megamali 
faces.  The  Simons  hope  to  lure  45  million 
visitors  a  year — more  than  the  number 
drawn  by  Walt  Disney  World,  the  nation's 
No.  1  tourist  attraction.  While  most  visitors 
are  expected  to  come  from  within  a  400- 
mile  radius,  marketing  extends  as  far  as 
Tokyo,  where  the  official  airline  of  the 
mall,  Minneapolis-based  Northwest  Air- 


lines Inc.,  is  pushing  excursion  packages. 

In  judging  how  the  Mall  of  America 
might  do,  most  experts  look  to  the  only 
comparable  project:  the  West  Edmonton 
Mall  in  Canada.  An  attraction-filled  retail- 
ing behemoth,  it  is  owned  by  Triple  Five 
Corp.,  the  operating  entity  for  Canada's 
Ghermezian  brothers.  The  Mall  of  America 
was  the  Ghermezians'  brainchild,  too,  but 
they  had  to  bring  in  the  Simons  as  partners 
after  failing  to  arrange  financing.  The  mall 
claims  more  than  23  million  visits  a  year — 
more  than  9  million  of  those  from  farther 
than  100  miles  away.  But  observers  doubt 
it  is  doing  very  well.  "Everyone  who  goes 
to  Edmonton  goes  to  West  Edmonton 
Mall,"  says  Toronto  retail  consultant  John 
Winter.  "But  it's  so  large,  it's  difficult  to 
shop.  It  is  not  a  spectacular  performer." 

Herbert  Simon  just  sighs  when  present- 
ed with  such  assessments.  His  firm  has 
battened  down  its  hatches  to  ride  out  the 
retail  slump,  and  his  three  decades  in  the 
business  give  him  confidence.  "The  first 
time  I  went  inside,  I  got  the  feeling  that 
this  thing  really  works,"  Simon  says.  All  he 
has  to  do  now  is  perusuade  44,999,999  oth- 
ers to  stop  by  for  a  look. 

By  David  Greising  in  Bloomington, 
Minn.,  witli  William  C.  Symonds  iti 
Town  to 
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MUSIC  I 


OLD  ROCKERS  NEVER  DIE 
—THEY  JUST  SWITCH  TO  CDs 


Baby  boomers  are  spending  millions  for  repackaged  hits 


Their  1971  monster  hit  Stairway  to 
Heaven  became  an  anthem  for  the 
rock  generation.  By  the  early 
1980s,  though,  the  Led  Zeppelin  band 
was  largely  a  memory.  But  this  year, 
the  disbanded  group  went  platinum 
again,  selling  1  million  boxed  sets  of  old 
hits  on  compact  disks  for  as  much  as  $70 
a  set.  And  it  wasn't  a  series  of  reunion 
concerts  before  frenzied  teenagers  that 
provoked  the  boom.  Instead,  the 
album's  promoters  got  the  word 
out  to  a  mostly  30-plus  crowd  by 
means  of  a  campaign  that  included 
ads  on  such  couch-potato  favorites 
as  the  ESPN  and  Arts  &  Entertain- 
ment Cable  Network  channels. 

It's  demographic  mar- 
keting, and  the  target  is 
aging  Aquarians.  For 
decades,  producers  of 
rock  recordings  have  fo- 
cused on  younger  con- 
sumers. But  at  34  mil- 
lion, 15-to-25-year-olds 
are  a  much  smaller  mar- 
ket today   than  they 
were  10  years  ago,  when 
they  numbered  42  mil- 
lion. And  the  $7.8  billion 
record  industry  needs  tu 
smooth  out  erratic  sales, 
which  ticked  up  a  scant  4'  - 
last  year  after  jumping 
14%  in  1990. 

So  why  not  woo  the  gen- 
eration that  got  rock  roll- 
ing in  the  first  place?  The 
78  million  boomers  are  en- 
tering their  peak  earning 
years,  but  they  don't  buy 
recordings  at  nearly  the 
same  rate  as  teens  do 
(chart).  Reaching  this 
group  means  rethinking 
the  standbys  of  rock-and- 
roll  marketing.  "They  don't  go  to  as 
many  concerts,  and  they  don't  browse  in 
the  record  stores,"  says  Capitol  Records 
sales  head  Lou  Mann.  "They'd  rather 
stay  home  with  the  kids."  And  when 
they're  home,  boomer  rock  fans  spend 
less  time  with  those  other  mainstays  of 
music  promotion — Top  40  radio  and  MTV. 
"The  industry  still  works  under  the  as- 


sumption that  if  you  get  enough  airtime, 
you  can  get  a  hit,"  says  Larry  Solters, 
whose  Los  Angeles-based  Scoop  Market- 
ing promotes  labels  to  boomers. 

Relying  on  concerts  and  airplay  alone 
could  backfire  if  a  performer's  real  mar- 
ket is  the  boomer,  not  the  teenager.  Wit- 
ness the  two  new  albums  from  43-year- 
old  Bruce  Springsteen.  Promoters  did 
little  to  target  the  25-and-over  set  for 
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the  albums,  which 
were  largely  ignored 
by  DJs  catering  to 
teens.  Each  sold  a 
million  copies — a  dis- 
appointment for  The 
Boss,  whose  1987  al- 
bum Tunnel  of  Love 
sold  four  million. 

So  the  studios  in- 
creasingly are  pursu- 
ing boomers  where 
they  travel,  shop, 
and  play.  So  far  this  year,  home-shop- 
ping channel  QVC  Shopping  Network  Inc. 
has  peddled  2,000  sets  of  Capitol's  16-CD 
Beatles  collection  at  $200  apiece.  Hear 
Music  in  Wellesley,  Mass.,  mails  a  cata- 
log of  light  rock  and  jazz  to  500,000 
boomers.  It  will  soon  open  record  stores 
in  Berkeley  and  Boston  featuring  selec- 
tions geared  to  the  25-and-over  crowd  in 


a  more  sedate  ambiance  than  the  typj 
jangly  Tower  Records  store. 

More  innovative  marketing  aims 
the  busiest  and  most  affluent  boomd 
In  April,  Atlantic  Records  signed  uj 
repackaging  firm.  Rhino  Records,  tol 
master  and  sell  its  golden-oldie  rosj 
which  includes  Ray  Charles,  Otis  Re 
ing,  and  other  greats.  Rhino's  first  | 
fort  for  Atlantic  involves  an  Are 
Franklin  set  that  American  Airlines 
will  play  on  its  in-flight  audio  syst| 
The  carrier's  on-board  magazine 
plug  the  set,  too,  and  offer  CDs  or 
settes  through  an  800  number. 
COMMUTER  CACHE.  Motown  figures 
Motor  Co.'s  Taurus  and  similar  moj 
are  aimed  at  the  audience  it  wants, 
it's  talking  to  Ford  about  putting  s| 
pier  recordings  of  the  Supremes, 
Temptations,  and  other  artists  in 
cars.  Capitol  recently  added  flyers  to  | 
passes  mailed  to  commuters  on 
York's  Metro  North  railroad.  The 
sold  900  CDs  and  tapes  of  20  perform] 
including  the  Beatles  and  the  Be 
Boys,  in  a  month. 
And  if  boomers  aren't  exactly  chi| 
with  MTV,  they're  still  tur 
in — albeit  to  fustier  fare.! 
promoters  are  courting  n] 
and  public-affairs  shows, 
tional  Public  Radio,  for  exl 
pie,  has  become  a  forum] 
older  rock  stars.  Arista 
nixls  Inc.  booked  37-year 
former  Eurythmics  singer  | 
nie  Lennox  on  NPR's  Morr 
Edition  to  promote  her 
solo  album.  Diva,  which 
sold  over  500,000  copies  in| 
weeks.  Capitol  helped 
mote  Bonnie  Raitt's  Nic/t 
Time  by  having  Raitt  recc 
her  battle  with  alcohol  to 
nie  Chung  on  CBS's  Face  to  Face, 
of  Time  sold  three  million  copies. 

There's  also  an  MTV  for  the  supel 
nuated  set:  VH-1,  owned  by  MTV  pa] 
Viacom  International.  By  catering 
fans  aged  25  to  45,  VH-1  has  become] 
country's  fastest-growing  cable  char 
increasing  by  6  million  homes,  to 
than  48  million,  in  the  past  year.  Adl 
tising  is  up  by  40%,  says  VH-1  Presiq 
Edward  A.  Bennett,  as  record  la| 
seek  out  joint  promotions.  VH-1,  for 
ample,  recently  pushed  Warner  Br 
ers'  David  Byrne  and  Los  Lobos  reel 
ings  in  conjunction  with  a  special  sal^ 
Sam  Goody-MusicLand  stores. 

As  marketers  get  more  inventive  ' 
boomers  get  older,  the  target-markel 
opportunities  will  multiply.  Who  kno| 
Maybe  it  won't  be  long  before  Mick 
ger  tells  all  to  Modern  Maturity. 

By  Ronald  Grover  in  Los  AnA 
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Introducing  FASTAR!"  FAST  Automatic  Restoration. 
The  nearly  perfect  solution  for  maintaining  the 
reliability  of  your  800  service  in  an  imperfect  world. 


When  your  business  depends 
on  800  service  and  your  lines  are 
down  even  for  a  minute,  that's  a 
minute  that  you're  out  of  business. 
That's  why  AT&T  has  invented  and 
is  implementing  FASTAR  technol- 
ogy to  safeguard  you  from  service 
interruptions. 

If  an  accident  does  happen, 
we'll  reconnect  you  with  your  cus- 
tomers more  quickly  than  ever 
before.  So  fast,  that  your  service 
can  now  be  restored  within 
minutes  rather  than  hours. 

FASTAR  is  an  exclusive  ATsT 
Network  program  that  when  fully 
deployed  in  September  1992  will 
continuously  protect  nearly  95% 


of  all  AT&T  traffic  every  second  of 
every  day  365  days  a  year  If,  for 
example,  there's  a  cable  cut  in  our 
backbone  Network,  FASTAR  auto- 
matically identifies  the  problem, 
designs  a  solution,  and  begins  to 
implement  a  rerouting  plan  within 
minutes.  In  fact,  FASTAR  enables 
the  AT&T  Network  to  heal  itself 
Best  of  all,  AT&T  800  Service  cus- 
tomers are  automatically  covered 
by  FASTAR. 

So  if  your  company  can't 
afford  to  be  without  its  800  ser- 
vice, your  company  can't  afford  to 
be  without  AT&T. 

To  find  out  more  about  AT&T 
800  Service  call  1  800  222-0400. 


AT&T 

The  right  choice. 
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CONGRATULATIONS  ON 

YOUR  BIG  EARNINGS  INCREASE! 


American  Greetings  holds  its  own  in  the  battle  against  Hallmark 


Creota  Xxo 


Moke  youi  penonplized 
greeting  cards 

.  I  ■fcuchsawn 


MAKING  YOUR  MARK:  CUSTOMERS  DESIGN  THEIR  OWN  MISSIVES  AT  CREATACARD  KIOSKS 
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Ki  Fruchtenbaum  often  consults 
with  a  psychiatrist.  But  the  newly 
appointed  president  and  chief  oper- 
ating officer  of  American  Greetings 
Coi"p.  doesn't  stretch  out  on  a  couch. 
Fruchtenbaum  keeps  a  shrink  and  vari- 
ous other  experts  as  consulta'^ts  to  help 
come  up  with  new  products  for  his  $1.6 
billion-a-year  greeting-card  company. 
The  psychiatrist  is  good  at  identifying 
stressful  situations  when  people  have  "a 
psychological  need  for  a  card,"  Fruch- 
tenbaum explains.  For  example,  the  doc- 
tor has  prescribed  cards  for  people  go- 
ing away  to  college,  quarreling  with 
lovers,  or  looking  for  a  job. 

That's  one  card  Edward  Fruchten- 
baum probably  won't  be  receiving  any- 
time soon.  Five  years  ago,  the 
Cleveland  company's  earnings 
were  being  shredded  in  a  price 
war  with  its  two  major  rivals, 
Hallmark  Cards  Inc.  and  Gibson 
Greetings  Inc.  Since  then,  Fruch- 
tenbaum has  helped  turn  around 
American  Greetings'  earnings  by 
cutting  costs  and  improving  cus- 
tomer service  so  it  doesn't  have  to 
compete  on  price.  Earnings  have 
more  than  doubled,  to  $97.5  million, 
since  their  nadir  in  1987  (chart). 
But  American   Greetings  has 


more  battles  ahead.  Hallmark,  the  larg- 
est card  company,  with  more  than  $2.8 
billion  in  sales,  is  a  tough  competitor. 
And  unit  sales  growth  in  greeting  cards, 
only  1%  to  3%  a  year,  is  nothing  to  write 
home  about.  To  keep  his  sales  growing, 
Fruchtenbaum  is  targeting  narrow  con- 
sumer segments,  such  as  college  stu- 
dents, while  continuing  to  beef  up  ser- 
vice to  retailers.  The  company,  whose 
assets  include  a  picture-frame  maker,  a 
hair-accessory  manufacturer,  and  a  li- 
censing arm,  may  also  make  more  acqui- 
sitions in  and  out  of  cards. 

One  recent  move  that  has  the  people 


WILL  CUSTOM  CARDS  FUEL  GROWTH? 
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at  American  Greetings  cheering  is  t 
purchase  of  Custom  Expressions  Ir| 
The  company  makes  kiosks,  called  Crei 
aCard,  where  consumers  can  design  a; 
print  their  own  cards  in  minutes.  Frui 
tenbaum  has  high  hopes  for  CreataCai 
Because  of  its  presumed  appeal  to  nc| 
traditional  card  buyers  such  as  men  a: 
younger  people,  the  company  expe^ 
CreataCard  to  reach  $500  million  in 
nual  revenues  within  the  next  10  yea: 
If  Hallmark  has  any  say  in  the  matt 
though,  CreataCard  will  end  up  in  t 
dead-letter  office.  The  No.  1  cardmak 
is  testing  its  own  kiosks  and  has  ask 
the  U.  S.  Patent  &  Trademark  Office  ' 
explore  whether  CreataCard  interfei  * 
with  Hallmark's  patent.  American  Gre 
ings  insists  its  patent  will  prevail. 
PUSHING  THE  ENVELOPE.  Shelving  Crea 
Card  would  be  the  first  big  disappor 
ment  for  American  Greetings  in  a  whi 
The  company  has  come  back  stro 
from  the  price  wars  in  the  late  198 
when  "retailers  perceived  greeting-c£ 
companies  as  all  alike,"  says  Fruchb 
baum,  44.  Every  big  cardmaker's  pro: 
ability  suffered  in  a  discounting  fren; 
Morry  Weiss,  who  is  now  chairman  a 
CEO  of  the  company  his  father-in-law 
founded  in  1906,  began  a  major  restr 
turing.  He  clipped  away  unprofital 
subsidiaries  and  excess  costs,  and  int 
duced  just-in-time  processes  in  manuf 
turing  and  card  development  that  hs 
pared  inventories  and  reduced  the  tim( 
takes  to  bring  cards  to  market. 

It  was  Fruchtenbaum,  then  sen 
vice-president  for  marketing,  who  m 
terminded  the  company's  strategy  to 
cape  the  price  wars.  He  launched  a 
ries   of  ambitious  customer-serv 
programs  to  differentiate  Americ 
Greetings  from  its  competitors  with( 
cutting  prices.  Last  year,  for  exam{ 
the  company's  new  retail  creative 
vices  department  began  working  w 
customers  to  create  seasonal  disph 
throughout  stores,  not  just  in  the  c 
area,  to  boost  traffic  during  holida 
Earlier  this  year,  American  Greetii§  * 
formed  a  new  information  services 
partment  to  develop  softwi 
that  analyzes  retailers'  sales  f 
terns  and  tracks  inventories 
many  different  products. 

Evidently,  it's  paying  off.  L 
year.  Hallmark  reported  a  mea 
!'/<   increase  in  revenues  fr 
greeting  cards  and  related  got 
such   as   wrapping   paper,  w) 
sales  of  American  Greetings'  ca 
and  related  goods  grew  107''.  Fru 
tenbaum  is  counting  on  CreataC; 
for  even  bigger  gains.  No  word 
what  his  psychiatrist  thinks. 

By  Laurel  Touby  in  New  Y 


;icaltt 
:a3t 

:Jgi 


:4 
yrel 

.Dill 

man 
twi 
ta 
i  w 

# 
w 

Eii 

:;  Si 

UK 

s' 

-  la 
pi 
iliue 
!«t 
liii 
to 

u\  toe 

:.'A  i 
UKINC 


t  liucli 

1?? 

■  K 

A  1 

'■'■■l 

vis 
■■01 


THE  CORPOR, 


FEGIESI 


HY  COMMONWEALTH  EDISON 
FEELING  THE  HEAT 


utility  is  laying  off  workers  and  may  have  to  cut  its  dividend 


Vhen  river  water  began  flood- 
ing basements  across  down- 
town Chicago  in  April,  Com- 
vt'ailh  Edison  Co.  flew  into  action, 
^iant  utility  immediately  cut  power 
20-block  area,  and  senior  executives 
V  together  a  war  room 
lordinate  the  company's 
Dnse.  Over  the  next 
:  days,  Edison  worked 
id  the  clock  to  restore 
'icity.  Crews  even  jury- 
id  transmission  lines  so 
ings  could  reopen.  As 
ity  rebounded,  civic  lead- 
heaped  praise  on  the 
■handed  effort.  Says 
■man  James  J.  O'Con- 
'It  was  our  finest  hour." 
u  know  things  have  got- 
jad  when  a  disaster  is 
high  point.  But  then, 
nnor  hasn't  had  much 
;o  boast  about.  For  three 
Edison  has  struggled 
)ut  success  to  convince 
regulators  that  it  de- 
;s  a  rate  increase  to  pay 
;he  $7.1  billion  it  sunk 
its  last  three  nuclear 
ir  generators,  which 
:  online  in  the  late  1980s, 
it  looks  as  if  Edison  will 
an  increase — but  not 
gh  to  cover  its  costs, 
se,  state  regulators  say  the  compa- 
aid  too  much  for  coal  during  the 
decade,  and  they  may  order  Edison 
fund  $281  million  to  its  customers. 
!AKING  BY.  Edison's  nuke  spending 
seen  devastating  to  its  bottom  line, 
r  the  Illinois  Supreme  Court  last 
refused  to  allow  the  company  to 
$734  million  in  construction  costs 
he  nuclear  plants  along  to  ratepay- 
kicking  the  issue  back  to  the  Illinois 
merce  Commission,  Edison's  net  in- 
!  plunged  63%,  to  $16.6  million.  Hope 
I  banner  year  in  1992  grew  dim  in 
June,  when  regulators'  preliminary 
g  said  Edison  wouldn't  be  allowed 
iss  along  its  costs.  The  reason:  Un- 
the  arcane  rules  that  govern  the 
■ily  regulated  utility,  the  plants 
;n't  judged  "used  and  useful."  A  fi- 
decision  is  expected  in  January, 
1  Edison  should  get  some  smaller 
on  of  what  it  wants.  But  investors 


are  less  than  enthusiastic:  Edison's  stock 
has  slid  38%  since  late  1991  (chart). 

Figuring  the  company  won't  get  good 
news  in  January,  O'Connor  has  moved  to 
cut  costs.  On  July  22,  he  announced  Edi- 
son would  ax  1,250  managers,  or  107'  of 
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the   company's  tota 
and  slice  $385  million 
from  its  construction 
budget.  The  company's 
$3-a-share  dividend  is 
also   "under  pressure, 
says  O'Connor.  Smith  Bar- 
ney, Harris  Upham  &  Co.  in- 
dustry analyst  Edward  J.  Tir- 
ello  predicts  the  company  will 
cut  the  dividend  in  half,  possibly 
by  September. 

But  it  may  take  a  lot  more  than 
that  to  lift  Edison's  fortunes. 
Some  outsiders  believe  an  addi- 
tional 1,200  or  so  managemen^^  m- 
ployees  might  be  cut.  Edison  is 
talking  about  slashing  services, 
such  as  its  24-hour  consumer  hot  line, 
and  putting  off  maintenance  at  old  gen- 
erating plants.  If  O'Connor  hacks  away 
enough  costs,  figures  Tirello,  net  income 
could  rebound  this  year  to  $402  million. 


But  that's  still  less  than  half  of  Edison's 
1987  profits.  And  such  cuts  probably 
won't  stave  off  a  credit  downgrade:  All 
four  rating  agencies  currently  have  Edi- 
son on  their  watch  lists. 

Edison  is  not  alone.  Utilities,  once  en- 
ergized by  fat  rate  increases,  face  lean 
times.  Worried  about  ratepayer  rebellion 
and  recession,  flinty  regulators  are  de- 
nying or  scaling  back  rate  hikes,  forcing 
utilities  to  cut.  On  July  22,  after  failing 
to  get  a  $204  million  rate  increase,  Cin- 
cinnati Gas  &  Electric  Co.  announced  it 
would  eliminate  up  to  800  jobs  and  slash 
$400  million  from  its  $1.4  billion  four- 
year  construction  budget.  In  April,  try- 
ing to  get  a  handle  on  costs,  Houston 
Lighting  &  Power  Co.  cut  staff  positions 
by  17'-;. 

COAi  COMFORT?  The  irony  is 
that  Edison's  nuclear  plants 
are  up  and  running,  provid- 
ing power  to  northern  Illinois 
consumers.  "They're  the  best 
plants  we  have,"  says  O'Con- 
nor. But  under  the  formula 
state  regulators  will  use, 
part  of  the  electricity  gener- 
ated by  one  unit  and  most  of 
the  power  thrown  off  by  the 
others  isn't  necessary  right 
now.  Consumer  groups  say 
Edison  has  up  to  10%  more 
generating  capacity  than  it 
needs.  Charges  Susan  Stew- 
art, head  of  the  watchdog 
group  Citizens  Utility  Board: 
"They  won't  need  it  until  af- 
ter the  year  2000." 

When  the  company  started 
building  the  plants  in  the 
mid-1970s,  both  Edison  and 
regulators  thought  the  pow- 
er would  be  needed  by  now. 
Then  in  the  late  1980s  the 
surplus   appeared,  and 
regulators  started  back- 
\    pedaling.  Edison  origi- 
•:    nally  asked  for  a  $1.2 
billion  rate  increase. 
About  all  O'Connor  will 
probably  get  is  a  9%  rate 
increase,  or  $482  million. 
That  won't  help  him  forget 
his  coal  woes,  either.  Thanks 
to  long-term  contracts  signed  in 
the  1970s,  Edison  pays  three 
times  the  national  average  for 
coal.  O'Connor  says  he's  seeking 
to  restructure  the  coal  deals. 

One  day,  O'Connor  may  finally 
recoup  the  cost  of  building  Edi- 
son's nukes.  The  company  is  next 
eligible  to  apply  for  a  rate  increase 
in  1993.  But  O'Connor  isn't  betting 
on  it.  "There's  no  compass,"  he  says, 
about  the  regulators.  Actually,  there  is. 
It's  just  not  pointing  in  the  direction 
O'Connor  expected. 

By  Kevin  h'elli/  in  C/iicago 
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For 200 years  ifs  been  If 


Disasters  have  always  been  a  fact  of  the  insurance  business. 


Shipwreck,  Caribbean  179H 


have  been 


ciealing  with  that  fact  by  relying  on  the  CIGNA  Propert}^  8c  Casi 


/  ire,  Lhuui'o  I.S7/ 


claims  and  keep  their  promises,  through  some 


of  the  world's  worst  d  ilhe 


(^uake  and  l-ire,  San  hranci^io  I'^HXt 


I 


the  burst  pipe,  the  damaged  roof.  We've  handled  more  of  those  than  we 


lornadu.  Nebraska 


with  the  same  integrity  that  we've  brought  to 


the  ones  that  make  the  heac 


will  strike, 


or  how  big  or  small  it  will  be.  There's  one  thing  that  we 


disaster  after  another 


y're  a  fact  of  life.  For  the  past  200  years,  5*/'^ 


thousands  of  businesses 


Dock  Fire,  New  York  ( ^  . 


"l  whose  financial  resources  and  expertise  have  allowed  them  to  pay  their 


hliwd.  j.ihii'.luu  n  /,S,S'' 


n  the  smallest  disasters  seem  big  to  the 


companies  they  affect  The  fire, 


Hurricane.  New  England  1938 


could  ever  illustrate  in  a  thousand  advertisements.  And  always  otj^ 


unfortunately,  will  always 


Eanhquake,  Los  Angeles  1971 


be  with  us.  We  don't  know  where  the  next  one 


Tiirnado.  luwa  19S7 


do  know  though.  We'll  be  there.  Wc  gCt  paid  for  rCSUlts! 


CIGNA 


PROPERT-i  8c  Casualty  Insurance 
Dept.  RIO,  Fhila.,  PA  19192 
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AT  LEAST  PROFITS 
ARE  RECOVERING 


Despite  a  wobbly  economy,  the  900  companies  in  our  survey  averaged  a  second-quarter  gain  of  20^ 


appy  days  are  here  again — or  at 
least  it's  starting  to  look  that 
way.  For  the  second  quarter  in  a 
row,  U.  S.  corporate  profits  showed 
signs  of  a  comeback.  Profits  before  ex- 
traordinary items  rose  207'  on  average 
in  the  second  quarter  at  the  900  compa- 
nies in  BUSINESS 
week's  Corporate 
Scoreboard.  For  the 
first  six  months  of 
1992,  earnings  in- 
creased 11'/,  while 
revenues  grew  4'/. 

Cost-cutting  and 
low  interest  rates 
saved  the  day  in  the 
second  quarter.  Al- 
though revenues 
rose  a  mere  5'/,  ac- 
cording to  Standard 
&  Poor's  Compustat 
Services  Inc.,  net 
margins  reached 
4.6'/! — the  highest 
level  in  two  years 
(chart) — up  from 
4.3'/  in  the  first 
quarter.  These  re- 
sults do  not,  howev- 
er, include  General 
Motors,  which  had 
not  yet  released  its 
numbers  for  the  sec- 
ond quarter. 
TEPID.  Many  econo- 
mists greeted  the 
profits  picture  with  a 
marked  lack  of  en- 
thusiasm, and  some 
viewed  second-quar- 
ter results  as  down- 
right doleful.  Yet 
some  industries  man- 
aged to  post  solid 
turnarounds  in  prof- 
its. Notable  winners 
were  banks,  which 
gained  $4.1  billion,  or  75'/,  over  last 
year's  second  (juarter,  and  the  auto  in- 
dustry, which  had  a  gain  of  $987  million 
after  a  loss  last  year.  Among  the  losers 
were  airlines — $520  million — and  com- 
puter manufacturers — $276  million. 
Profit  problems  continued  to  plague  fuel 


companies  as  well.  Their  profits  dropped 
267',  to  $2.5  billion.  In  fact,  the  fuel  num- 
bers turned  out  to  be  so  bleak  that  had 
those  results  been  excluded  from  the 
Scoreboard,  the  picture  would  have  been 
significantly  brighter:  Instead,  earnings 
would  have  climbed  267-. 


cal,  Citicorp,  J.  P.  Morgan,  and  Bankei 
Trust  New  York.  Citicorp  reported  a  se 
ond-quarter  profit  of  $171  million,  mai: 
ly  from  asset  sales  and  $1  billion  in  r 
duced  annual  expenses.  Chemical  Bank 
$240  million  in  earnings  was  slightly  di 
appointing:  Analysts  expected  to  s( 


fjffi 


WINNE 


THE  INDUSTRIES 


THE  SHARPEST  GAINS 

THE  DEEPEST  DROPS 

Percent  change  from 
1991'$  second  quarter 

Percent  change  from 
1991'$  second  quarter 

TEXTILES  1,372% 

AIRLINES 

LOSS 

AUTO  PARTS 

276 

DRUG  DISTRIBUTION 

LOSS 

BANKS-East 

193 

OTHER  METALS 

LOSS 

TIRE  &  RUBBER 

191 

ALUMINUM 

-85% 

SEMICONDUCTORS 

137 

FOOD  RETAILING 

-49 

CONSTRUCTION  & 
REAL  ESTATE 

RAILROADS 

126 
118 

PETROLEUM  SERVICES 

-46 

OIL  &  GAS 

-26 

COAL 

-22 

ENTERTAINMENT 

111 

PAPER 
CONTAINERS 

POLLUTION  CONTROL 

76 

-11 

COMPUTER  SOFTWARE 

72 

SPECIAL 

BANKS-West  &  Southwest 

64 

MACHINERY 

-10 

HOTEL  &  MOTEL 

59 

PAPER 

-7 

GLASS  CONTAINERS 

47 

FOOD  DISTRIBUTION 

-6 

BUILDING  MATERIALS 

45 

ELECTRIC  UTILITIES 

-5 

MACHINE  &  HAND  TOOLS 

45 

AEROSPACE 

-4 

ALL-INDUSTRY  AVERAGE:  +  20% 


The  banks'  numbers  may  be  the  start 
of  something  big,  says  Raphael  Soifer, 
bank  analyst  at  Brown  Brothers  Harri- 
man  &  Co.  The  low  cost  of  funds  and  the 
continuing  effects  of  productivity  gains 
helped  most  banks  boost  their  earnings, 
including  heavyweights  such  as  Chemi- 
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■e  positive  results  foilowinj^  its  merg- 
vith  Manufacturers  Hanover.  Bani<s 
very  region  of  the  U.  S.  showed  sig- 
:ant  gains — with  a  few  exceptions 
1  as  BankAmerica,  whose  profits  fell 

iding  surging  sales  of  sport-utihty 
icles,  trucks,  and  vans,  Ford  Motor 

Chrysler  posted  surprisingly  strong 
)nd-quarter  net  incomes  of  $502  mil- 

and  $178  million,  respectively.  The 
nakers'  earnings  got  an  added  push 
n  strong  showings  in  their  finance 
s.  Cutting  subsidized  sales  to  rental- 
t  buyers  also  helped.  Despite  these 
larounds,  nobody  thinks  Detroit  is 
of  the  woods — especially  considering 
overall  sluggishness  of  the  economy. 

third  quarter  is  traditionally  De- 
l's  weakest,  as  plants  shut  down  to 


prepare  for  new  models.  And  the  fragil- 
ity of  the  recovery  has  automobile  man- 
ufacturers uneasy  about  the  fourth 
quarter,  too. 

MIXED  SIGNALS.  While  bankers  and  car- 
makers rejoiced  in  their  second-quarter 
fortunes,  the  oil  industry  struggled  to 
get  its  bearings.  Profits  for  most  of  the 
major  oil  companies,  including  Exxon, 
Texaco,  and  OccidenUil  Petroleum,  were 
hurt  by  layoffs,  restructuring  charges 
for  consolidation  of  assets,  and  write- 
downs of  domestic  assets.  A  few  compa- 
nies, such  as  Phillips  Petroleum,  Kerr- 
McGee,  and  Atlantic  Richfield,  reported 
improvements  because  of  cost-cutting 
and  favorable  comparisons  to  poor  show- 
ings last  year. 

Some  oil  industry  analysts  predict 
across-the-board  improvement  in  the  sec- 


ER  PROFITS 


THE  COMPANIES 


WHO  MADE  THE  MOST 

WHO  lOSTTHE  MOST 

Millions 
of  dollars 

Millions 
of  dollars 

PHILIP  MORRIS  $1,353 

DIGITAL  EQUIPMENT*  $1,855 

GENERAL  ELECTRIC 

1,216 

AMOCO 

478 

AT&T 

961 

REVCOD.  S.* 

329 

EXXON 

955 

CSX 

322 

IBM 

714 

CYPRUS  MINERALS 

292 

MERCK 

653 

R.  H.  MACY** 

226 

COCA-COLA 

581 

DELTA  AIR  LINES* 

180 

FORD  MOTOR 

502 

AMR 

166 

BRISTOL-MYERS  SQUIBB 

488 

UAL 

95 

JOHNSON  &  JOHNSON 

464 

McCAW  CELLULAR 

86 

BELLSOUTH 

458 

USAIR 

85 

BOEING 

453 

CERIDIAN 

70 

GTE 

446 

A&P*** 

66 

DU  PONT 

440 

BETHLEHEM  STEEL 

64 

FED.  NATl  MORTGAGE  ASSN 

411 

BAKER-HUGHES** 

62 

"Fiscal  fourth  quarter  ** Fiscal  third  quarter  ***Fiscal  first  quarter 

DATA:  STANDARD  &  POOR'S  COMPUSTAT  SERVICES  INC. 


ond  half,  in  part  because  of  natural  gas. 
"Gas  prices  should  do  15%  to  20%  better 
in  the  third  quarter  over  those  last 
year,"  says  George  J.  Caspar,  an  analyst 
at  Robert  W.  Baird  &  Co. 

Falling  prices,  brought  on  by  battles 
for  market  share,  were  the  undoing  of 


U.  S.  airlines  last  quarter.  Delta  Air 
Lines  reported  a  particularly  big  loss — 
$180  million — as  it  continued  to  be 
rocked  by  both  fare  wars  and  high  costs 
associated  with  its  new  European 
routes.  The  third  quarter  is  traditionally 
strongest  for  airlines,  but  many  believe 
the  bleak  results  for  Delta,  one  of  the 
nation's  largest  carriers,  foreshadow 
what  could  be  a  turbulent  second  half 
for  the  industry. 

While  the  airlines'  rough  times  have 
been  widely  reported,  utilities  were  suf- 
fering more  quietly.  Unusually  cool 
weather  over  much  of  the  U.  S.  in  spring 
and  early  summer  lowered  revenues  for 
most  of  the  majors,  compared  with  the 
same  period  in  1991,  when  an  abnormal- 
ly hot  May  and  June  set  air  conditioners 
humming. 

PRICE  WAR.  Comput- 
er makers  lost  a  to- 
tal of  $276  million,  a 
lot  better  than  last 
year's  $1.5  billion 
loss.  For  the  quarter. 
Digital  Equipment 
took  write-downs  to 
help  defray  costs  of 
further  layoffs  and 
plant  closings,  re- 
sulting in  a  loss  of 
$1.86  billion.  IBM's 
profits,  on  the  other 
hand,  soared  almost 
fivefold,  to  $714  mil- 
lion. Yet  even  as  the 
computer  giant  con- 
tinued with  its  cost- 
cutting  measures, 
the  vicious  U.  S. 
price  war  in  personal 
computers  held  back 
the  profits  of  Big 
Blue,  as  well  as 
those  of  most  other 
hardware  makers. 

Consumers  have 
taken  advantage  of 
low  PC  prices,  but  in 
general  they  remain 
extremely  reluctant 
to  open  their  wallets. 
Consumer  spending 
slipped  0.3%  in  the 
second  quarter,  after 
climbing  5.1%  in  the 
first  quarter.  In  late 
July,  as  many  com- 
panies were  report- 
ing their  first-half 
earnings,  the  Commerce  Dept.  reported 
that  the  economy  grew  only  1.4%^  in  the 
second  quarter — less  than  half  the  first 
quarter's  growth  rate.  The  U.  S.  is  in  a 
"prolonged  period  of  substandard  eco- 
nomic growth,"  complains  F.  Ward  Mc- 
Carthy, an  economist  and  principal  at 
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Stone  &  McCarthy  Research  Associates 
Inc.  in  Princeton,  N.J. 

While  some  economists  are  now  pre- 
dicting gross  domestic  product  growth 
of  87'  for  the  remainder  of  1992,  others 
are  looking  back  on  the  first  quarter  as 
a  flame  that  blazed  brightly  and  briefly. 
"It's  a  spurt-and-stall  economy,"  says 
David  Wyss,  research  director  at 
I )Rl/ McGraw-Hill.  "It  has  run  into  a  ba- 


sic stone  wall,  since  there  is  no  [person- 
al] income  out  there." 

Still,  it  shouldn't  be  difficult  for  most 
of  Corporate  America  to  post  solid  third- 
quarter  gains  compared  with  1991.  Last 
year's  third  quarter  was  one  of  the 
worst  in  ages,  with  the  recession  and 
restructurings  driving  down  profits  by 
227'  .  This  time,  analysts  expect  gains  of 
157  to  197. 


But  the  big  question  is  how  long  conl 
panics  can  sustain  the  positive  earnind 
trend  against  the  wobbly  economy  an 
the  uncertainties  of  an  election  year.  01 
viously,  cost-cutting  and  low  interes 
rates  will  continue  to  be  helpful.  But 
the  absence  of  any  real  economic  pickui  ^,  j 
there's  only  so  much  they  can  do. 

By  Surrita  Wadekar  Bharyam  in  Ne 
York 


A  SPOTLIGHT  ON  SECOND-QUARTER  PROFITS 


10- 


AFTERTAX  PROFITS, 
QUARTER  BY  QUARTER 


BREAKING  DOWN  THE 
LATEST  QUARTER 

AS  REPORTED  +20% 
WITHOUT  FUEL  +26% 
WITHOUT  COMPUTERS  +15% 


PERCENT  CHANGE  FROM  SAME 
PERIOD  OF  PRECEDING  YEAR, 
ALL  INDUSTRIES 


INDUSTRIES  WITH  THE  BIGGEST 
DOLLAR  CHANGE  IN  THE  QUARTER 

At  this  time  last  year,  41  of  68  industry  groups  had  lower  earnings  than  the  year 
before,  a  drop  of  $9.9  billion.  In  this  year's  second  quarter,  54  of  68  industry 
groups  had  higher  earnings  or  smaller  losses,  gaining  $6.9  billion.  Eastern  banks 
autos,  and  computers  accounted  for  over  half  that  gain 

I    BANKS  EAST 
COMPUTERS  &  PERIPHERALS 
CAR  &  TRUCKS 
FINANCIAL  SERVICES 
DRUGS  &  RESEARCH 
TOBACCO 
CONGLOMERATES 
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CHANGE  IN  AFTERTAX  PROFITS- 
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CORPORATE  SCOREBi  f.- 


SECOND  QUARTER  1992 


DSSARY 

•s:  Includes  all  sales  and  other  operating 
snues.  For  banks,  includes  all  operating 
jnues. 

fits;  Net  income  before  extraordinary 
s.  For  banks,  profits  are  net  income  after 
irity  gains  or  losses. 


Margins:  Net  income  from  continuing  oper- 
ations before  extraordinary  items  as  percent 
of  sales 

Return  en  common  equity:  Ratio  of  net 
income  available  for  common  stockholders 
(most  recent  1 2  months)  to  latest  available 
common  equity,  which  includes  common 
stock,  capital  surplus,  and  retained  earnings. 


Price-earnings  ratio:  Based  on  July  24, 
1992,  common  stock  price  and  corporate 
earnings  from  continuing  operations  before 
extraordinary  items  for  most  recent  1 2-month 
period. 

Earnings  per  siiare:  For  most  recent 
12-month  period.  Includes  all  common-stock 
equivalents. 
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260.9 

NM 

4.5 

1.7 

14.5 

16 

2.86 

ndag 

146.7 

1 

276.2 

2 

21.6 

17 

38.2 

21 

14.7 

12.7 

28  1 

22 

3.10 

oper  Tire  &  Rubber 

306.4 

22 

575.5 

26 

26.4 

35 

46  7 

47 

8.6 

7.8 

19  6 

22 

1.14 

>odyear  Tire  &  Rubber 

3066  3 

10 

5844.6 

1 1 

109.7 

573 

176.0 

NM 

3.6 

0.6 

12.0 

13 

4.93 

icond  quarter  ended  May  31.  (2)  Second  quarter  ended  Apr.  30.  (3)  Third  quarter  and  most  recent  six  months  ended  June  30,  (4)  Third  quarter  and  most  recent  six  months  ended 
il .  (5  )  Third  quarter  and  most  recent  six  months  ended  Apr,  30.  (6)  Fourth  quorter  and  most  recent  six  months  ended  June  30.  (7)  Fourth  quarter  and  most  recent  six  months  ended 
i\  (8)  Fourth  quarter  and  most  recent  six  months  ended  Apr.  30.  (9)  First  quarter  and  most  recent  six  months  ended  June  30.  (10)  First  quarter  and  most  recent  six  months  ended 
il .  1 1  1 )  First  quorter  and  most  recent  six  months  ended  Apr.  30.  *Sale5  include  excise  taxes.  **Sales  include  other  income.  ***Soles  include  excise  taxes  and  other  income,  t Revenues 
najor  subsidiaries  not  included  in  consolidated  soles.  Earnings  per  share  are  tor  latest  12  months,  not  necessarily  for  end  of  most  recent  fiscal  year;  they  include  all  common  stock 
□lents  but  exclude  extraordinary  items.  NA=not  available,  NM  =  not  meaningful  DATA;  STANDARD  &  POOR'S  COMPUSTAT  SERVICES  INC. 
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COMPANY 


SALES 


PROFITS 


MARGINS 


2ND  CHANGE 

QUARTER  FROM 
1992  1991 
5  Mil  % 


MONTHS 
1992 
SMIL 


CHANGE 
FROM 
1991 


2N0 
QUARTER 
1992 
SMIL 


CHANGE 
FROM 
1991 


6 

MONTHS 
1992 

SMIL, 


CHANGE  2ND 


RETURN  ON 
COMMON 
EQUITY 


12 
MONTH 


FROM     QUARTER  QUARTER    12  MONTHS    EARNINGS  EARNiN( 


ENDING 
6-30 


RATIO 
724 


PER 
SHARE 


3  BANKS 


INDUSTRY  COMPOSITE 


50793.9 


101839.1 


4088.1 


75  8034.7 


52 


8.0 


4.5 


8.6 


17 


2.18 


)  BANKS  -  EAST 
GROUP  COMPOSITE 


27557.9 


-2  55976.3 


1934.5 


193  3695.2 


105 


7.0 


2.4 


7.6 


18 


1.86 


Bank  of  Boston 
Bank  of  New  York 
Bankers  Trust  New  York 
Chase  Manhattan 


1319.7  27  26268  24  44.7  NM  83.9  NM  3.4  NM 

884.0  -15  1810.0  -18  87.0  44  167.0  NM  98  5.8 

1738  0  2  3329.0  -6  205.0  11  380.0  10  11.8  10.9 

27890  -3  56650  -5  1520  15  293.0  18  5.5  4.6 


12.5 


22  4 
10.2 


10 
1 1 
7 
8 


2.37 
3.671'? 

8.1 


Chemical  Banking  3036.0  -12  6767.0  -5  240.0  30  500.0  37  7.9  5.3  2.0  NM 

Citicorp  7821.0  1  15819.0  0  171.0  NM  354.0  240  2.2  0.1  -11.7  NM 

CoreStates  Financial  510.9  -15  1033  8  -16  65.2  24  123  4  19  12.8  8  7  15.5  11 

First  Fidelity  Bancorporation  611.7  -10  1243.0  -12  76.3  47  141.8  31  12.5  7.7  13.2  11 


Fleet  Financial  Group 
KeyCorp 
Mellon  Bonk 
Meridian  Bancorp 


1 194.5 
550.9 
713  0 
268.0 


29 

-1 


2343  4 
1 103.4 
1497  0 

538.2 


27 
4 

-5 
-15 


70.5 
59  6 
90.0 
29  2 


153 
36 
29 

-20 


120.9 
1 16.8 
176.0 
56.3 


127 
41 
28 
-1 


5.9 
10.8 
12.6 
10.9 


3  0 
7.9 
9.0 
10.8 


6.3 
15.2 
15.5 
12.7 


29 
1 1 


0.9' 


2.4; 


Midlantic 
MNC  Financial 
Morgan  (J.  P.) 
PNC  Financial 


3503 
389.4 
2673.0 
1002.5 


-30 
-13 
9 
-1 1 


732.1 
794.5 
51 17.0 
2061.2 


-30 
-41 
-1 
-10 


7,8 
2,0 
385.0 
129.8 


NM 
NM 
67 
39 


-21.2 
3.1 
684.0 
257.5 


NM 
-96 
36 
41 


2,2 
0,5 
14  4 
12.9 


NM 
NM 
9.4 
8.3 


-20.2 
-14.3 
21.9 
13.6 


NM 
NM 

9 
12 


4.4: 


Republic  New  York 
Shawmut  National 
State  Street  Boston 
UJB  Financial 


573  3 
493  3 
353  2 
286  3 


-9 
-12 
10 


1 159  2 
1059.8 
702  7 
574.2 


-12 
-12 
0 
-9 


63  9 
6.4 
38.7 
10  2 


13 
NM 

47 
156 


124.3 
39.7 
74  9 
19  8 


12 
NM 
-1  I 
237 


11.1 
1  3 

1 1.0 
3  6 


8.9 
NM 

8.2 
1.3 


13.6 
4.0 

14  8 
4.4 


10 
29 
20 
25 


4,11 
0.51 
1.7: 
0.7; 


(b)  BANKS  -  MIDWEST 
CROUP  COMPOSITE 


8967.4 


-3 


18087.1 


936.0 


13  1906.5 


20 


10.4 


9.0 


11.6 


14 


2.81 


Banc  One 

Boatmen's  Bancshares 
Comerica 
Continental  Bank 


1278.3 
425  1 
574  8 
430.0 


26 
1 

-10 
-27 


2631.6  29 

844,7  -1 

1169.8  -10 

904.0  -26 


181.3 

52.3 
-15.4 
51.0 


30 
31 
NM 
65 


360.1 
100.6 
59.0 
108.0 


34 
31 

-55 
74 


14.2 
12.3 
NM 
1 1.9 


13  7 

9.5 
10.6 
5.3 


15.9 
13.0 
7.3 

-5.1 


14 
1 1 
16 
NM 


3.2i 
4.5; 
3.5 
-1.1 


First  Bank  System 

First  Chicago 

First  of  America  Bank 

Firstar 


416,8 
1074  3 
460,5 
296.9 


-7 
-12 
5 

-5 


8390  -8 

21607  -13 

929  8  6 

597.3  -4 


59.3 
68  2 
28.4 
41  0 


31 
19 
-33 
24 


1 16.2 
128.9 
76,7 
78.1 


35 
21 
-1 
21 


14  2 
6  3 
6  2 

13.8 


10.1 
4,7 
9.7 

10.7 


15.4 
3.4 
14.3 
15.3 


11 

27 
1 1 
12 


2.44 

1,2' 


Huntington  Bancshares 
Michigan  National 
National  City 
NBD  Bancorp 


331.6 
251  4 
700  1 
646  6 


629  9 
506.6 
1425  3 
1297,1 


-1 1 
-6 


33  6 
15,6 
85.1 
82  7 


13 
45 
30 
12 


65  5 
29  9 
167.3 
161.3 


19 

127 
32 
12 


10.1 
6  2 
12.2 
12  8 


9  6 
40 
9  0 
10  8 


14.6 
8.7 
15.5 
14.2 


12 
1 1 
1 1 
1 1 


2.0ji 
4.4< 

3.9: 
2.6 


Northern  Trust 

Norwest 

Society 


319.8 
1 142.2 
619.2 


2 
1 

-10 


621.9 
2279  3 
1250.2 


-3 
-1 
-10 


37  1 
127.9 
87.7 


16 
21 
53 


72.9 
250.3 
131,9 


16 
25 
21 


1 1.6 
1  1.2 
14.2 


10  2 
9.3 
8.3 


17.8 
16.6 
6.5 


16 
12 
23 


2.3< 


I  BANKS  -  SOUTH  &  SOUTHEAST 
CROUP  COMPOSITE 


6518.7 


-10 


13366.8 


689.2 


32 


1351.3 


38 


10.6 


7.2 


8.0 


20 


2.0 


Barnett  Banks 
Crestar  Financial 
Dominion  Bankshares 
First  Union 


753.6  -8  1513,1  -9  54.1  85  97.7  106  72  3.5  8  2  16  2.2 

271.0  -17  550.3  -13  16,8  38  30.4  26  6  2  3.7  4,8  25  l.K 

245.3  -4  457  9  -12  3.2  -45  -38  2  NM  13  2  3  -5.8  NM  -0.7 

1091.1  9  2172.3  7  125.4  70  233.3  51  11.5  7  4  10  3  13  2 


NationsBank 
Signet  Banking 
SunTrust  Banks 
Wachovia 


241 1.0 
266.7 
786,2 
693.8 


-17 
-12 


-13 


5142.0  -12 

529  1  -18 

1588,2  -7 

1413.9  -12 


251.0 
26,7 
103,4 
108.6 


22 
219 
12 
13 


561.0 
48  8 
203,5 
214.7 


54 
230 
12 
19 


10.4 
10  0 
13,1 
15,7 


7,1 
2.8 
10  8 
12.1 


5.4 
1.1 
15.2 
10.3 


31 
NM 
13 
20 


1.4. 


3.0( 


(d)  BANKS  -  WEST  &  SOUTHWEST 
CROUP  COMPOSITE 


7749.9 


14408.9 


528.5 


64  1081.7 


15 


6.8 


4.4 


7.7 


18 


2.3( 


Bancorp  Hawaii 

BankAmerica 

First  Interstate  Bancorp 

U.  S.  Bancorp 


237  7  -7  477  6  -7  32.0  15  62  6  16  13.5  109  16.1  10  4,3( 

4054  0  33  6944  0  13  240.0  -12  543  0  -2  5.9  8.9  13.7  11  4.1 

1043  9  -22  2136.3  -21  64.5  NM  125.1  NM  6.2  NM  -9.0  NM  -3.1 

480  6  -4  965  9  -4  53.3  26  100.4  10  11.1  8.4  13.9  11  2.0 


Union  Bank 
Valley  National 
Wells  Fargo 


352.3 
260.4 
1321,0 


-16  7096 
-7  519.5 
-10         2656  0 


-15 
-7 
-1 1 


33.2 
23.4 
82.0 


-9 
124 
486 


46.9 
2.7 
201  0 


-34 
-88 
21 


9.4 
9.0 
6  2 


3.7 
10 


6.7 
2.7 
0.8 


14 
65 
NM 


4  CHEMICALS 


INDUSTRY  COMPOSITE 


35547.5 


68892.9 


1776.3 


13 


3503.6 


5.0 


4.5 


9.1 


24 


1.6! 


Air  Products  &  Chemicals  (3)  824.7  16  1618  0  10  68.4  7  1417  9  8  3  9.0  13.5  17 

American  Cyanamid  1477  3  4  2855,9  4  147.5  12  262  3  11  10  0  9.3  14.4  14 

Arro  Chemical  769.0  9  1531,0  II  18.0  -45  79.0  -7  2.3  4.7  11.1  24 

Betz  Laboratories  175.9  6  351.5  7  20  4  8  40.5  9  11,6  11.3  25  6  21 


1.8' 
2.5' 


Cabot  (3) 

Crompton  &  Knowles 
Dexter 

Dow  Chemical 
Du  Pont 


371  0 
134.6 
252  7 
4859.0* 
9774.0* 


7 
13 
6 
1 

-1 


788  9 
248,3 
495  8 
9498  0 
18959.0 


4 

10 
5 
-3 
-3 


16.4 
12.9 
1 1,6 
186  0 
440  0 


155 
20 
141 

-20 
-20 


38.4 
22.7 
205 
357,0 
922  0 


75 
21 
75 
-56 
-19 


4  4 

9  6 
4  6 
3.8 
4.5 


19 
9  0 
2.0 

4  9 

5  6 


14.7 
26.8 
0  5 

5,1 
7.0 


15 
22 
NM 
31 
28 


3.0: 
0.8 

17 
1.7 
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eoRPeiBHgseoiaBeaMP 


DMPANY  SALES   PROFITS  

MARGINS  RETURN  ON 

COMMON  12 

2ND          CHANGE          6         CHANGE          2ND         CHANGE         6          CHANGE      2ND        2ND  EQUITY  PRICE-  MONTHS' 

QUARTER         FROM        MONTHS       FROM         QUARTER        FROM       MONTHS        FROM     QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 

1992             1991            1992           1991             1992            1991           1992           1991         1992        1991  ENDING  RATIO  PER 

SMIL               %              SMIL             %               SMIt              %             SMIl              %             %             %  «0  7-24  SHARE 


igelhard                                        637.2"  -2  1267  1  -1           26.9  17  50.7  15  4  2  3  5  12  6  19  211 

hyl                                                   662.0  4  1343  5  4            52  6  5  115  8  12  7  9  7  9  17.5  14  1.86 

,rro                                                   2919  8  564.6  6            14.7  NM  27.7  NM  5  0  NM  20.6  17  2.50 

rst  Mississippi  (6)  130.1  -14  252.9     -11  1.1  108  -2.9  NM  0  9  0.4  2.2  49  0.21 

eeport-McMoRan                           511.4  31  874.9  10           28.7  104  34.2  -24  5  6  3.6  20  7  36  0.54 

iller  (H.  B.)  (1)                                 234.6  8  453  4  8           10.1  42  16.2  50  4.3  3  3  14  2  22  2.38 

eorgiaGulf                                    193.0  -10  382  6  -15           13.5  -19  26.5  -22  7.0  7.8  NM  13  1.50 

aodrich  (B.  F.)  657.3  3  1262  6         4  13.1  58  13.2  144  2.0  1.3  -7  6  NM  -3.20 

race(W.  R.)                                   1370.8  -2  2603  5  -5           64.1  5  89.1  -6  4.7  4.4  11.2  15  2.46 

reut  Lakes  Chemical                       381.6"  8  743  3  9           58.8  47  1118  42  15  4  113  20  6  23  2  69 

anna  (M.  A.)                                   332.8"  20  629.7  17             8.3  37  11.8  26  2.5  2  2  -3.9  NM  -0.55 

ercules  713.2  -3  1457.2       -3  43.2  NM  80.1  205  6.1  NM  8.0  18  3.17 

tC  Fertilizer  Group  (6)                      279.7  -8  547.2  -7             7.6  -74  46  1  -4  2.7  9  7  14.9  9  4.12 

ternational  Flavors  &  Fragrances   295.6  11  579.7  8           55  4  14  106  1  11  18  8  18  4  18  7  22  4.66 

ternational  Specialty  Products        1518  11  293  9  7           18  6  25  35.7  29  12  3  10  9  12  2  20  0  59 

ictite   154.2  9  301.6         8  11.6  -38  31.3  -10  7.5  13  4  18.9  21  1.89 

ibrizo!                                              416.4  12  833.4  12            44.8  62  88.9  41  10  8  74  17.4  14  4.33 

'ondell  Petrochemical                    1219.0  -16  2247  0  -27           10.0  -86  -3.0  NM  0.8  4  7  108.5  37  0.64 

onsanto                                         2280.0  -8  4468.0  -5          113.0  NM  274  0  140  5  0  NM  12.5  15  3.64 

gico  Chemical  340.3  7  666.8       14  36.4  10  69.4  8  10.7  10  4  23.9  18  1.84 

L  Industries                                    235.6  8  461.7  4           -6.3  NM  -10.7  NM  NM  8.1  NM  NM  -0.26 

lin                                                     632.9  11  1247.1  10            20.8  1  44.4  NM  3  3  3  6  9  1  14  3.26 

oxoir                                               662.0  8  1315.0  7            34  0  21  67.0  22  5.1  4.6  NA  NA  NA 

uontum  Chemicol  542. 7*'  -7  1174.0     -11  -41.7  NM  -53.8  NM  NM  NM  NM  nm  -3.74 

>hm&Haas                                   783.3"  4  1497  7  5           76.4  45  135.7  44  9  8  7,0  15.8  19  3.08 

huiman  (A.)  (4)                               192.6"  8  366  9  -1            119  22  21  7  10  6  2  5  5  16  3  22  1.49 

eriing  Chemicals  (3)                        120.9  10  210.2  -18             6.8  170  5.1  -47  5.6  2.3  8.6  24  0.17 

rra  Industries  597.0  6  796.8        6  49.7  24  41.6  42  8.3  71  13.1  1  1  0.43 

lion  Carbide                                 1257.0  4  2444.0  -4           39  0  77  83.0  6  3  1  18  -5  7  NM  -1.01 

eliman                                          205.4  -5  412.9  1            13  9  18  26.0  18  6.8  5  5  11.2  14  1.51 

Ifco                                                  426  9  1  847  3  3            18  0  12  36.9  13  4  2  3,8  12.3  12  3.37 


ONGLOMERATES  

DUSTRY  COMPOSITE  43836.9  3      84284.3         2        2199.5  21      3888.7        16         5.0       4.3        13.2  20  2.31 


CO  Standard  (3)                             1294.7"  9  2538.8  8           30.1  28          55.3  26  2.3  2  0  12.2          17  2.23 

lied-Signol                                     3075.0  1  6054.0  2          145.0  63         272.0  79  4.7  2.9  -4  9          NM  -1.17 

)ltec  Industries                               360.0  1  697.5  0           23.3  812          20.6  NM  6.5  0  7  NM          NA  NA 

art  Group  (11)  297.8  13  625.6       11  2.4         NM  6.3  NM  0.8  NM  3.3  14  5.10 


al  9112  0  1695.8  -5  35.6  17  49.5  16  3.9  3  4  1.5  NM  0  36 

jgie  International  286.1  -9  584.6  -7  4.6  -29  13.5  6  16  2  1  8.0  12  176 

iquo  Industries  288.2  21  564.5  26  2.6  NM  0,8  NM  0  9  nm  -12.7  NM  -1.78 

eneral  Cinema  (2)  930.7"  0  1813.7  0  -2.5  NM  25.2  NM  NM  NM  -45.9  NM  -2.73 

snerol  Electric  15390.0"  4  28915.0  3  1216.0  8  2274.0  7  7.9  7.7  21.2  14  5.31 

eneral  Host  (1 1)  172.5  -2  314.9  1  6.6  0  7.3  -30  3  8  3  7  5.6  18  0.49 

r  5360.0  4  10445.0  3  131.0  -36  294.0  -32  2.4  4.0  7.7  12  5.27 

V  1530.2  -2  2917.1  -2  138.6  934  95.3  NM  9.1  0.9  NM  0  1.48 


otionol  Intergroup  (9)  1015.8  29  1943.2  18  2.8  157  6.7  NM  0  3  0  1  -1.1  NM  -0  20 

ill  (5)  176.9  -1  343.2  0  27.2  10  46.1  11  15  4  13  8  15  8  28  0  96 

emark  International  731.5  3  1409  9  4  31.2  13  517  42  4  3  3  9  14  0  10  3  62 

>ckwell  International  (3)  2703.0  -9  5461.0  -9  122.6  -19  221.6  -28  4  5  5  1  18.6  11  2.20 


ledyne                                          744.8  -9  1463.3  -10             7.4  -33  19.2  -27  10  13  -7.3         NM  -0.59 

nneco                                          3435.0  0  6645.0  -1          105.0  NM  140.0  NM  3.1  NM  -20.2         NM  -4.52 

xtron  2160.6  8  4155.1         6  84.1  14  160.1  14  3.9  3.7        108  11  3.62 

!W                                                  2154.0  9  4185.0  7            60.0  150  101.0  71  2,8  1,2  -5,8          NM  -1.66 

ilhi                                                209.6  9  405.2  11             0.5  NM  -2.2  nm  0,2  26.5  -2  6         NM  -0.08 

'hitman                                          609.2  0  1107.0  1           25.4  9  30.7  40  4.2  3  8  19.4          16  0.84 


ONSUMER  PRODUCTS  

DUSTRY  COMPOSITE  51995.2  9     100691.3         7       4070.5  21      7306.9        21         7.8       7.0        20.6  20  1.88 


l>PAREL 

(OUP  COMPOSITE  5368.1         12       10806.7       12  281.7  15        624.0        19        5.2        5.1        18.6  15  2.23 


-own  Group  ( 1 1 )  437.0  4  870,7  1  -20.8  NM  -20,5  NM  NM  0,9  -3,1  NM  -0,52 

uit  of  the  Loom  534,1  14  957  4  17  57.0  57  93  1  79  10.7  7  7  21,2  18  2.02 

ortmarx(l)  273.6  -7  578.3  -6  -5.7  NM  -12.3  NM  NM  NM  -15.4  NM  -1.87 

ellwood  (8)   250.8  17  454.8  15  8.2  45  10.3  69  3.3  2.6  8.8  14  1.89 


islie  Fay  156.2  -9  366.8  -12  1.6  NM  12.4  21  10  0.0  13.9  9  1.66 

z  Claiborne  472.6  14  1029  5  12  39.5  0  102  3  2  8  4  9.5  23.5  13  2.64 

ike  (7)  847.6  18  1714  6  13  70.7  21  153  2  19  8.3  8  2  24.7  16  4.30 

xford  Industries  (7)  136.4  16  262.1  10  3.2  102  6.1  91  2  4  1.4  11.8  12  1.42 

lillips-Van  Heusen  (1 1)  208.3  15  440.4  10  -0.1  NM  8.4  94  NM  NM  29  1  18  1.19 

iebok  International  702.0  2  1499  4  8  45.8  -24  108.1  -9  6.5  8.8  25.7  12  2.40 

'ssell  186.7  11  382  9  20  12.4  96  27.9  191  6  7  3.8  14.4  18  1.82 
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COMPANY 


SALES 


PROFITS 


MARGINS 


RETURN  ON 
COMMON 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

ENDING 

RATIO 

SMIL 

SMIl 

% 

$MIL 

$MIL 

% 

% 

% 

6-30 

7  24 

Stride  Rite  ( 1 ) 

171.0 

1  1 

310.0 

5 

21.8 

16 

38  8 

10 

12.7 

12  2 

27.2 

15 

VF 

852.5 

30 

1670.1 

32 

46  2 

51 

89.9 

52 

5.4 

47 

20.3 

13 

Warnaco  Group 

139.2 

1 1 

269.7 

9 

1.8 

NM 

6  2 

NM 

1.3 

NM 

-7.6 

NA 

12 

MONT 


PER 

SHARi 


l.Sfi 
3.2i 


(bjAPPLIANCES  «  HOME  FURNISHINGS 


GROUP  COMPOSITE 

6352.6 

7 

13659.0 

7 

198.6 

29 

361.1 

43 

3.1 

2.6 

7.8 

24 

0.94 

Armstrong  World  Industries 

651.7 

4 

1290.1 

5 

23.3 

-5 

41.5 

3 

3.6 

3.9 

7.0 

26 

1.1: 

Best  Buy  (10) 

246.5 

49 

586.4 

54 

1.2 

207 

6.4 

58 

0  5 

0.2 

6.6 

16 

1.0^ 

Circuit  City  Stores  (10) 

644.8 

16 

1548  2 

19 

1  1.4 

42 

55.4 

60 

18 

14 

17.7 

18 

1.7; 

Heilig-AAeyers  (10) 

150.9** 

21 

298.3 

25 

10.5 

42 

17.3 

52 

7.0 

6.0 

10.9 

20 

1.5i 

La-Z-Boy  Choir  (8) 

175.4 

6 

324  2 

2 

8.6 

2 

13.7 

-6 

4.9 

5.1 

10.2 

17 

1.3< 

Lodd  Furniture 

125.1 

10 

243,1 

8 

1.7 

351 

2  7 

NM 

14 

0.3 

-8.4 

NM 

-0.5( 

Leggett  &  Piatt 

283  9 

0 

568.6 

4 

14.8 

52 

28  7 

66 

5  2 

3.4 

13.3 

16 

1.3! 

Masco 

867.0 

1 1 

1718.0 

12 

48.5 

95 

89.3 

114 

5.6 

3.2 

5.1 

41 

0.4 

Maytag 

770.1 

-1 

1523.2 

1 

23.3 

24 

51,8 

53 

3.0 

2.4 

9.5 

17 

0.9: 

Pier  1  Imports  (10) 

152.1 

5 

186  3 

-32 

8.1 

-31 

12.7 

32 

5.3 

8.0 

12.8 

13 

0.6; 

Toro  (5) 

224.1 

7 

383,4 

-4 

9,4 

10 

-2.6 

NM 

4.2 

4.1 

-6  7 

NM 

-0.8. 

Whirlpool 

1781.0** 

3 

3444,0 

5 

53.0 

-9 

88  0 

7 

3.0 

3.4 

1 1.5 

15 

2.5; 

Zenith  Electronics 

280.0 

2 

545.2 

-6 

-15.2 

NM 

-43.8 

NM 

NM 

NM 

-15.9 

NM 

-1.51 

(c)  BEVERAGES 

GROUP  COMPOSITE 


14088.7 


13 


26014.5 


12 


1343.4 


15 


2221.8 


14 


9.5 


9.4 


22.1 


26 


Anheuser-Busch  2953  4  4  5574.5  3         317.2  11        541  2  11  10  7  10  1  21  5  16  3.4j 

Brown-Forman  (8)  306.4  23  619.9  15           31.5  16          65.9  1  10.3  10.9  20,2  16  5.2',  ' 

Coca-Colo  3550,4  17  6322  3  15         581.0  20        964  1  20  16  4  15.9  43  3  30  1.3; 

Coca-Colo  Bottling  Consolidated  173  9  39  322  0  42  3.8          42  1.5  42  2.2  2.2  0.4  NM  0.0^ 


Coca-Colo  Enterprises 
Coors  (Adolph) 
PepsiCo 


1386.0 
507.9 
5210.8 


29 
10 
1  1 


2497  0 
891.4 
9787.5 


27 
7 
1  1 


9.0 
17.8 
383.0 


-74 
1 1 
20 


6.0 
18.6 
624.5 


-87 
-17 
19 


0.7 
3.5 
7.4 


3.2 
3.5 
6.8 


-8.5 
18 
19.7 


NM 
36 
25 


-I.OJ 

O.5J 
I.4I 


(d)  PERSONAL  CARE 


CROUP  COMPOSITE 

5460.5 

12 

10657.6 

11 

401.8 

17 

697.8 

8 

7.4 

7.1 

21.2 

26 

1.8j 

1* 

Alberto-Culver  (3) 

279.3 

26 

553,5 

27 

9.1 

116 

19,3 

46 

3,3 

19 

14  2 

18 

1.3; 

Avon  Products 

886.3 

7 

1696,5 

6 

59.9 

15 

17  8 

-75 

6  8 

6,3 

87  2 

22 

2.3/ 

Block  Drug  (9) 

153  4 

12 

298,2 

1 1 

16.0 

12 

30,8 

9 

10,4 

10.4 

13.2 

14 

3.2: 

Church  &  Dwight 

128.4** 

9 

243.9 

7 

7  4 

31 

1 1.8 

-3 

5.8 

4  8 

17.7 

20 

1.2 

Colgate-Palmolive 

1799.6 

19 

3400.1 

14 

124.4 

33 

238.2 

29 

6.9 

6  2 

7.9 

54 

0.9 

itionl 

Ecolab 

247.2 

12 

481.2 

12 

14.3 

-5 

25.6 

13 

5.8 

6  8 

19.4 

17 

1.9 

Gillette 

1 198.9 

10 

2405  7 

9 

120.5 

18 

249.9 

20 

10,1 

9.4 

38.8 

24 

2.1 

Helene  Curtis  Industries  (10) 

245.1 

10 

539.4 

14 

2  5 

10 

9.0 

86 

1,0 

1.0 

1 1.7 

17 

2.0 

!«yi-M 

NCH  (8) 

168.1 

3 

341.0 

1 

7,8 

-19 

18.0 

-13 

4  6 

5  8 

14,4 

14 

4.7 

filorei 

Stonhome 

184.8 

8 

353.6 

8 

1 1.4 

20 

19  6 

20 

6.2 

5.6 

20,3 

13 

2.3 

::!) 

Tambronds 

169.4 

-5 

344,3 

3 

28.4 

-21 

57,7 

-6 

16.8 

20.2 

42.4 

35 

1.8 

)  TOBACCO 


GROUP  COMPOSITE 

20725.3 

5 

40553.6 

3 

1845.0 

26 

3402.2 

28 

8.9 

7.4 

23.6 

16 

American  Brands 

3245.0* 

10 

7078  6 

4 

202  6 

9 

447,8 

1 1 

6  2 

6  3 

19  9 

1 1 

Culbro  (1) 

299,2*** 

4 

561.3 

7 

2  3 

NM 

1,5 

280 

0  8 

NM 

3.6 

15 

Philip  Morris 

12935.0 

3 

24789  0 

1 

1353  0 

20 

2452,0 

20 

10,5 

9,0 

34.1 

16 

RJR  Nabisco  Holdings 

3983.0 

5 

7626  0 

5 

209  0 

165 

353  0 

320 

5  2 

2,1 

7.0 

18 

UST 

263.1* 

19 

498  7 

18 

78,1 

17 

147,9 

17 

29,7 

30,3 

59.5 

23 

4.1 
0.9' 
4.7 
0.5 
1.2 


7  CONTAINERS  &  PACKAGING 


INDUSTRY  COMPOSITE 


6395.0 


12230.9 


210.2 


14 


363.2 


14 


3.3 


3.0 


7.5 


26 


1.0 


(olGLASS,  METAL  &  PLASTIC 


CROUP  COMPOSITE 

2798.0 

2 

5183.9 

4 

114.6 

47 

182.8 

72 

4.1 

2.8 

12.3 

19 

Boll 

674,0 

6 

1220  3 

12 

20.0 

-13 

318 

-6 

3  0 

3  6 

11.5 

14 

Constat  International 

1636 

16 

318  0 

19 

6.1 

35 

1  1,4 

38 

3  8 

3  2 

12.6 

16 

Crown  Cork  &  Seal 

1018  1 

-3 

1857,5 

-1 

48.7 

26 

75,1 

22 

4  8 

3.7 

13.0 

20 

Owens-Illinois 

942.3 

2 

1788,1 

3 

39.7 

242 

64,5 

NM 

4.2 

1.3 

1 1.3 

26 

2 

1 

1.6 
0,4 


(b)  PAPER 

GROUP  COMPOSITE 


3597.0 


7047.0 


95.6 


-11 


180.4 


-15 


2.7 


3.2 


5.7 


31 


0.9( 


Bemis 

Federal  Paper  Board 
Greif  Bros.  (2) 
Longview  Fibre  (2) 


297.5 
345.3 
129  0 
172.9 


4 

-1 
27 
9 


587,0 
668  4 
250  8 
325  6 


4 

-2 
25 
5 


15.5 
25.5 
8.6 
9.7 


18 
4 

201 
195 


26  2 
42  4 
13  8 
13  6 


23 
-19 
226 
187 


5.2 
7  4 
6,6 
5,6 


4,6 
7  1 
2,8 
2  1 


17  3 
70 

1  1,4 
6.7 


23 
19 
14 
32 


2.6 
0.4 


Nashua 

Sonoco  Products 
Stone  Container 
Temple-Inland 


135.3 
461  6 
1371.1 
684,4 


256  1 
891  4 
2725  3 
1342,4 


-3 
7 
2 

10 


0,3 
29,6 
-41,2 
47.7 


-55 
32 

NM 
17 


0.5 
52  3 
-51,0 
82.5 


-37 
16 

NM 

0 


0.2 
6,4 
NM 
7  0 


0.5 
5,3 
NM 
6.6 


0  2 
17  9 
-7  3 

8  9 


NM 
19 

NM 
19 


-1.5 
2.4 


*!(] 


8  DISCOUNT  &  FASHION  RETAILING 

INDUSTRY  COMPOSITE                        76089.1  10 

166655.4 

9 

1419.6 

23 

2663.0 

-29 

1.9 

1.7 

9.3 

24 

1.4 

Ames  Department  Stores  (11)           483.6  -25 

1304.9 

-18 

-37.7 

NM 

-29  6 

NM 

NM 

NM 

NM 

NM 

-7,6 

AutoZone  (4)                                    239.8  30 

436.8 

29 

14.3 

49 

25.2 

63 

6.0 

5  2 

23.1 

36 

0.8 

Blair                                                 134.1**  -3 

253.2 

1 

10.4 

0 

18.3 

12 

7.8 

7.5 

217 

13 

3.5 
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CORPORATE  SCOREBC 


iMPANY  SALES   PROFITS  

MAROINS       RETURN  ON 

COMMON  12 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

I99I 

1992 

1991 

ENDING 

RATIO 

PER 

SMIL 

SMIL 

% 

SMIL 

% 

SMIL 

% 

% 

% 

6-30 

7-24 

SHARE 



dor  ( )  1 ) 

412.5 

9 

1049  3 

7 

-4.0 

NM 

24.3 

532 

NM 

NM 

1 4.0 

1 2 

1 .58 

1er  Hawley  Hale  Stores  (11) 

433  6** 

1 

1 1 26  9 

~5 

-20.4 

NM 

-1 22,7 

NM 

NM 

NM 

NM 

NM 

-5.47 

irming  Shoppes  (11) 

262  5 

18 

558.1 

16 

16,1 

56 

35.8 

44 

6. 1 

4.6 

1 6.9 

26 

1 .20 

L  oroup  ijj 

138  7 

80 

309  9 

56 

7  6 

1 74 

29  4 

74 

5  5 

3.6 

29.9 

2 1 

2  10 

isolidated  Stores  (11) 

192  0 

22 

442.8 

19 

3.4 

NM 

20,3 

229 

1.8 

NM 

13.9 

23 

0.53 

tco  Wholesale  (4) 

1 500.7 

26 

3073.6 

26 

20.4 

2 1 

53,7 

39 

1 .4 

1  -4 

1 4.0 

32 

0.88 

^ton  Hudson  (11) 

3719.0** 

1 1 

8968.0 

9 

35.0 

3 

227,0 

-16 

0.9 

1  -0 

1 2.4 

1 6 

3.87 

ord  Department  Stores  (11) 

1  ri7A  1  ** 

1  U/ O.  1 

^  7 

Z40O  y 

1  £ 

1  0 

138  4 

4  2 

4  1 

1 3  1 

1 8 

1 .91 

lar  General  (11) 

188.6 

27 

431.6 

23 

3.9 

230 

16.2 

60 

2,1 

0.8 

15.7 

23 

0.90 

son  Brothers  Stores  (11) 

326  9 

9 

767.6 

6 

9.8 

1 0 

38.7 

1 

3,0 

3.0 

15.8 

1 3 

2.86 

ri-Centers  oi  America  (11) 

1316 

33 

290.1 

25 

1 .9 

34 

1 3.9 

36 

1 ,5 

1 .4 

1 2,4 

7 

1 .86 

Illy  Dollar  Stores  (4) 

279  8 

1 2 

597  6 

1 8 

1 5  1 

24 

33  1 

37 

5  4 

4  9 

20, 1 

1 6 

0.95 

erated  Department  Stores  (11) 

1571.7** 

-1 

3706.0 

-4 

11.8 

NM 

-955  2 

NM 

0.8 

NM 

-79,1 

NA 

NA 

jerhut 

359  1 

1  7 

668  5 

8 

1 1 .2 

1  6 

20.8 

1 5 

3,1 

3.1 

1 4.0 

1 3 

2.20 

>  ( 1 1 ) 

588  9 

20 

1392  3 

25 

45.3 

1  1 

1 29.2 

33 

7,7 

8.3 

3 1 .8 

1 9 

1 .65 

issmon  s 

249  8 

403  4 

2 

5  0 

1  9 

0  9 

-42 

2  0 

]  7 

1  9 

33 

0. 1 2 

Kinger  (11) 

439  9 

12 

7975 

14 

-510 

NM 

-52.5 

NM 

NM 

1.8 

-7  1 

NM 

-0.75 

s  Department  Stores  (11) 

359. 1 

1 1 

908.5 

-9 

-1 4.0 

NM 

1 0.4 

NM 

NM 

NM 

NM 

1 

0.76 

Tie  Depot  (11) 

1 639  6 

38 

2938  3 

34 

79.5 

55 

1 47. 1 

59 

4,8 

4.3 

1 5.8 

56 

0.85 

Tpe  Shopping  Net^^orlc  (4) 

269  3 

3 

544  8 

3 

9  0 

1  23 

1 6  9 

3  3 

1  5 

1 5  5 

]  7 

0  33 

jse  of  Fabrics  (11) 

126  3 

25 

279.6 

29 

2.7 

-21 

1 1.0 

12 

2.1 

3.3 

10.7 

10 

1.30 

nesway  (11] 

1 82.5 

5 

436,9 

-3 

-3,4 

NM 

-0.9 

NM 

NM 

NM 

-1.1 

NM 

-0.08 

art  (11) 

8326.0** 

8 

1 9044  0 

8 

1  1 6,0 

8 

595.0 

1 7 

1 .4 

1 .4 

1  J. 4 

1  z 

1  .7/ 

11  S  14) 

237  0 

9 

494  8 

]  ] 

_3  4 

-48 

1  5 

1 93  8 

38 

0  47 

ds'  End  (11) 

140.5 

1 1 

4114 

16 

4  3 

185 

24.6 

49 

3.0 

1.2 

24.8 

18 

1.70 

ited  (11) 

1415.6** 

10 

3471 .8 

15 

51  5 

1 

251.9 

1 3 

3.6 

4.0 

20.9 

1 8 

1.11 

/e's  (11) 

883.3 

27 

1 592.9 

25 

23,8 

1 07 

-1 9.5 

NM 

2.7 

1 .7 

2.7 

88 

0.26 

Cy  \K.  I-I.)  (3) 

1  THy*  0*" 

O 

OOOU.  o 

0 

-ft07  A 

/  Department  Stores  (11) 

2388.0** 

3 

5750.0 

3 

81.0 

7 

347.0 

6 

3.4 

3.3 

20.6 

14 

4.05 

ville 

2495  1 

10 

4554.4 

6 

77.9 

30 

65  1 

13 

3. 1 

2  6 

20. 1 

1 4 

3  26 

rcontile  Stores  (11) 

587.8** 

13 

1383.6 

6 

8.2 

-66 

49  3 

-29 

1 ,4 

4  7 

8.0 

1 2 

2.66 

'ry'OO'Round  Enterprises  (11) 

1714 

9 

42 1  4 

1 2 

7  ^ 

-1 9 

4  6 

-80 

4  1 

5  5 

1 0  3 

37 

0  39 

yer  (Fred)  (11) 

824.8 

8 

1540.8 

7 

11. 6 

44 

31.7 

34 

14 

1.0 

12.4 

14 

1.91 

man  Marcus  Group  (5) 

417.2** 

6 

958.4 

3 

9.0 

NM 

20.4 

188 

2  2 

NM 

NM 

NM 

-0.22 

rdstrom  (11) 

663.8 

9 

1641 .9 

9 

21.6 

-16 

62.4 

-1  3 

3,3 

4.2 

1 3.8 

1 6 

1  61 

lido  Holdings  (11) 

1  oo.y 

_2 

301  5 

_  ^  Q 

0  7 

7./ 

1 8 

0  1 5 

ney  (J.  C.)  (11) 

4075.0 

10 

9728.0 

5 

136.0 

70 

173.0 

-40 

3.3 

2.2 

8.0 

29 

2  45 

Boys-Manny,  Moe  &  Jack  (11 

275  6 

1 7 

5 1 9.0 

16 

1 0.8 

50 

20.4 

47 

3.9 

3. 1 

9, 1 

31 

0.75 

rie  Stores  (11) 

323  0 

1 

71 0.8 

2 

6.9 

-28 

1 3.6 

64 

2. 1 

3.0 

2. 1 

76 

0  29 

e  |4j 

1 OT J  .  J 

1  u 

3252  9 

^  1 

28  5 

1 3 

49  1 

_7 

]  y 

1  .o 

1  A  0 

1  o.y 

1  z 

z.oo 

C  Network  (11) 

233.2"* 

21 

514.8 

16 

1 1.5 

702 

21.4 

106 

4.9 

0.7 

9.0 

25 

0.89 

e's  Stores  (11) 

291 .4 

-7 

71 2.0 

-8 

-4.0 

NM 

-20.5 

NM 

NM 

NM 

-1 9.3 

NM 

-1 .43 

s  STores  [II] 

22 1 .0 

1 1 

502,2 

1 2 

3.3 

61 

1 6,9 

42 

1 .5 

1 .0 

1 7.2 

1 0 

1.16 

rS/  Roebuck 

1 4272  9** 

27781  4 

,0 

1  o 

oo/  ,o 

OA 

0  A 

0  1 

inn 

1  U 

Q  OA 
0.V4 

vice  Merchandise 

781.5 

5 

1446,2 

7 

6.0 

12 

-3.4 

NM 

0.8 

0  7 

84.2 

1 1 

0.80 

pKo  Stores  (10) 

468.4 

3 

923,5 

9 

10.9 

5 

32. 1 

3 

2  3 

2  3 

15.7 

9 

1 .57 

466.0 

1 2 

892.0 

3 

0.1 

-91 

1 .2 

-52 

0  0 

0  3 

3  5 

39 

0  30 

iwbridge  &  Clothier  (11) 

205.6** 

-1 

543,1 

2 

-0.9 

NM 

17.4 

24 

NM 

0.1 

5.0 

17 

1.26 

(11) 

670  9 

1 1 

1470,6 

12 

15.1 

2 

29.2 

-3 

2,3 

2.5 

26.5 

19 

1.01 

s  'R'  Us  (1 1) 

1 172.5 

14 

4033,2 

13 

28.3 

26 

289.9 

12 

2,4 

2.2 

14.1 

30 

1.17 

.  Shoe  (1!) 

647.5 

-4 

1341,9 

-3 

2.8 

-77 

15.4 

NM 

0.4 

1.8 

6.0 

18 

0.67 

ue  City  Department  Stores  (5) 

146  5 

1 1 

354,5 

13 

4.5 

-16 

18.6 

-25 

3.1 

4.1 

22  5 

14 

0.99 

ture  Stores  (11) 

364.0** 

16 

885  9 

12 

5.6 

50 

34.0 

13 

1.5 

1.2 

349 

10 

2.59 

ban  (1 1) 

736.0 

19 

1472  6 

18 

6,2 

40 

16.8 

116 

0.8 

0  7 

8.0 

19 

1.04 

l-Mart  Stores  (11) 

1 1649  4 

26 

25288  2 

29 

3870 

26 

989  4 

25 

3.3 

3  3 

23.1 

37 

1.47 

olworth  (11) 

2096.0** 

-1 

5232,0 

1 

17,0 

31 

-1 1  1.0 

NM 

0  8 

0.6 

-2.5 

NM 

-0.38 

ECTRICAL  &  ELECTRONICS 

USTRY  COMPOSITE  24502.6 

4 

47851.3 

4 

1323.9 

43 

2520.8 

34 

5.4 

3.9 

7.3 

29 

1.23 

CTRICAL  PRODUCTS 

lUP  COMPOSITE 

6439.6 

2 

12401.5 

2 

299.9 

23 

521.6 

11 

4.7 

3.8 

-5.6 

NM 

-1.05 

eman 

154.8 

23 

259,0 

21 

16,1 

58 

23.8 

65 

10.4 

8.1 

12.3 

25 

0.88 

iper  industries 

1529.6** 

-5 

3037  5 

-2 

1 15,4 

6 

186.4 

7 

7.5 

6.8 

10.7 

15 

3,12 

>bell 

195.4 

-1 

383.2 

1 

24,4 

3 

48.0 

4 

12  5 

12.1 

17.5 

16 

2.92 

tional  Service  Industries  (4) 

415  6 

3 

806.1 

2 

19,8 

NM 

35.5 

NM 

4.8 

NM 

10.2 

18 

1.39 

^chem  (6) 

350.6 

10 

663.6 

4 

-25  8 

NM 

-20.3 

NM 

NM 

NM 

-2.3 

NM 

-0.43 

once  Electric 

383  0 

1 

756.0 

0 

13  0 

18 

19.0 

-14 

3.4 

2.9 

32.4 

54 

0.33 

mas  &  Betts 

264  7 

88 

524  2 

80 

15  0 

22 

15  2 

-43 

5.7 

8.7 

8  4 

29 

2.09 

stinghouse  Electric 

3146.0 

-1 

5972.0 

0 

122.0 

-4 

214.0 

-5 

3.9 

4.0 

-31.7 

NM 

-3,74 

CTRONICS 

>UP  COMPOSITE 

8461.2 

5 

16616.4 

4 

424.9 

12 

814.3 

10 

5.0 

4.7 

12.3 

15 

3.73 

^stems 

486  2 

3 

983.4 

4 

29.4 

10 

57,0 

10 

6  1 

5  6 

14.9 

10 

3.50 

on  Industries  (5) 

1521.2 

)1 

2887.4 

10 

44.7 

6 

88  0 

7 

2.9 

3  1 

5.4 

28 

1.71 

al  (9) 

681.3 

1 

1475  2 

1 

29.0 

30 

69.5 

31 

4.3 

3.3 

12.9 

9 

4,00 

RATE  SCOREBOARD 
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COMPANY 


SALES 


PROFITS 


MARGINS 


RFTURNON 
COMMON 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

ENDING 

RATIO 

SMIL 

5  Mil 

% 

SMIL 

SMIL 

% 

MO 

7-24 

Motorola 

3uro 

12 

6196.0 

12 

146.0 

23 

273  0 

16 

4  6 

4.2 

10.0 

23 

Raytheon 

2321  0 

-2 

4449.0 

-4 

165.6 

9 

309.0  ' 

8 

7.1 

6.4 

17.8 

10 

Varian  Associates  (3) 

310.5 

-15 

625.3 

-14 

10.1 

-37 

17  9 

-44 

3.3 

4.4 

8.9 

18 

12 

mon; 


PEI 
SHA 


(c)  INSTRUMENTS 
GROUP  COMPOSITE 


4320.5 


8579.1 


173.3 


40 


364.6 


37 


4.0 


3.0 


13.9 


14 


Ametek 

Beckman  Instruments 

Honeywell 

Imo  Industries 


195  3 
225.1 
1485.8 
245.5 


7 
2 
-2 
-3 


392.1 
438.1 
29674 
474.7 


1 1.8 
10.7 
85.1 
0.8 


24 

15 
10 
-69 


23  1 
20.0 
201.9 
2.1 


28 
15 
35 
-66 


6.0 
4.8 
5  7 
0.3 


5.2 
42 
5  1 

1.0 


20.4 
1  1.5 
20.4 
2.2 


16 
14 
12 
28 


Johnson  Controls  (3) 
Millipore 
Perkin-Elmer  (5) 
Tektronix  (7) 
Terodyne 


1307.0 
188.3 
228.0 
310.7 
134.8 


15 
0 
8 

-3 
3 


2490  5 
385.4 
456.8 
705.5 
268.7 


13 
2 
5 

-2 


36.4 
5.2 

13  8 
4.9 
4.6 


24 

-65 
NM 
-65 
6 


52.9 
20.7 
30.2 
2.1 
1 1.7 


35 

-31 

NM 

-92 
206 


2.8 
2.7 
6.1 
1.6 
3,4 


2.6 
7.9 
NM 
4,4 
3.3 


1 1,7 
10,3 
17,0 
4,5 
8  1 


15 
17 
19 
27 
14 


(til  SEMICONDUCTORS 
GROUP  COMPOSITE 


5281.2 


10254.3 


425.9 


137 


820.3  102 


8.1 


3.7 


9.7 


23 


Advanced  Micro  Devices 
AMP 

Analog  Devices  (2) 
Intel 


350  2 
827  0 
142  9 
1319  7 


18  757  6  33 

7  1645.6  5 

1  274.2  0 

5  25610  7 


41  4 

72.1 
3.9 
213.2 


140 
1 1 
-41 


126.3 
142.2 
2.9 
3972 


488 
6 

-72 

-7 


11, 8 
8  7 
2.7 

16  2 


5  8 
8.3 
4  6 
18.4 


274 

13.8 
0  2 
16.8 


3 
21 
NM 
16 


LSI  Logic  1518 

Micron  Technology  (4)  1311 

National  Semiconductor  (7)  491.5 

Texas  Instruments  1867  0 


-16 


10 
1 1 


302,4 
259  3 
893  3 
3561  0 


-16 
17 
7 
7 


-5  9 
1,7 
27.5 
72  0 


NM 
-76 
310 

NM 


-5  5 
3.1 
42  0 

1  12,0 


NM 

-35 
259 

NM 


NM 

1,3 
5  6 
3,9 


2  5 
5,5 
15 

NM 


-13 
2,6 
-24.1 
-7.8 


NM 
43 
NM 
NM 


-0.1 


10  FOOD 


INDUSTRY  COMPOSITE 


67282.2 


133078.4 


1674.8 


3020.0 


-10 


2.5 


2.6 


20.2 


18 


(a)FOOD  DISTRIBUTION 
GROUP  COMPOSITE 


9820.3 


19814.2 


88.5 


-6 


201.1 


0.9 


1.0 


13.1 


12 


Fleming 
Nash  Finch 
Richfood  Holdings  (8) 
Rykoff-Sexton  (8) 


2964.9 
567  9* 

338  9 
378  0 


-1 
3 

1 1 
3 


6882.2  0 

1099.8  3 

590.2  9 

7679  7 


25.5 
4.8 
5  1 
2.8 


0 
6 
44 

-21 


62.8 
7.0 
8  7 
4.3 


8 

6 
49 

-26 


0.9 
0.8 
1,5 
0  7 


0.8 
0.8 
1.2 
10 


7,7 
10,7 
22,6 

6,7 


15 
10 
14 
16 


Smart  &  Final 
Super  Food  Services  (4) 
Super  Rite  (10) 
Super  Valu  Stores  (10) 
Wetterau  (9) 


176,8 
358  1* 
313.8 
3284  3 
1437.8* 


12 
-13 
22 
4 
1 


334  5 
770  4 
619.0 
5913  0 
2837.4 


12 
-6 
23 
7 
0 


4.1 
-12  2 
1,8 
45,6 
1 1,0 


NM 
NM 
42 

2 

-20 


6.2 
-10.1 
4.5 
93.2 
24.6 


NM 
NM 
NM 
1 

-2 


2.3 

NM 
0  6 
1.4 
0.8 


NM 
0,6 
0,5 
1,4 
1,0 


12,6 
-2,7 
6,3 
20,2 
18  1 


22 
NM 
43 
9 
14 


Kb 


(b)FOOD  PROCESSING 
GROUP  COMPOSITE 


28685.1 


55388.9 


1406.8 


2649.1 


4.9 


4.7 


22.4 


19 


American  Maize-Products  147  1  4  272,2  5  5  5  25  5.7  24  3.8  3.1  8.6  11 

Borden  1763,4  -2  3461,8  -2  81  9  -9  143,0  -7  46  5.0  145  16 

Campbell  Soup  (5)  1536.3  3  3282.6  1  91,5  20  252,1  19  6  0  5  1  24,2  20 

ConAgra  (7)  5574.6  12  10423.1  4  107.9  4  192.0  11  19  2  1  16.1  19 


CPC  International 
Dean  Foods  (7) 
Dole  Food 
Doskocil 


1672.6 
640  6 
901  8 
184.1 


2 
14 

-2 
-10 


32069  2 

1206  8  11 

1655,0  2 

360.3  -12 


1 13,2 
15  4 
40,1 
-1.4 


9 

-34 
-25 
NM 


201  5 
29  2 
66  8 

-1.0 


-27 
-15 
NM 


6  8 
2  4 
4  4 
NM 


6  3 
4  1 
5.8 
NM 


27,1 
13  8 
1 1,5 
-36.1 


18 
18 
14 
NM 


'■  Ho 

2.  U![, 

-6. 


General  Milts  (7) 
Gerber  Product:  (9) 
Heinz  (H.  J.)  (8) 
Hershey  Foods 


20005 
315  5 

1866  9 
621.8 


3868.8  8 

654,7  8 

3489  3  I 

1422,8  12 


103.1 
34,4 

145  7 
34.5 


13 
2 

-7 


235.2 
78.2 

261.0 
93  4 


6 
39 


16 


5.2 
10  9 
7  8 
5  5 


5.0 
1 1,5 
8  5 

5,5 


36.7 
28  2 

28.1 
17.0 


22 
20 
16 
16 


3  J 


Hormel  (Geo.  A.)  (2) 
Hudson  Foods  (3) 
IBP 

Interstate  Bakeries  (7) 


672  3 
199  5 
2823.8 
276.8 


1300  8  -7 

389  6  5 

5476  7  5 

617.3  5 


20.0 
3.0 

12.5 
7.9 


21 
-2 
NM 
NM 


37.0 
0,3 
31  9 
14  0 


0 

-92 
NM 
NM 


3,0 

15 
0  4 

2,8 


2  4 

15 

NM 
NM 


14,4 
3,4 
10.5 
14  3 


19 
26 
17 
12 


It;! 


International  Multifoods  (10)  547.6  -1  1099  4  0  6  0  0  15  3  7  11  11  12  4  13  2 

Kellogg  1584.0  12  3099  1  9  168  1  10  364  3  16  10  6  10  8  30  1  24  2 

McCormlck(l)  336.6  1  658,9  0  18  9  27  36,3  20  5  6  4,5  218  23  1 

Pioneer  Hi-Bred  International  (4)  824.0  13  1002,9  16  197  8  23  191,6  27  24,0  22  1  23  4  16  1 


Ralston  Purina  (3) 
Seaboard 
Smithfield  Foods  (8) 
Smucker  (J.  M.)  (8) 


1856.9 
241  9 
234,0 
1210 


5 
18 
-1 1 
3 


3723.2  4 

464,8  22 

549.6  -4 

233  0  6 


75,9 

5-3 
3,0 
9,1 


7 
64 

-65 
9 


162,0 
12  9 
13,5 
15,9 


-4 
40 

-37 


4,1 
2  2 

1,3 
7,6 


4  0 
16 

3.3 
7  2 


56.2 
10.1 
19.6 
16.1 


14 
10 
1  1 
24 


3  :C,! 


Thorn  Apple  Valley  |7) 
Tyson  Foods  (3) 
Universal  Foods  (3) 
Wrigley  (Wm.)  Jr. 


156.3 
1021  9 
223  2 
340.0 


-17 
0 
1 

13 


3118  -16 

20624  6 

446.4  6 

648.6  1  1 


5.5 
44,3 
12  7 
44  8 


24 

9 

-7 
17 


8.7 
811 
25  4 

81.9 


-8 
10 
-3 
17 


3.5 
4.3 
5,7 
13,2 


2  3 
4,0 
6,2 
12,7 


31,1 
17,5 
18,5 
29  2 


6 

17 
13 
22 


5  * 
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MPANY 


SALES 


PROFITS 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

SMIL 

% 

SMIL 

SMIL 

SMIL 

% 

RETURN  ON 
COMMON 

EQUITY 
12  MONTHS 

ENDING 
6-30 


PRICE 
EARNINGS 
RATIO 
7-24 


12 

MONTHS' 
EARNINGS 
PER 
SHARE 


>0  RETAILING 
UP  COMPOSITE 


38776.9 


57875.4 


179.5 


-49 


169.9 


-77 


0.6 


1.2 


14.5 


19 


0.95 


ertson's(ll)                               2296.8  6         4495  5  5           32.9  -44        113.8  -14  1.4  2.7  19  3          24  1.75 

srican  Stores  (11)                       4924.1  -9       10140.7  -9           19.2  -47          78.1  -36  0.4  0.7  14.7          11  3.23 

ey's  General  Stores  (8)                 144  5***  6          285.7  1             1,4  40           4  1  15  1.0  0  7  12.2          13  1.04 

ry  Mart  Convenience  Stores  (11)  134  8*       -2  267  2       -4  0.0         NM  0.5  NM  0.0  NM        11.3  9  0  81 


rhamps  (6)  245.3  6  481.8  4             2.7  -57           5  2  -47  11  2.7  5.3  23  0.81 

le  Food  Centers  ( 1 1 )  265  6  -5  539  6  -5             2.4  5           5.1  NM  0  9  0.8  13.9  9  0  83 

d  Lion  1643.9  10  3240.4  11           52.6  6        102.2  9  3  2  3.3  23.7  23  0  44 

daramo  Supermarkets  (2)  171.7  4  349.2        4  0.5          19  0.8  541  0  3  0.2  0.5  NM  0.12 


nt  Food  (10)  803.0 

at  Atlantic  &  Pacific  Tea  (10)  33162 

inaford  Brothers  512.5* 

ger  5072.2 


2  1954.7  6 

-8  6056.2  -5 

4  999.2  2 

0  10110.7  1 


19.1 
-66.4 
12.6 
4.5 


-35 

NM 
6 

-86 


43.8 
-50.4 
21.4 
25.5 


-37 
NM 
7 
-41 


2  4  3  7 

NM  1.0 

2  5  2.4 

0.1  0.6 


12.4 
-2.6 
14.5 
NM 


16 
NM 
16 
15 


1.29 
-0.84 
1.1  1 
0  92 


n  Traffic  ( 
dick  (3) 
jway 
way  Food  Town  (4) 


684  6* 
400  1 
3450.7 
139.4 


1389.7 
787.7 

6846.6 
279.2 


-2.3 
8.0 

33.3 
0.6 


NM 

7 
-6 
NM 


0  3 
15.4 
56.2 

1.0 


NM 
1  1 

-10 
NM 


NM  NM 

2.0  2.0 

1.0  1.0 

0.4  0.0 


-24  3 
12.3 
35.1 
8.3 


NM 
13 
22 
9 


-0.47 
1.28 
0.59 
1.31 


th's  Food  &  Drug  Centers 

640  1 

17 

1309.6 

21 

13.5 

25 

26  7 

26 

2.1 

2.0 

10.2 

15 

1.70 

>  &  Shop  (11) 

1006  9 

2 

2328.0 

-3 

15.8 

23 

46.9 

26 

1.6 

1.3 

15.4 

17 

0  79 

ermarkets  General  Holding 

(H) 

1 139  2 

-22 

2459  6 

-18 

-6  9 

NM 

-395  2 

NM 

NM 

NM 

NM 

NA 

NA 

ige  Super  Market  (5) 

179.0 

6 

358.9 

5 

0.4 

-16 

-0.6 

NM 

0.2 

0  3 

0.7 

59 

0.1 1 

s 

1286.0 

3 

2554  2 

3 

17.3 

10 

32  4 

14 

1.3 

1.3 

14.0 

14 

1.58 

s  Markets 

320.2 

0 

640.9 

-1 

18.2 

-6 

36.7 

-9 

5.7 

6.1 

1 1.7 

14 

1.74 

EL 

JSTAY  COMPOSITE 

101695.1 

2 

198856.8 

-5 

2635.1 

-27 

5223.9 

-46 

2.6 

3.7 

7.3 

27 

1.69 

L 

UP  COMPOSITE 

1126.8 

9 

2197.0 

7 

18.3 

-22 

34.2 

-16 

1.6 

2.3 

0.5 

NM 

0.10 

land  Coal 
CO  industries 
•ton 

itmoreland  Coal 


144.6 
345.5 
506.4* 

130.2 


35 
7 


255.4 
662.4 
995.5 
283.6 


16 
5 


8.1 
1.4 

1 1.6 

-2.7 


-21 
-70 
17 
NM 


15.4 
2.5 
18  8 

-2.5 


-13 
-61 
3 

NM 


5.6 
0.4 
2.3 
NM 


9.6 
1.4 
2  1 
NM 


13.6 
4.8 
-9.1 
-10.0 


1  1 
24 
NM 
NM 


2  18 
1.86 
-0.79 
-1.74 


&  GAS 


UP  COMPOSITE 

95521.1 

3 

186583.0 

-5 

2456.0 

-26 

4847.0 

-47 

2.6 

3.6 

7.1 

27 

1.76 

srada  Hess 

1480.1** 

3 

2930.7 

-16 

4.4 

-94 

-19.0 

NM 

0  3 

4.7 

-2.6 

NM 

-0.96 

SCO 

6628.0 

9 

12280.0 

-3 

-478.0 

NM 

-244.0 

NM 

NM 

3.9 

1.4 

NM 

0.41 

che 

1312** 

117 

223.4 

74 

24.0 

265 

28.1 

50 

18.3 

10.9 

10.0 

19 

0.94 

land  Oil  (3) 

2478  5 

1 1 

4574.8 

8 

31.6 

-53 

22.5 

-76 

1.3 

3.0 

7.9 

13 

1.94 

ntic  Richfield 

4521  0* 

6 

8848.0 

-1 

309.0 

26 

489.0 

-18 

6.8 

5.8 

8.9 

30 

3.74 

ington  Resources 

252.8 

8 

527.0 

6 

33.2 

186 

65.6 

34 

13.1 

5.0 

5.6 

32 

1.24 

vron 

10600.0*** 

9 

20300.0 

-1 

350.0 

-9 

654.0 

-31 

3.3 

4.0 

7.0 

23 

2.92 

stai 

2398.6 

10 

4934.7 

4 

35.6 

36 

58  0 

-28 

1.5 

12 

3  6 

40 

0.70 

nond  Shamrock 

648.0 

3 

1233.6 

-3 

23.5 

33 

12.7 

-42 

3.6 

2.8 

6.6 

16 

0  97 

on 

24770.0** 

1 

49725  0 

-5 

955.0 

-15 

2305.0 

-32 

3.9 

4.6 

13.4 

17 

3.60 

y  (5) 

123  5 

10 

233.5 

-1 

2  3 

-37 

-7.2 

NM 

18 

3.2 

-20.4 

NM 

-0.51 

-McGee 

876.2 

12 

1658.9 

6 

30.3 

194 

38.9 

-3 

3.5 

1.3 

6  7 

20 

2  08 

siana  Land  &  Exploration 

192  3** 

-1 1 

375.2 

-7 

4.8 

7 

-21.1 

NM 

2.5 

2.1 

-3.1 

NM 

-0.46 

ICO 

674.9** 

4 

1334.0 

-1 

23.2 

673 

57.9 

-2 

3.4 

0.5 

28.8 

14 

4.17 

:us  Energy 

166  7 

-11 

335.5 

-16 

-3.6 

NM 

-41.9 

NM 

NM 

NM 

NM 

NM 

-0.91 

rteW  Energy  &  Development  ( 1 1  j  t  186.3 

-6 

442.5 

0 

-8.4 

NM 

4.7 

-82 

NM 

4.7 

4.4 

30 

0.57 

il 

13617.0** 

5 

27265.0 

-3 

255.0 

-43 

382.0 

-67 

1.9 

3.4 

6.7 

24 

2  72 

phy  Oil 

439.3** 

2 

805.4 

-6 

27.5 

NM 

26.4 

NM 

6.3 

NM 

7  7 

17 

2.04 

dental  Petroleum 

2176.0 

-9 

4330.0 

-16 

43.0 

-69 

64.0 

-72 

2.0 

5.9 

4.9 

27 

0  71 

<  Energy 

368.0** 

8 

700.0 

-22 

40.0 

NM 

24.0 

-64 

10.9 

NM 

-7.4 

NM 

-0.45 

izoil 

684.8** 

-1 

1327.7 

0 

10.0 

-31 

-1.7 

NM 

1.5 

2.1 

-7.7 

NM 

-1.99 

ps  Petroleum 

3090.0** 

-5 

5849.0 

-14 

104.0 

215 

16.0 

-93 

3.4 

1.0 

-4.1 

NM 

-0.41 

26900**- 

-1 1 

5220.0 

-13 

6.0 

-89 

-15.0 

NM 

0.2 

1.8 

-9.7 

NM 

-2.38 

CO 

9400.0'* 

4 

17960.0 

-7 

245.0 

-9 

445.0 

-35 

2.6 

3  0 

11.1 

17 

3.69 

> 

564  8 

12 

974.0 

-3 

46.1 

126 

41.0 

3 

8.2 

4.0 

18.1 

10 

2.25 

n  Texas  Petroleum  Holdings 

153.0** 

-38 

349.1 

-42 

23.0 

-84 

71.5 

-65 

15.0 

57  8 

16  5 

14 

1.25 

al 

2670,0* 

-2 

5090.0 

-6 

66  0 

NM 

82.0 

3 

2.5 

0.2 

3.1 

79 

0.32 

Marathon  Group 

3221.0* 

-8 

6162.0 

-1 1 

2260 

253 

261.0 

93 

7.0 

1.8 

1.3 

NM 

0.10 

-o  Energy  t 

319.1 

17 

594.2 

6 

27  5 

9 

47.6 

4 

8.6 

9.2 

12  5 

1  1 

2.34 

OLEUM  SERVICES 

P  COMPOSITE 

5047.1 

-6 

10076.8 

-4 

160.8 

-46 

342.7 

-35 

3.2 

5.6 

10.0 

25 

1.38 

r  Hughes  (3) 

643  2 

-9 

1265.8 

-1 1 

-61.5 

NM 

-43.4 

NM 

NM 

6.4 

2.0 

99 

0.23 

d 

148.4 

-9 

295.6 

-1 

3.8 

-43 

7.6 

-22 

2.6 

4.2 

6.2 

32 

0.20 

er  Industries  (2) 

953.3 

-5 

1857.7 

-5 

20.0 

-10 

33.4 

-4 

2.1 

2.2 

7.7 

21 

1.00 

>urton 

1621.7 

-9 

3296.5 

-6 

12.8 

-60 

22.2 

-63 

0.8 

1.8 

-0.5 

NM 

-0.10 

mberger 

1553.2 

0 

3105.4 

1 

178.5 

-1 

334.8 

7 

11.5 

1  1.6 

20.6 

18 

3.49 

:  rater  (9) 

127.3 

-8 

255.8 

-4 

72 

-44 

-1 1.9 

NM 

5.7 

9.2 

3.9 

38 

0.40 
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COMPANY 


SALES 


PROFITS 


MARGINS 


2ND  CHANGE 

QUARTER  FROM 
1992  1991 
S  MIL  % 


RETURN  ON 
COMMON 
EQUITY  PRICE- 


1» 

MOhiS' 


6  CHANGE          2ND  CHANGE  6  CHANGE  2ND  2ND 

MONTHS       FROM  QUARTER  FROM  MONTHS  FROM  QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNSS 

1992           1991             1992            1991  1992           1991  1992        1991  ENDING  RATIO  P[ 

SMIt,            %              $MIL             %  SMIL            %  %            %             6-30  7-2i  SH/- 


12  HEALTH  CARE 


INDUSTRY  COMPOSITE 


48065.1 


95366.2 


4397.3 


9268.2 


9.1 


9.5 


25.2 


21 


(a)  DRUG  DISTRIBUTION 


GROUP  COMPOSITE 

13093.8 

17 

26098.5 

15 

-143.8 

NM 

72.3 

-81 

NM 

1.5 

6.6 

43 

0 

Arbor  Drugs  (5) 

1 20.9 

1 9 

245.3 

1 8 

3,3 

20 

8.4 

22 

2.8 

2.7 

13.8 

2 1 

0 

Bergen  Brunswig  (4) 

1 338.3** 

20 

2558.2 

1 9 

1 6,0 

"  1 

3 1 .5 

- 1 

1 .2 

1 .5 

12.8 

1 5 

1 

Big  B  I )  1 1 

137.2 

3 

277  1 

3 

2,7 

39 

5.9 

36 

1.9 

1.4 

9  5 

14 

0 

Bindley  Western  industries 

686.8 

26 

1334,0 

22 

3,8 

31 

6.9 

22 

0.6 

0.5 

10.4 

1  1 

1 

Cardinal  Distribution  (9) 

474  3 

37 

957.5 

39 

6  1 

27 

14.7 

37 

13 

1  4 

12.1 

21 

1 

Drug  Emporium  (]0j 

187.8 

5 

392,5 

9 

-0,7 

NM 

-4.3 

NM 

NM 

06 

-12  1 

NM 

-0 

Durr-Fillauer  Medical 

261  1 

12 

523.0 

15 

4,0 

-27 

7  9 

-17 

1.5 

2.4 

12.8 

23 

1 

Eckerd  (Jack)  (11) 

927.3 

3 

1926,9 

4 

3  8 

-25 

26.5 

44 

0.4 

0.6 

NM 

NA 

Fay's  (11) 

212  2 

20 

451,1 

23 

1.5 

-16 

6.0 

-12 

0.7 

10 

9  8 

18 

0 

FoxMeyer  (9) 

938  6 

32 

1779  2 

19 

6.4 

22 

16  9 

48 

0.7 

0  7 

5.6 

14 

0 

Genovese  Drug  Stores  (11) 

138  1 

4 

254  3 

3 

1.3 

-13 

3,9 

-5 

09 

1.1 

13.9 

10 

0 

Hook-SupeRx  (4) 

539.2 

8 

1096,3 

8 

4  8 

189 

13.7 

85 

09 

0  3 

19.0 

80 

0 

Longs  Drug  Stores  (11) 

601.7 

6 

1250,2 

0 

13.7 

-3 

29,3 

-6 

2  3 

2  5 

12.7 

13 

2 

McKesson  (9) 

2836.9" 

27 

5612  6 

27 

27  5 

9 

2.3 

-96 

10 

11 

7.9 

40 

0 

Perry  Drug  Stores  (2) 

162.8 

8 

338.3 

7 

1.5 

39 

4.1 

58 

1.0 

0.7 

14.4 

12 

0 

Revco  D.  S.  (7) 

660  6 

13 

1  183  5 

12 

-329  3 

NM 

-313.1 

NM 

NM 

NM 

NM 

NM 

-71 

Rite  Aid  (10) 

9840 

8 

1994.5 

8 

33  0 

14 

77.7 

14 

3.4 

3.2 

13.5 

15 

1 

Walgreen  (4) 

1886  0 

1 1 

3924,0 

1 1 

56.6 

15 

133.7 

15 

3.0 

2  9 

18  6 

21 

1 

(b)  DRUGS  &  RESEARCH 


GROUP  COMPOSITE 

16637.0 

9 

33098.1 

8 

3002.5 

16 

6221.5 

15 

18.0 

17.0 

31.4 

20 

2. 

Allergan 

220  7 

7 

430  8 

7 

23  1 

30 

43  2 

25 

10.5 

8  6 

-11.1 

NM 

-0 

American  Home  Products 

1756  2 

8 

3754.7 

1 1 

296  1 

12 

702.4 

14 

16.9 

16  4 

42  8 

16 

4. 

Amgen 

261.3 

70 

481  5 

64 

71,6 

NM 

134.9 

NM 

27.4 

NM 

35.3 

38 

1. 

Bristol-Myers  Squibb 

2880.4 

6 

5663.8 

4 

488,0 

0 

1035.5 

5 

16.9 

17.9 

36.2 

16 

4, 

Carter-Wallace  (9) 

157.2 

-8 

330.3 

-2 

16,0 

2 

24.5 

2 

10.2 

9.2 

1 1.3 

30 

1. 

Genentech 

124.6" 

6 

241.7 

2 

3.4 

-70 

6.9 

-77 

2.7 

9.7 

2.1 

NM 

0. 

Lilly  (Eli) 

1478.3 

7 

3035.4 

8 

338.2 

7 

780.8 

1 1 

22.9 

23.1 

26.2 

14 

4 

Marion  Merrell  Dow 

906.0 

26 

1685.0 

24 

201.0 

24 

371.0 

23 

22.2 

22.6 

41.7 

12 

2 

Merck 

2373.6 

12 

4597.0 

10 

653.4 

18 

1222.1 

18 

27.5 

26.2 

45.1 

25 

1 

Pfizer 

1694  2 

4 

3455.5 

4 

203  8 

14 

498.9 

12 

12.0 

110 

15.3 

33 

2 

Rhone-Poulenc  Rorer 

971, r* 

5 

1868  9 

1 

89.3 

31 

1610 

32 

9.2 

7.4 

35.0 

20 

2 

Schering-Plough 

1019  6 

12 

2041.5 

10 

184.9 

10 

377.8 

1 1 

18.1 

18.3 

48,0 

17 

3 

Syntex  (5) 

527.9 

12 

1058.8 

16 

125.9 

12 

247.5 

16 

23.9 

23.8 

377 

16 

2 

Upjohn 

892.5 

3 

1768.4 

6 

129.9 

2 

273.6 

5 

145 

14.8 

29  8 

1 1 

3 

Warner-Lambert 

1373.3 

1 1 

2684.8 

9 

177.8 

15 

341.4 

16 

12  9 

12.5 

15  0 

48 

1 

)  HEALTH  CARE  SERVICES 
GROUP  COMPOSITE 


8129.5 


16153.1 


8 


387.6 


16 


755.6 


20 


4.8 


4.3 


12.2 


20 


American  Medical  Holdings  (4)  565,4  -15  1136.5  -13           91.3  nm  101.2  NM  16.2  0.7  19.1  7 

Beverly  Enterprises  624.2  11  1234.0  11            11.7  43  18.7  48  1.9  1.5  6.8  21 

Foundation  Health  (6)  332.2  36  602  4  22           13.0  108  25.2  68  3.9  2.6  25.1  16 

HCA-Hospital  Corp.  of  America  1286  8  2  2618  8        4  85.2  155  162  2  110  6.6  2.7  5.2  90 


Health  Care  &  Retirement  122  4  3  240  5  3  6.7  42  12  2  64 

Healthtrust  (4)  567  1  6  1140.8  11  27.7  233  49  5  213 

Hillhaven  (7)  295  0"  -10  592.8  -9  5.2  312  8,3  487 

Humana  (4)  1627  0  2  3251.0  9  75.0  -26  161.0  -14 


5.5 
4.9 


4.6 


4.0 
1,6 
0.4 
6.3 


8  3 
2  6 
-59.6 
15.6 


17 
NM 
NM 

1  1 


Manor  Core  (7)  2418  11  464  9  12  34  7  282  43.9  204  14.3  4  2  24  0  16 

National  Health  Laboratories  181,1  18  357.5  21  31,4  16  61,1  19  17.3  17.5  49.6  17 

National  Medical  Enterprises  (7)  1002.9**  -1  1974.3  0  -54.2  NM  -9.7  NM  NM  7,8  7.4  20 

OrNda  HealthCorp  (4)  125.6**  5  250.0  9  -8,0  NM  -8,7  NM  NM        1,2  -3.6  NM 


PacifiCare  Health  Systems  (3)  4515        40  880  1       40  14.6  78  24  8        63        3.2        2  6        29  6  17 

U.  S.  Healthcare  532,2**      29         1055  3       30  47  0  34  92  4        35         8,8        8.5         45,1  22 

Universal  Health  Services  174.4  3  354,3        2  6.1  5  13  6      -13        3,5        3,4  9.6  9 


(d)  MEDICAL  PRODUCTS 
GROUP  COMPOSITE 


10204.9 


13 


20016.7 


12 


1151.1 


16 


2218.8 


16 


11.3 


11.0 


23.2 


Abbott  Laboratories 
Amsco  International 
Bard  (C.  R.) 
Bausch  &  Lomb 


1908.7 
122  0 
245.0 
447,5 


13 
30 
12 
13 


3786.6 
214.1 
482  5 
819.4 


13 
19 
12 
1  1 


317.1 

8.5 
18.0 
41.1 


18 
32 
25 
15 


61 1.3 
14.1 
34,8 
69  7 


17 
45 
24 
15 


16  6 

7  0 
7,3 
9  2 


15,9 
6,9 
6  6 

9,0 


35,9 
16.1 
17  3 
12.0 


21 


21 
23 
22 
31 


1 


Baxter  International 
Becton,  Dickinson  (3) 
Johnson  &  Johnson 
Medtronic  (8) 


2421  0 
590.6 

3413.0 
333.7 


10 
7 
13 
19 


4717.0 
1 182.6 
6770.0 
633.2 


9 
6 
10 
19 


156,0 
55,5 

464  0 
47.4 


1 1 
13 
14 

18 


287.0 
107.1 
928  0 
86  9 


14 

9 
13 
17 


6.4 
9  4 
13.6 
14  2 


6.4 


13.4 
14  3 


15.0 
13.9 
27,3 
20  7 


17 
15 
20 
28 


2 
4 
2 

2 

2 

C  111 
1 


Mine  Safety  Appliances 
Owens  &  Minor 
U.  S.  Surgical 


128.9 
289.7 
304.8 


3 

17 
50 


257  2 
572.2 
581.9 


6 
18 
48 


5.1 
3  6 
34.8 


2 
62 
64 


8.7 
6  7 
64,5 


-19 
66 
73 


4,0 
1,2 
1 1,4 


4,0 
0  9 
105 


6,0 
10.8 
26.8 


17 
20 
48 
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CORPORATE  SCORE 


)MPANY  SALES   PROFITS  

MAROINS       RETURN  ON 

COMMON  12 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

ENDING 

RATIO 

PER 

SMIL 

% 

SMIL, 

SMIL 

SMIL 

% 

% 

% 

6-30 

7-24 

SHARE 

OUSING  &  REAL  ESTATE 

tUSTRY  COMPOSITE 

7320.6 

5 

13357.3 

5 

300.4 

54 

335.2 

260 

4.2 

2.9 

2.7 

NM 

0.23 

IIDING  MATERIALS 

OUP  COMPOSITE 

5811.0 

5 

10739.2 

6 

252.3 

45 

250.5 

303 

4.3 

3.1 

0.4 

NM 

-0.06 

ghes  Supply  (11) 

122.8 

5 

243  9 

4 

0.1 

NM 

-1.9 

NM 

0  1 

NM 

-3.3 

NM 

-0.63 

'orge 

414  5 

-3 

625  6 

-3 

19.0 

338 

-58.6 

NM 

4  6 

1.0 

-4.4 

NM 

-0.58 

vens  Corning  Fiberglas 

732.0 

0 

1358  0 

1 

22.0 

69 

28  0 

NM 

3,0 

1  8 

NM 

NM 

-1 1  52 

1  Gem  Industries 

166.7 

4 

294  7 

9 

2  8 

1 

0  1 

NM 

1.7 

1.7 

4.6 

22 

0  48 

G  Industries 

1513.1 

2 

2959.8 

4 

106  7 

35 

185.5 

84 

7.1 

5.4 

10.4 

24 

2  69 

M  (7) 

157.1 

23 

282.6 

22 

9.9 

36 

14,2 

34 

6.3 

5.7 

15.5 

20 

110 

erwin-Williams 

772  5 

7 

1367  1 

9 

55.1 

15 

68  1 

23 

7.1 

6  6 

16.1 

18 

1  60 

umseh  Products 

362.8 

1 1 

695  2 

8 

22.1 

56 

37.9 

98 

6.1 

4.3 

8.6 

1 1 

5  61 

cos  Industries  (7) 

149.4" 

-3 

284  9 

-12 

-0.4 

NM 

-6.9 

NM 

NM 

0.1 

0.7 

NM 

0.19 

G 

441.0 

2 

8670 

2 

-48.0 

NM 

-98  0 

NM 

NM 

NM 

NM 

NM 

-3.10 

Ispor  (2) 

177.3 

9 

308.7 

9 

9.2 

36 

12  8 

46 

5  2 

4  2 

20.1 

20 

1.45 

Icon  Materials 

284.2 

7 

494  8 

7 

30  2 

17 

34,9 

47 

10.6 

9.7 

9.4 

26 

1.68 

rk  International 

517.5 

21 

956.8 

23 

23  7 

353 

34,5 

551 

4.6 

1.2 

16.0 

26 

1.25 

NSTRUCTION  &  REAL  ESTATE 

OUP  COMPOSITE 

1409.6 

7 

2618.0 

2 

48.1 

126 

84.6 

173 

3.4 

1.6 

10.7 

13 

1.30 

astead  Mortgage 

123.9** 

144 

225  8 

128 

12  6 

59 

23  8 

54 

10.1 

15.5 

12.8 

1  1 

3  27 

nfex  (9) 

558  3** 

2 

1080  7 

2 

10.0 

73 

19.4 

93 

1.8 

11 

7  5 

19 

2.47 

ufman  &  Broad  Home  (1) 

234.8 

-24 

419  3 

-33 

4.0 

5 

7.4 

16 

1.7 

1.2 

9  2 

16 

0  82 

M 

316.1** 

7 

573.2 

4 

16.0 

102 

25  5 

211 

5.1 

2.7 

14.1 

10 

2  33 

S.  Home 

176.6** 

55 

319.1 

35 

5.6 

NM 

8.6 

NM 

3.2 

NM 

1 1.2 

5 

0  19 

ilSURE  TIME  INDUSTRIES 


»USTRY  COMPOSITE 

19233.3 

8 

36928.2 

9 

1321.0 

42 

2151.8 

39 

6.9 

5.3 

13.1 

21 

1.48 

HNG  PLACES 

DUP  COMPOSITE 

2881.6 

7 

5606.7 

5 

305.5 

13 

539.9 

14 

10.6 

10.1 

19.5 

18 

1.96 

>  Evans  Farms  (8) 

141,5 

13 

282.9 

13 

9.9 

17 

20.3 

18 

7.0 

6  8 

14.3 

20 

0.94 

nicer  International  (6) 

141.3 

19 

273.2 

21 

10.5 

25 

19.8 

33 

7  4 

7.1 

15.1 

30 

115 

rcher  (Carl)  Enterprises  (11) 

158.9 

-4 

274.7 

-3 

3.2 

20 

7  9 

139 

2.0 

16 

15.1 

1 1 

0  75 

Donald's 

1774  1 

6 

3392.4 

5 

254.1 

10 

441  5 

10 

14.3 

13  9 

19.1 

18 

2  45 

rrison  (7) 

275.8** 

10 

537.2 

8 

8.9 

29 

18.1 

27 

3.2 

2.8 

16.0 

19 

1.31 

»ney's  (2) 

256.6** 

7 

554.1 

8 

13.9 

32 

22.9 

37 

5.4 

4.4 

NM 

19 

1.07 

zler  International  (8) 

133.5 

10 

292.2 

1 1 

4.9 

96 

9.5 

13 

3.7 

2.1 

7.5 

15 

0.75 

TERTAINMENT 

OUP  COMPOSITE 

3186.1 

17 

6287.3 

18 

280.5 

111 

490.5 

81 

8.8 

4.9 

12.6 

24 

1.34 

ckbuster  Entertainment 

264.6 

26 

518.6 

34 

30.0 

40 

55.6 

49 

1 1.3 

10.2 

18.1 

18 

0  64 

mmtron  (4) 

140.1** 

1 1 

261  7 

10 

1.5 

24 

3.3 

8 

1.1 

10 

10  1 

NA 

0.74 

ney  (Walt)  (3) 

1853.5 

23 

3508.6 

19 

220.8 

33 

384.9 

32 

1  1.9 

10  9 

18  0 

25 

1.44 

ramount  Communications  (2) 

927.9 

7 

1998  5 

13 

28.3 

NM 

46.7 

NM 

3.1 

NM 

5.9 

24 

1.95 

TEL  a  MOTEL 

OUP  COMPOSITE 

3517.8 

4 

6934.3 

6 

125.3 

59 

211.0 

105 

3.6 

2.3 

12.0 

21 

1.16 

\aT 

1316 

7 

249  3 

6 

6  1 

141 

70 

NM 

4.6 

2  0 

3  5 

18 

0.31 

ly  Mfg. 

370.3** 

8 

741.2 

4 

4  2 

NM 

8  0 

NM 

1.1 

NM 

-5  2 

NM 

-0.54 

esars  World  (5) 

197.9 

-10 

451.4 

5 

9.6 

-27 

32.7 

91 

4  9 

6.0 

19  9 

10 

3.07 

cus  Circus  Enterprises  (11) 

205.9 

4 

393.5 

5 

29.5 

12 

48.5 

18 

14.3 

13.4 

29.7 

22 

1.90 

ton  Hotels 

294  8** 

3 

571.1 

3 

32  4 

37 

54  6 

52 

11,0 

8.2 

10  7 

22 

2.15 

rriott 

2036  0 

5 

3989,0 

6 

29.0 

7 

40.0 

8 

14 

1.4 

14  6 

22 

0.74 

>mus 

281.2 

7 

538,8 

10 

14.7 

50 

20.1 

165 

5.2 

3  7 

111 

22 

1.27 

HER  LEISURE 

OUP  COMPOSITE 

9647.9 

8 

18099.9 

8 

609.6 

36 

910.3 

29 

6.3 

5.0 

11.1 

21 

1.45 

lerican  Greetings  (10) 

372.0 

1  1 

789  6 

1  1 

25  5 

18 

52.3 

20 

6.9 

6.5 

1  1.4 

15 

2.83 

jnswick 

584  5 

7 

1  172  6 

13 

19.5 

NM 

317 

NM 

3.3 

NM 

3  3 

47 

0  28 

rnival  Cruise  Lines  (1) 

346  0 

13 

674  8 

12 

57  1 

21 

103.9 

23 

16.5 

15.4 

22.8 

14 

1.96 

itman  Kodak 

5190.0 

4 

9600.0 

2 

361.0 

1 

506.0 

-5 

7.0 

7.2 

0.2 

NM 

-0.04 

ler-Price 

153.4 

6 

300.2 

13 

8.6 

37 

12.0 

380 

5.6 

4.4 

7.3 

27 

0.79 

etwood  Enterprises  (8) 

458  3 

20 

799.4 

21 

12.7 

14 

19.1 

47 

2.8 

2  9 

8  8 

17 

1.76 

rIey-Davidson 

273.9 

3 

521.4 

13 

17.8 

9 

26.5 

27 

6.5 

6  1 

17  1 

23 

1.18 

sbro 

486.0 

32 

938  5 

39 

22.7 

NM 

45.9 

NM 

4.7 

NM 

14.3 

19 

1.58 

ffy 

180  9 

-4 

360.5 

1 

4.9 

-32 

10.8 

-19 

2.7 

3.8 

13.4 

10 

1.32 

ittel 

404.3 

23 

730.4 

23 

23.4 

1 

38.2 

1 1 

5.8 

7.0 

275 

18 

1.26 

isicland  Stores 

201.2 

1 1 

386.0 

13 

-1.6 

NM 

-5.0 

NM 

NM 

NM 

6.0 

21 

0.66 

tboard  Marine  (3) 

292.5 

2 

556.2 

7 

14.9 

NM 

16.7 

NM 

5.1 

NM 

-3.8 

NM 

-0.88 

aroid 

557.7 

7 

989.0 

3 

35.5 

32 

41  7 

-3 

6.4 

5  1 

87.9 

2 

12.49 

.o  Toys 

147.1 

28 

281.4 

48 

7.6 

NM 

10.5 

NM 

5.2 

NM 

12  4 

1 1 

1.49 

Footnotes  on  page  65 

RATE  SCOREBOARD  BUSINESS  WEEK/AUGUST  1  7,  1  992  73 


COMPANY 


SALES 


2ND 
QUARTER 
1992 
SMIL. 


PROFITS 


MARGINS 


RETURN  ON 
COMMON 
EQUITY 


CHANGE           6  CHANGE          2ND  CHANGE          6  CHANGE  2ND         2ND          EQUITY  PRICE  MOHS  I 

FROM  MONTHS  FROM  QUARTER  FROM  MONTHS        FROM  QUARTER  QUARTER  12  MONTHS  EARNINGS  EARllGS  ^ 

1991            1992           1991             1992  1991           1992           1991  1992        1991         ENDING  RATIO  I  j 

%  SMIL            %              SMIL  %            SMIl,            %  %            %             6-30  7-24  SF^ 


15  MANUFACTURING 


■  UmiCTBV  ^AUBACITE 

InDUaTRT  CWMrOalTc 

26838.6 

4 

51848.3 

3 

1076.1 

18 

1509.2 

1 

4.0 

3.5 

7.3 

33 

 J 

(a)GENERAL  MANUFACTURING 

GROUP  COMPOSITE 

10538.2 

5 

20705.5 

5 

691.7 

9 

1278.4 

13 

6.6 

6.3 

14.3 

33 

1 

Alliont  Tcchsystcms  (9) 

1 80.5 

-24 

679.2 

32 

5.9 

-63 

1 7.4 

-22 

3.3 

6  6 

1 9  6 

J 

Avery  Dennison 

667  5 

7 

1 337  3 

4 

22.3 

43 

42  6 

30 

3  3 

2  5 

8  6 

23 

1 

II 

Barnes  Group 

137.3 

-2 

271.9 

0 

-0  4 

NM 

3.3 

-52 

NM 

3.5 

8  9 

15 

Blount  (10) 

155.9 

14 

332.6 

19 

0.4 

NM 

-1.7 

NM 

0.3 

NM 

-1.1 

NM 

-3 

Corlislc 

1 42.2 

1 2 

274.7 

1 3 

6  5 

43 

1 1  9 

56 

4  6 

3  6 

5  6 

3 1 

II 

Corning  \ 

926.7** 

1 9 

1 71 9.9 

]  7 

71.8 

-3 

1 49.6 

24 

7  7 

9  5 

16  8 

20 

338.6 

0 

652. 1 

] 

-9.5 

NM 

-0  5 

3  7 

7  7 

32 

H 

Duracell  International  (6) 

355.7 

14 

629.5 

5 

23.4 

NM 

27  6 

NM 

6.6 

NM 

16.5 

20 

1 

Federal  Signal 

1319 

10 

251.7 

9 

9.3 

9 

15.5 

9 

7.1 

7.2 

19.8 

19 

oj 

Great  American  Management  (5) 

330.1 

1 1 

613  1 

6 

-17 

NM 

-8.0 

NM 

NM 

0.3 

2  1 

76 

q 

Harsco 

386  8 

-15 

794.9 

-13 

18  8 

54 

39  6 

64 

4.9 

2.7 

18.6 

10 

31 

Hillenbrand  Industries  (1) 

351.5 

17 

699  6 

20 

29  3 

30 

55  9 

34 

8.3 

7.5 

20  3 

28 

Illinois  Tool  Works 

717.1 

7 

1386.6 

8 

51.2 

8 

91.4 

3 

7.1 

7.0 

14.7 

18 

A 

Jostens  (6| 

336.4 

2 

501.9 

I 

32  8 

-9 

43.2 

-8 

9.8 

10.9 

19.7 

17 

\ 

Keystone  International 

135.1 

4 

263.3 

5 

12.0 

2 

21.3 

1 

8.9 

9.0 

9.7 

38 

d 

Mark  IV  Industries  (10) 

309.1 

8 

595  2 

8 

12.4 

68 

19.5 

61 

4.0 

2.6 

1 1.2 

13 

1 

Minnesota  Mining  &  Mfg. 

3504.0 

5 

69100 

3 

322.0 

8 

610.0 

2 

9.2 

8,9 

18.1 

19 

Newell 

318  0 

8 

628.1 

1 1 

35.2 

13 

62  6 

12 

11.1 

106 

17.4 

20 

\ 

Nortek 

215  9 

-13 

404.7 

-14 

0.1 

NM 

0.2 

NM 

0.0 

NM 

-1 1.4 

NM 

-1 

Rubbermaid  t 

449.1 

8 

897.5 

8 

43.7 

12 

70.2 

-10 

9.7 

9.4 

16.6 

32 

d 

Trinova 

439.0 

1 

861.7 

-1 

6.2 

62 

6.7 

17 

1.4 

0.9 

-49.2 

NM 

-d 

(bIMACHINE  &  HAND  TOOLS 

CROUP  COMPOSITE 

3080.0 

11 

5905.1 

8 

86.5 

45 

144.8 

57 

3.8 

3.3 

3.5 

54 

0 

Black  &  Decker 

1 132.8 

2 

2199.3 

0 

12.2 

68 

21.2 

87 

l.i 

0.7 

6.3 

25 

d 

Cincinnati  Milacron 

185  6 

12 

345  6 

2 

2.8 

NM 

3.9 

NM 

1.5 

NM 

-56.8 

NM 

Clark  Equipment 

212  6 

14 

402.2 

9 

-4.4 

NM 

-12.2 

NM 

NM 

NM 

-25.2 

NM 

-J 

Danaher 

236  6** 

17 

448.3 

1 1 

8.1 

90 

13.2 

62 

3.4 

2.1 

5.7 

38 

d 

Giddings  &  Lewis 

149.7 

126 

290.6 

135 

8.4 

58 

15  7 

65 

5.6 

8.0 

10.9 

23 

c 

Kennametal  (6) 

151.2 

-3 

3040 

-3 

2.7 

40 

8.1 

3 

1.8 

1.2 

5  2 

25 

il 

Snap-on  Tools 

232  9" 

3 

459.2 

2 

19.6 

2 

38.1 

6 

8.4 

8.5 

1 1.4 

17 

i] 

SPX 

217.6 

23 

392,9 

18 

8.4 

133 

10.5 

855 

3.9 

2  0 

-5  4 

NM 

-d 

Stanley  Works 

560.9 

14 

1063.0 

13 

28.8 

1 1 

46.3 

1 1 

5.1 

5.3 

13.8 

17 

2 

I  SPECIAL  MACHINERY 
GROUP  COMPOSITE 


9754.9 


18486.9 


-3 


193.3 


-10 


100.3 


-68 


2.0 


2.2 


0.0 


NM 


Applied  Materials  (2) 

Caterpillar 

Deere  (2) 

Dover 


180.1 
2600  0 
1859  3* 

574.1 


347  1 
4783  0 
331  1.1 
1 1  19.8 


12 

-1 1 
-2 
1 


9  4 

-53  0 
44.0 
31.3 


29 
NM 
-40 
-1 1 


15  8 
-185.0 
24.1 
61.5 


37 
NM 

-20 
-5 


5  2 

NM 
2.4 

5.5 


4.4 
NM 
3.8 
6  3 


8.7 
-14.1 
-0.9 
15.1 


22 
NM 
NM 

19 


FMC                                                1061.1  1  1995.0 

General  Signal                                 420  6  4          832  5 

Goulds  Pumps                                  147  6  0          282  5 

Hornischfeger  Industries  (2|  371.5       -11  701.1 


-12 


65.4 
18  1 

8.3 
13.8 


5 
19 

-10 
-22 


120  1 
34  8 
16  1 
24  4 


19 
18 

1 

-23 


6.2 
4.3 
5.7 
3.7 


6.0 
3.8 
6  3 
4.3 


53.3 
13  7 
13.9 
9  6 


9 
16 
15 
10 


Ingersoll-Rand 
Interlake 

Joy  Technologies  (10) 


926.9 
171.6 
139.6 


0 
-4 
-5 


1788.1 
343.5 
302.8 


0 
-4 
-9 


38.6 
-2  9 
5,4 


18 

NM 
101 


65.0 
-4.8 
100 


6 
NM 

-22 


4.2 
NM 

3.8 


3.6 
NM 

1.8 


9.5 
NM 
12.7 


17 
NM 
NM 


Pentair  296.7  5  589.6        3  8  2  -8  16.9         4        2.8        3  1         14.2  11 

Stewart  &  Stevenson  Services  (1 1)     181.9         18  367.5       14  91  16  19.1        34        5.0       5.1         13.2  23 

Varity(ll)  823.8        21         1723.3        9  -2.4         NM      -117.7       NM        NM       NM      -60.2  NM 


(d)TEXTILES 

GROUP  COMPOSITE 


3475.6 


6750.8 


104.6  1372 


-14.3 


NM 


3.0 


0.3 


0.6 


93 


Albany  International 
Burlington  Industries  Equity  (3) 
Collins  &  Aikman  (11) 
Cone  Mills 


139.5* 
535.6 
548.2 
182.6 


12 


277.4 
1053  1 
1081  8 

356  8 


3 
16 


0  2 
39.7 
-170 
10  8 


-96 
NM 
NM 

910 


0.8 
-1 12.5 
-35.5 
22.9 


-82 
NM 
NM 
NM 


0  1 
7.4 
NM 
5  9 


3.1 

NM 
NM 
0.7 


2  8 
-28.4 
-7  8 
88  5 


56 
NM 
NA 
1  1 


DWG  (8) 

Fieldcrest  Cannon 
Interface 


330.3 
315.1 
149.3 


669  2 
586  4 
303.8 


1.6 
5.4 
3.4 


NM 
231 
62 


0.3 
6.0 
7.2 


NM 
NM 
91 


0.5 
17 
2.3 


NM 
0.5 
1.5 


-8  9 
4  1 

6.6 


NM 
19 
19 


Shaw  Industries  (6) 
Springs  Industries 
Unifi  (6) 


499.8 
486.0 
289.3 


16 
1 

12 


903.7 
948.9 
569.5 


17 
4 
16 


23  4 
11.2 
25.7 


134 
96 
43 


32.3 
16  6 
47  6 


215 
132 
45 


4.7 

2.3 
8.9 


2,3 
1.2 

7,0 


15  8 
6,4 
16,7 


26 
19 
24 


16  METALS  &  MINING 


INDUSTRY  COMPOSITE 


14664.1 


28196.5 


-79.3 


NM 


139.7 


-48 


NM 


1.6 


-4.1 


NM 


(a)ALUMINUM 

GROUP  COMPOSITE 


5876.1 


-4 


11327.8 


-5 


28.6 


-85 


139.4  -66 


0.5 


3.0 


1.3 


84 


Aluminum  Co.  of  America 
Amax 


2406,1 
916,5 


4657  5 
1793,4 


19,6 
-37.5 


-76 
NM 


95  6 

-25.3 


-46 
NM 


0.8 

NM 


3.2 
0.5 


0.5 
-1.5 


NM 
NM 


74  BUSINESS  WEEK/AUGUST  1  7,  1  992 


Footnotes  on  page  65 


CORPORATE  SCOR 


DM  PAN  Y  SALES    PROFITS    * 

MARGINS       RETURN  ON 

COMMON  12 


2ND 
QUARTER 
1992 
SMIL 

CHANGE 
FROM 
1991 

6 

MONTHS 
1992 
SMIL 

CHANGE 
FROM 
1991 

2ND 
QUARTER 
1992 
SMIL 

CHANGE 
FROM 

1991 

% 

6 

MONTHS 
1992 

SMIL, 

CHANGE 
FROM 
1991 

% 

2ND 
QUARTER 
1992 

2ND 
QUARTER 
1991 

EQUITY 
12  MONTHS 
ENDING 
6-30 

PRICE 
EARNINGS 
RATIO 
7-24 

MONTHS' 
EARNINGS 
PER 
SHARE 

]iser  Aluminum 
axxam 

>ynolds  Metals 

490.9 
565.0 
1497.6" 

-3 
-2 
-2 

954.6 
1094  5 
2827.8 

-6 
-4 
-2 

12  0 
14 
33.1 

-45 
-92 
-46 

20.4 
2  3 
46.4 

-65 
-95 
-48 

2  4 

0.2 
2.2 

4  3 

3,0 
4  0 

1 2,6 
3.8 
3.8 

8 
16 
30 

1 .24 
1,86 
1,88 

III 

roup  COMPOSITE 

6116.2 

6 

11759.9 

4 

1.4 

NM 

-57.4 

NM 

0.0 

NM 

-19.4 

NM 

-2.85 

legheny  Ludlum 
mco 

ithlehem  Steel 
irpenter  Technology  (6) 

260.7 
545  0 
1014.3 
146.7 

-2 
40 

-9 
-2 

525.1 
91  1.4 
2009.7 
309.6 

-1 
14 
-7 
4 

13.4 

2.5 
-63.9 
-0.8 

24 

NM 
NM 
NM 

26.7 

-28  0 
-108.5 
6.4 

14 

NM 
NM 
-54 

5.2 
0.5 
NM 
NM 

4,1 
NM 
NM 

5,1 

1 1.8 
-64.7 
NM 
5.0 

23 

NM 
NM 

26 

1,35 
-3,42 
-10,93 
1,63 

immercial  Metals  (4) 
and  Steel  Industries 
kens 

290.4" 
909.4 
241.5 
389.1 

1 

5 
36 
5 

556.2 
1805  3 
381  6 
777  6 

-2 
6 

14 
g 

2.8 
1.8 
10.1 
1 7.4 

-2 

NM 

-22 
30 

3.2 
-25.6 
15.4 
33  7 

-26 
NM 

-29 
23 

10 
02 
4  2 

4.5 

1,0 

NM 

7,3 
3,6 

4  9 

-26.1 
6.9 
9.8 

24 

NM 

32 
32 

0,94 
-8,66 
1,74 
1 ,65 

regon  Steel  Mills 
uanex  (2) 

>X-U.  S.  Steel  Group 

125.1 
148.4 
1265.0 

-9 
4 
9 

251.7 
273.3 
2434.0 

-2 
-4 
7 

10.5 
3.5 
6.0 

-22 
68 
NM 

21.3 
4.5 
-7.0 

-12 
-2 
NM 

8.4 
2.4 

0.5 

9,9 
1,5 
NM 

13.2 
7.4 
-9.2 

12 
22 
NM 

1,77 
1,03 
-3,32 

eirton  Steel 
heeling  Pittsburgh 
orthington  Industries  (7) 

267.3 
235.2 
278.0 

7 
-7 
20 

536.8 
477.0 
510.7 

7 
0 
19 

-9.7 
-9.6 
17.3 

NM 
NM 
28 

-18.8 
-9.5 
28.9 

NM 
NM 
47 

NM 
NM 
6.2 

NM 
0,7 
5,8 

-20  1 
-2.7 
14.7 

NM 
NM 
25 

-2  04 
-0  40 
0,94 

rHER  METALS 
OUP  COMPOSITE 

2671.8 

11 

5108.8 

6 

-109.3 

NM 

57.7 

-82 

NM 

4.2 

2.7 

NM 

0.29 

orco 

prus  Minerals 

eeport-McMoRan  Copper  &  Gold 
>mestake  Mining 

4872 
403.6 
241.7 
123.3** 

6 
-2 
228 
9 

945.6 
802.0 
348.4 
248.6 

2 
-4 
81 
13 

4.9 
-292.0 
49.7 
-8.0 

-68 
NM 

432 
NM 

1 1.8 
-297.0 
67.0 
-1 1.5 

-50 
NM 

113 
NM 

1.0 
NM 
20.6 
NM 

3,4 
4.8 
12  7 
NM 

2.3 
-28.8 
73.7 
-6.2 

33 
NM 
27 
NM 

0,84 
-7  94 

0  76 
-0,41 

agma  Copper 
iteller  Industries 
iwmont  Gold 

203.9 
130.9 
136.7 

25 
18 

-10 

403.8 
248.8 
274.5 

21 
1 1 

-6 

15.0 
3.4 
17.2 

54 
130 
-41 

24.8 
6.7 
46.8 

34 
182 
-26 

7.4 
2.6 
12  6 

6.0 
1.3 
19.3 

-25.5 
-25.2 
14.4 

NM 
NM 
45 

-3,67 
-4,10 
1,05 

iwmont  Mining 
elps  Dodge 
ecision  Castparts  (9) 

158.7 
663.3 
122.5 

-5 
10 
-16 

316.5 
1253  8 
266.8 

-1 
4 

-9 

24  4 
67  4 

8.7 

1 1 
21 
10 

68,3 
121,0 
19,7 

15 

-9 
13 

15.3 
10.2 
7  1 

13.1 
9,3 
5,4 

45  2 

13.8 
15.1 

34 
13 
8 

1,51 
3  73 
2,71 

ONBANK  FINANCIAL 

DUSTRY  COMPOSITE  41238.5 

1 

77415.7 

0 

2999.5 

14 

5721.3 

20 

7.3 

6.4 

13.9 

12 

3.08 

MANCIAL  SERVICES 

OUP  COMPOSITE  25705.8 

4 

46250.3 

3 

2159.5 

16 

3909.9 

20 

8.4 

7.6 

18.6 

12 

3.27 

exander  &  Alexander  Services 
eghany 

nerican  Express 
Bck  (H&R)  (8) 

347.1 
479  2 
6888.0** 
738.0" 

1 

34 
8 
6 

668.3 
876.7 
13551.0 
994.6 

-1 
45 
7 
13 

16.9 
20,3 
310.0 
165,9 

25 
1 1  1 
21 
8 

37,7 
32,9 
559,0 
171,0 

114 
187 
8 
16 

4  9 
4.2 
4.5 
22.5 

3,9 
2,7 
4,0 
22,2 

2  6 
5.9 
10.7 
29.8 

93 
19 
14 
23 

0,24 
6  61 
1,65 
1,49 

unirywide  Credit  Industries  (10) 
awford 

wards  (A.  G.)  (10) 
uifax 

135.6** 
141.4 
252  6'* 
276.4 

119 
4 

15 
0 

241.4 
284.3 
521.5 
552.6 

104 

7 
30 
5 

29.0 
9,1 
27,4 
21,4 

219 
-10 
16 
8 

51,0 
18,3 
58,3 
37,1 

221 

-2 
43 
80 

21.4 

6.5 
10.9 
7.8 

14.6 

7.5 
10.8 
7.2 

13.7 
21.7 
21.1 
19.7 

16 
19 
8 
17 

1,65 
1,04 
2,42 
0,87 

deral  Home  Loan  Mortgage  Assn.  1 099.0 
deral  National  Mortgage  Assn.    3641  6" 
St  American  Financial  280.9** 
Brsh  &  McLennan                         733  0** 

6 
4 
42 
6 

2170  0 
71  12.5 
509.3 
1501  8 

4 
4 
48 

5 

165,0 
410,7 
13,4 
80,3 

24 

-2 
127 

-1 

306,0 
798,6 
19,7 
182,0 

18 

8 

NM 

3 

15.0 
1 1.3 
4  8 
1 1,0 

12.9 
1  1.9 
3.0 
1  1,7 

22.2 
26.0 
17.9 
29.6 

13 
12 
6 
18 

3.30 
5.53 
2,89 
4,30 

errill  Lynch 

organ  Stanley  Group  (11) 
ineWebber  Group 
imerico 

3356.3** 
1942.1** 
816.8** 
1275.5" 

10 
NA 

3 

-20 

6770.6 
NA 
1691.2 
2581.2 

9 
NA 
1  1 

-18 

227,7 
139,1 
45,8 
150,5 

24 
NA 
35 
28 

505,2 

NA 

120,1 
371.3 

38 

NA 
84 
66 

6,8 
7,2 
5,6 
118 

6,0 
NA 
4,3 
7,4 

19.7 
NA 
23.6 
17.8 

7 
NA 
5 
7 

7,20 
NA 
4,24 
5,63 

lomon 

liwab  (Charles) 

udent  Loan  Marketing  Assn. 

2366.0 
219.1** 
717.3 

-6 
19 
-12 

4307.0 
484  1 
1432  2 

-17 
31 
-15 

21 1,0 
18,5 
97.5 

19 
94 

15 

401.0 
48.2 

192.6 

-11 
139 
16 

8  9 
8,4 
13,6 

7,1 
5.2 
10.3 

115 
34  1 
38  6 

1 1 
12 
17 

3,36 
1  97 
3  89 

SURANCE 
OUP  COMPOSITE 

12172.1 

1 

24366.4 

2 

576.3 

2 

1367.0 

21 

4.7 

4.7 

10.2 

12 

3.57 

itna  Life  &  Casualty 
nerican  National  Insurance 
ipital  Holding 
Miseco 

4264.0 
320.1 
715  8 
375.3** 

-7 
12 
8 
11 

8780.7 
637  4 

1426  8 
738.2 

-4 
9 
10 
20 

-51.0 
32.7 
77.6 
35.2 

NM 
56 
20 
39 

125.3 
72.7 

143  3 
71.9 

-46 
31 
19 
55 

NM 
10  2 
10  8 

9  4 

2.7 
7.3 
9.8 
7.5 

4.8 
8,0 
14,8 
33,3 

14 
8 

1 1 
6 

3,04 
5,41 
5,56 
4,77 

irtford  Steam  Boiler 
}race  Mann  Educators 
ogressive 

ovident  Life  &  Accident 

171  3 
175.2 
507.1** 
706.0** 

1 1 
8 

36 
3 

334.6 
352.7 
894.1 
1417,0 

8 
9 
23 
3 

18.7 
15.2 
40.1 
28.0 

-4 
196 
313 
-18 

36.7 
34.8 
62.0 
56.0 

-9 
295 

75 
-19 

10  9 
8,7 
7  9 
4,0 

12,6 
3,1 
2,6 
4,9 

17,4 
15  8 
12,5 
7,6 

16 
1  I 
26 
1  1 

3,36 
2,09 
2.36 
2.28 

ifeco 

.Paul 

rchmark 

litrin 

^UM 

827.6 
1 173.0 
534  9 
331.4 
644.7 

7 
10 
1 1 
7 
9 

1661.5 
2272.2 
1050.0 
651.4 
1291.7 

6 
8 
9 
4 
9 

42.1 
143.1 
66.4 
29.8 
63.3 

-18 
38 
8 

116 
15 

127.2 
248.9 
130.4 
69.2 
122.6 

19 
32 
8 
17 
20 

5,1 
12,2 
12,4 

9,0 
9,8 

6,6 
9  8 
12,7 
4,5 
9,3 

12,2 
17  9 
25  1 
7.6 
15.1 

1 1 
7 
14 
13 
12 

4  47 

10.71 
5.03 
2.83 
3.36 
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2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

M(Bi5 

Al  1 A  DTCD 

MUiN  ina 

ni  1  A  DTTD 

MUN  ino 

FROM 

UUAKItK 

UUAKItK 

1 2  MONTHS 

EARNINGS 

EAItcs 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

ENDING 

RATIO 

I 

Smii 

% 

SMII. 

% 

SMIL 

% 

SMIL 

\ 

6O0 

7-24 

S 

USF&G 

900  0 

-1 5 

18410 

- 1  4 

7  0 

1  1  0 

0  8 

-Q  A 

NM 

-( 

USLife 

389  8 

13 

750.8 

14 

19.7 

10 

37.3 

1  1 

5.1 

5.2 

8  0 

10 

Zenith  National  Insurance 

136.0 

1 

266.4 

-1 

8.2 

-25 

17.8 

-22 

6.1 

8.1 

13.1 

9 

(c)  SAVINGS  &  LOAN 

GROUP  COMPOSITE 

3360.6 

-17 

6799.0 

-17 

263.8 

35 

444.4 

12 

7.8 

4.8 

6.7 

14 

1 

Ahmanson  (rl.  r. ) 

929.7** 

-22 

1 896.9 

-22 

67. 1 

1 0 

90. 1 

-23 

7.2 

5.1 

7 .7 

10 

ColFed 

327.2** 

-30 

695  7 

-29 

-23.2 

NM 

-26.1 

NM 

NM 

NM 

-\7y 

NM 

Coast  Savings  Financial 

159.8** 

-35 

332.3 

-32 

6.7 

-69 

9.6 

-61 

4.2 

8.8 

8  9 

5 

Dime  Savings  Bank  of  N.Y. 

206.6 

-16 

410.5 

-17 

8.6 

NM 

16.6 

NM 

4.1 

NM 

-67.6 

NM 

Golden  West  Financial 

514  2 

-8 

1044.8 

-7 

73.9 

20 

143.9 

26 

14  4 

111 

17.7 

10 

Great  Western  Financial 

850.9** 

-16 

1728  3 

-16 

69.0 

-14 

1  19.5 

-20 

8.1 

7  9 

118 

8 

Metropolitan  Financial 

169  3 

35 

283  4 

16 

38.0 

207 

44  6 

105 

22  4 

9  9 

19.7 

4 

Standard  Federal  Bank 

203  0** 

-6 

407.2 

-7 

23  6 

53 

46.0 

60 

116 

7  2 

14.7 

8 
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1/  lO^.  1 

1  1 

ftOOC9  A 

a 
O 

U./ 

nm 

4  O 
2.0 

71 

09 

(a)BUSINESS  MACHINES  &  SERVICES 

GROUP  COMPOSITE 

3916.1 

19 

7758.3 

18 

188.0 

6 

372.9 

15 

4.8 

5.4 

15.5 

18 

Bell  &  Howell 

1 57  9 

6 

310.1 

3 

-16 

NM 

-3.5 

NM 

NM 

NM 

-36. 1 

NA 

CompuCom  Systems 

1  74.7 

55 

333.7 

65 

1.3 

29 

2.4 

48 

0.7 

0.9 

16.3 

9 

cue  International  (11) 

174.7** 

14 

344.7 

14 

12  5 

40 

8.8 

-49 

7.1 

5.8 

91.4 

44 

Deluxe 

363  9 

5 

749.2 

5 

47,6 

10 

96.5 

14 

13.1 

12.5 

24.7 

19 

Diebold 

1 34.7 

1 1 

256.2 

9 

8  7 

31 

15  0 

27 

6  4 

5.4 

1 0  2 

1 8 

ElectroCom  Automation 

1 25.6 

66 

217.1 

56 

7  1 

59 

1 3.0 

74 

5.6 

5  9 

1  1 0. 1 

24 

HON  Industries 

163.8 

22 

322.4 

16 

8.8 

73 

15.9 

47 

5.4 

3.8 

25.0 

17 

Intelligent  Electronics  (11) 

662.5 

57 

1353.6 

59 

6  8 

-34 

17.4 

-15 

1.0 

2.4 

1  1,7 

1  1 

254.5 

24 

487.0 

24 

1  5 

1 34 

2  8 

2 1 5 

0.6 

0.3 

8  5 

9 

Miller  (Herman)  (7) 

215.1 

5 

41 4.0 

0 

-15  0 

NM 

-10  8 

NM 

NM 

3.4 

-1 ,2 

NM 

-Cl 

Pitney  Bowes 

833.9 

4 

1645.4 

2 

77.7 

15 

148.8 

10 

9.3 

8.4 

16.7 

17 

Reynolds  &  Reynolds  (3) 

159.8 

7 

329.4 

3 

9.7 

70 

19.7 

73 

6.1 

3.8 

13.2 

14 

1 73  1 

Q 

341  4 

9  4 

36 

1 8.2 

41 

5.5 

4  0 

1 1  2 

1 3 

m 

Tf^rh  Data  M  U 

201 .8 

60 

402  1 

62 

3.9 

95 

8.0 

92 

1  9 

16 

1 4.0 

1 8 

Wallace  Computer  Services  (5) 

120.2 

9 

252  4 

9 

9  7 

1  1 

20.6 

12 

8.0 

7.9 

10.7 

14 

1 

(b)COMPUTERS  &  PERIPHERALS 

GROUP  COMPOSITE 

39200.1 

8 

74271.0 

6 

-276.1 

NM 

765.0 

NM 

NM 

NM 

0.1 

NM 

0 

AM  International  (5) 

148.2 

_3  \ 

308  7 

-27 

-15  0 

-2 1  6 

- 1 6  7 

Amdahl 

693-0 

54 

1 1 90  9 

33 

1 6  9 

1 67 

2 1  3 

20 

2  4 

1  4 

0  6 

NM 

Apple  Computer  (3) 

1740.2 

1 4 

3456  2 

]  ] 

1317 

266  7 

242 

7  6 

24  6 

]  ] 

t 

AST  Research  (6j 

266.3 

26 

507.8 

30 

1  8.6 

-8 

35.4 

-4 

7.0 

9.6 

18  9 

Ceridian 

195.7 

c 
O 

40 1  9 

c 

J 

-69  9 

-49  0 

9  1 

-16  9 

Compaq  Computer 

827.0 

1 5 

1610  0 

-Cj 

29  0 

43 

74  3 

-45 

3  5 

2  8 

3  6 

35 

Conner  Peripherals 

551.3 

JO 

ooo  ^ 

ZO 

46  0 

1  A 
1  A 

O.J 

A  A 
O.O 

1  "5  7 

1  J./ 

1  9 

1  / 

Cray  Research 

185.0 

-6 

350.1 

3 

1  3 

-94 

5.1 

-80 

0.7 

10.2 

1 2.3 

7 

Data  General  (3) 

259.2 

1 4 

D  Jo.U 

—  1 4 

- 1  1  7 
1  1  .  / 

NM 

-AT  (\ 

NM 

1  1  fi 

1  1  .  o 

— o  o 

7.7 

NM 

1 

Dell  Computer  (11) 

366.1 

1  no 
1  \jy 

A    1  o 
00  1  V 

O  1 

y  1 

1  O  Q 

1  y .  0 

97 

JO. A 

Oo 

5  8 

20  7 

1  J 

Digital  Equipment  (6) 

3905.8 

-1 

7158.3 

-4 

-1855.1 

NM 

-2200.2 

NM 

NM 

NM 

-46.8 

NM 

-1£ 

Dynotech  (9) 

121.8 

4 

244.1 

6 

1.4 

-25 

4  6 

1  1 

1.1 

1.6 

8.2 

12 

Everex  Systems  (5) 

140  0 

28 

273,1 

35 

2  4 

NM 

3.6 

NM 

1.7 

NM 

-28.0 

NM 

Hewlett-Packard  (2) 

4183.0 

12 

8046  0 

13 

326  0 

40 

632.0 

44 

7  8 

6.2 

12  2 

19 

Intergraph 

288.7 

-4 

566  0 

-4 

2  9 

-86 

5  9 

-85 

1.0 

6.7 

4.9 

19 

( 

International  Business  Machines 

16224.0 

10 

30261.0 

7 

714.0 

467 

1309.0 

92 

4.4 

0  9 

0  1 

NM 

( 

Maxtor  (9| 

337.2 

15 

629  2 

22 

28.5 

23 

51.7 

NM 

8.5 

7.9 

29.8 

16 

C 

Quantum  (9) 

368  5 

47 

714.0 

32 

21.5 

73 

38.7 

19 

5  8 

5  0 

18  1 

1  1 

Seagate  Technology  (6) 

780.2 

15 

1560  1 

15 

59  3 

NM 

100.0 

289 

7.6 

0  1 

8  0 

16 

C 

Storage  Technology 

386.4 

7 

720  1 

0 

6  6 

-65 

19.1 

-41 

1.7 

5.2 

8  8 

19 

1 

Tandem  Computers  (3) 

503.2 

5 

1006  1 

4 

17  4 

139 

26  2 

4 

3  5 

1.5 

-5.6 

NM 

-C 

3Com  (7) 

121.7 

31 

224.0 

21 

4  9 

49 

-0.5 

NM 

4.0 

3.5 

2  1 

83 

c 

Unisys 

2088  5** 

-5 

4098  0 

-4 

88.4 

NM 

136.7 

NM 

4.2 

NM 

3.4 

90 

c 

Xerox 

4519.0** 

2 

8768  0 

1 

139.0 

10 

267.0 

10 

3.1 

2  8 

8  6 

18 

(c)  COMPUTER  SOFTWARE  &  SERVICES 

GROUP  COMPOSITE 

4065.8 

31 

7922.6 

27 

418.7 

72 

751.4 

45 

10.3 

7.8 

20.4 

29 

1 

Comdisco  (3) 

561.0** 

9 

1095.0 

0 

17.C 

-  1 1 

-18.0 

NM 

3.0 

3  7 

3.4 

29 

c 

Computer  Associates  International  (9)  367.5 

28 

837.3 

29 

19  3 

45 

77.0 

47 

5  2 

4  6 

17  1 

13 

1 

Computer  Sciences  (9) 

605.1 

33 

1250  0 

34 

16  1 

12 

39.8 

12 

2.7 

3.1 

1  1,5 

14 

it 

First  Data 

293.4 

27 

575.6 

28 

31.4 

24 

61.4 

21 

10.7 

1 1.0 

22  3 

21 

1 

Gtech  (10) 

120.5 

54 

224.7 

46 

12  8 

275 

16,3 

921 

10.7 

4.4 

54  4 

NA 

Lotus  Development 

220.3 

18 

447.4 

24 

14  9 

62 

35  7 

126 

6  8 

4  9 

16,4 

13 

1 

Microsoft  (6) 

815.4 

55 

1496.3 

48 

210.1 

52 

388.9 

48 

25.8 

26  3 

32  3 

30 

2 

Novell  (2) 

225.0 

50 

430.0 

51 

61.3 

60 

1 13.5 

65 

27  3 

25.6 

27.4 

39 

1 

Oracle  Systems  (7) 

360.2 

25 

649  8 

17 

28  8 

420 

45.5 

159 

8.0 

1.9 

14.1 

44 

c 

Safeguard  Scientifics 

203.9 

47 

393  6 

56 

3.0 

-2 

5  9 

-21 

1  4 

2  2 

10.4 

7 

1 

Western  Digital  (6) 

293.5 

16 

522.9 

5 

4.1 

NM 

-14.5 

NM 

14 

NM 

-64.9 

NM 

-2 
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2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

ENDING 

RATIO 

PER 

SMIL 

SMIL 

SMIL 

SMIL, 

% 

6-30 

724 

SHARE 

APER  &  FOREST  PRODUCTS 

DUSTRY  COMPOSITE 

21123.0 

5 

41334.3 

5 

508.2 

-4 

927.4 

-8 

2.4 

2.6 

3.1 

45 

0.75 

•REST  PRODUCTS 

AUD  COMPOSITE 

7578.2 

3 

14721.5 

4 

112.3 

3 

220.8 

79 

1.5 

1.4 

-0.9 

NM 

-0.20 

■ise  Cascade 

922.2 

-6 

1876.1 

-5 

-45  0 

NM 

-87.8 

NM 

NM 

NM 

-12,7 

NM 

-3  65 

■orgia-Pacific 

3046.0 

2 

5876  0 

2 

0.0 

NM 

5.0 

-74 

0.0 

1.0 

-3.4 

NM 

-1.08 

uisiana-Pacific 

539 J 

1 1 

1014.6 

20 

44.1 

51 

80,1 

289 

8.2 

6.0 

9  4 

21 

2.13 

ipe  &  Taibot 

129  8 

-1 

256.9 

-2 

-4.3 

NM 

-4,2 

NM 

NM 

1,4 

-7  2 

NM 

-1,14 

eyerhaeuser 

2349.0 

2 

4544  7 

4 

92.9 

44 

179  5 

60 

4,0 

2  8 

-1,0 

NM 

-0  18 

illamette  Industries 

592.1 

20 

1 153.2 

21 

24.5 

112 

48  3 

184 

4.1 

2,3 

7,6 

25 

1,48 

iPER 

OUP  COMPOSITE 

13544.8 

6 

26612.8 

5 

395.9 

-7 

706.6 

-20 

2.9 

3.3 

4.6 

29 

1.16 

•water 

355  9 

9 

728  8 

12 

-24,4 

NM 

-54.1 

NM 

NM 

6,2 

-5,4 

NM 

-1 ,36 

ompion  International 

1229,6 

4 

2429  8 

4 

5,1 

13 

1,5 

-92 

0,4 

0,4 

0,1 

NM 

-0,05 

esopeake 

229  3 

5 

439.4 

5 

4.3 

79 

6,8 

39 

1,9 

1,1 

5,5 

30 

0,81 

nsolidated  Papers 

221.7 

0 

439.0 

-3 

15.1 

-38 

29.6 

-41 

6,8 

11,1 

7,6 

24 

1.63 

rt  Howard 

281.6 

-4 

557.9 

-1 

-12.5 

NM 

-29  9 

NM 

NM 

NM 

MM 

NA 

-14.77 

atfelter  (P.  H.) 

138.9 

3 

277.6 

-2 

15.4 

-12 

30,4 

-20 

11,1 

13,0 

15  3 

15 

1.52 

'emotional  Paper 

3400.0 

9 

6756  0 

9 

1 14.0 

14 

218,0 

-4 

3,4 

3,2 

6,1 

19 

3.35 

mes  River  Corp.  of  Virginia 

1236  6 

6 

2373.0 

1 

15.6 

-3) 

4.9 

-92 

1.3 

1.9 

0,2 

NM 

-0.04 

mberly-Clark 

1748  6 

4 

3488.3 

4 

138.1 

12 

274.5 

13 

7.9 

7.3 

21,2 

16 

3  37 

anville 

555  3 

7 

1052.3 

7 

15.4 

603 

24.7 

72 

2.8 

0.4 

-15,3 

NM 

-0.32 

1225  4 

4 

2313  6 

2 

-34.7 

NM 

-170 

NM 

NM 

1,6 

1,8 

85 

0.45 

tiatch 

328  4 

4 

662.9 

9 

34.7 

195 

50.6 

136 

10.6 

3,7 

9.0 

14 

2.92 

cstt  Paper 

1221  2 

7 

2421.3 

4 

46.6 

53 

91.8 

54 

3.8 

2,7 

-1.9 

NM 

-0.52 

lion  Camp 

778  8 

7 

1539.7 

6 

22.7 

-24 

7.4 

-90 

2.9 

4,1 

3  2 

50 

0  87 

estvaco  (2) 

593.4 

6 

1 133  2 

0 

40  4 

13 

67,5 

29 

6.8 

6.4 

8,8 

16 

2.32 

JBLISHING  &  BROADCASTING 

tUSTRY  COMPOSITE 

13089.3 

5 

25511.8 

5 

791.9 

19 

1217.2 

28 

6.1 

5.3 

5.5 

47 

1.09 

OASCASTINO 

OUP  COMPOSITE 

2944.3 

6 

5803.1 

7 

244.1 

26 

322.6 

25 

8.3 

7.0 

7.1 

47 

1.50 

pital  Cities/ABC 

1391.3 

2 

2486.7 

-5 

147.5 

15 

189.3 

2 

10.6 

9  4 

10,2 

19 

22.59 

S 

780.6 

10 

1863  2 

27 

70.1 

39 

88.7 

45 

9,0 

7,1 

-20  9 

NM 

-4.75 

lylord  Entertainment 

178.5 

6 

302  7 

6 

1 1.9 

451 

9.1 

NM 

6,6 

1,3 

9,5 

63 

0.48 

;ltimedia 

142.8 

6 

268.9 

6 

15.8 

10 

26.2 

12 

11,1 

10.7 

NM 

20 

1.37 

acorn 

451.1 

9 

881.6 

7 

-1.1 

NM 

9.4 

NM 

NM 

NM 

-4.5 

nm' 

-0,27 

IBLISHING 


OUP  COMPOSITE 

10145.0 

4 

19708.7 

4 

547.7 

16 

894.5 

29 

5.4 

4.8 

5.1 

47 

1.00 

to  (A.  H.) 

134,2 

20 

248.9 

21 

12.5 

92 

18.9 

313 

9.3 

5  8 

10,5 

33 

1.36 

mmercc  Clearing  House 

160.9 

-7 

364.9 

-7 

-29.8 

NM 

-10.7 

NM 

NM 

3.4 

-4,8 

NM 

-0.32 

iw  Jones 

4675 

6 

903.6 

5 

43.5 

25 

71,9 

36 

9.3 

7  8 

6.3 

36 

0.90 

in  &  Bradstreet 

1 163.7 

0 

2272.1 

-1 

128.8 

8 

227,0 

4 

11.1 

10.2 

24.5 

20 

2.89 

innett 

892.1 

2 

1685.3 

1 

98.7 

4 

154.2 

6 

11.1 

10.9 

19.9 

21 

2.17 

lughton  Mifflin 

125.7 

-1 

177.8 

0 

117 

-6 

-2.3 

NM 

9,3 

9  8 

12  5 

15 

1,81 

light-Ridder 

590.5 

3 

1 146.0 

2 

46.1 

1 1 

71,1 

24 

7,8 

7,2 

12.3 

23 

2.70 

:Graw-Hill 

484.3 

6 

939.1 

6 

38.6 

1 1 

52,8 

1 1 

8.0 

7,6 

15.3 

18 

3.14 

idia  General 

147.1 

-2 

288  8 

-2 

6.4 

24 

9.1 

21 

4,3 

3,4 

-30,0 

NM 

-2.33 

iW  York  Times 

448.0 

2 

888.5 

4 

15.2 

185 

29,2 

179 

3,4 

12 

6,1 

33 

0.85 

fiolastic  (7) 

141,8 

17 

261  4 

18 

4.6 

-25 

8,3 

-5 

3,3 

5  0 

12  2 

29 

1.08 

ripps  (E.W.) 

326  5 

0 

640,1 

2 

22.6 

13 

38,3 

54 

6,9 

6,1 

1 1,4 

25 

1.04 

ne  Warner 

3096  0 

9 

6103.0 

7 

9.0 

NM 

12,0 

NM 

0  3 

NM 

-74 

NM 

-7.02 

nes  Mirror 

91  1,4 

1 

1779,3 

1 

47.2 

54 

83  8 

55 

5,2 

3  4 

5  9 

39 

0  87 

bune 

556,8 

3 

1028,1 

2 

44  8 

-17 

60  2 

-20 

8.0 

9,9 

216 

24 

1  71 

ashington  Post 

376.9 

6 

706.0 

5 

45  8 

34 

65,4 

41 

12,1 

9  5 

15,0 

19 

1 1.61 

sstern  Publishing  Group  (11) 

121.5" 

23 

276.0 

23 

2.1 

NM 

5.3 

NM 

1.8 

NM 

8,5 

22 

0.82 

ERVICE  INDUSTRIES 

aUSTRY  COMPOSITE 

18588.8 

10 

36240.6 

10 

898.8 

46 

1507.0 

35 

4.8 

3.7 

12.9 

23 

1.16 

INSTRUCTION  &  ENGINEERING 

OUP  COMPOSITE 

4734.2 

-2 

9279.7 

-2 

84.1 

13 

156.5 

58 

1.8 

1.5 

12.5 

17 

1.50 

>ogee  Enterprises  (10) 

130.9 

-2 

273.2 

-3 

0.3 

-88 

1.9 

-68 

0.2 

2,0 

5,4 

20 

0.45 

tier  Mfg. 

120.9 

10 

218  6 

3 

0.1 

NM 

-3.1 

NM 

0.1 

NM 

-27,4 

NM 

-2.29 

i&G 

695  8 

5 

1350,6 

4 

21  8 

12 

39  8 

1  1 

3.1 

2,9 

19  9 

15 

1.53 

lOr  (2) 

1574.6 

-7 

3171,1 

-8 

32.4 

8 

61,2 

10 

2.1 

1.8 

14,5 

19 

2.03 

ster  Wheeler 

588,1" 

18 

1083,7 

10 

13.5 

13 

24.8 

15 

2.3 

2.4 

8  8 

19 

1.31 

cobs  Engineering  Group  (3) 

283  4 

7 

553.5 

2 

6.3 

20 

14,4 

40 

2.2 

2.0 

20  7 

22 

1.07 

cDermott  International  (9) 

826  6 

-15 

1616,7 

-9 

3.3 

NM 

4,6 

NM 

0.4 

NM 

12  4 

10 

1  88 

arrison  Knudsen 

514,0" 

8 

1012.3 

9 

6.5 

-30 

12.9 

-29 

1.3 

2.0 

7.7 

20 

1,04 
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COMPANY 

SALES 

PROFITS 

MARGINS 

RETURN  ON 

CUMMUN 

2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2N0 

2ND 

EQUITY 

PRICE- 

MO 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARI 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

ENDING 

RATIO 

[ 

SMIL 

% 

SMIL 

% 

SMIL. 

% 

SMIL 

% 

% 

% 

6-30 

7-24 

SF 

(bllNDUSTRIAL  DISTRIBUTION 

- 

GROUP  COMPOSITE 

4241.8 

13 

8402.7 

13 

170.1 

36 

325.3 

27 

4.0 

3.3 

13.7 

21 

1 

Anthem  Electronics 

122.3 

20 

248.5 

23 

7.1 

27 

14.6 

31 

5.8 

5.5 

15.9 

16 

2 

Arrow  Electronics 

382  0 

64 

760.7 

62 

11.5 

273 

20  8 

246 

3.0 

13 

7.5 

33 

0 

Fisher  Scientific  International 

201  8 

9 

397  6 

1 1 

6.5 

27 

1 1.4 

44 

3  2 

2  7 

8.6 

35 

0 
1 

Genuine  Ports 

926.6 

5 

1799.9 

6 

54.8 

6 

101.6 

7 

5.9 

5  9 

18.7 

16 

Getty  Petroleum  (11) 

238,1 

-11 

521.1 

-17 

-2.8 

NM 

0  4 

NM 

NM 

NM 

-6.9 

NM 

-0 

Grainger  (W.W.) 

606.3 

12 

1138.6 

12 

36.0 

9 

643 

5 

5.9 

6.1 

15.0 

19 

2 

Komon 

188.3** 

-3 

393.8 

1 

4.8 

5 

8.7 

3 

2.5 

2.3 

8.5 

!  1 

0 

Marshall  Industries  (7) 

156  2 

6 

298  8 

4 

6.3 

44 

1 1.2 

38 

4.1 

3.0 

1 1.2 

15 

2 

Office  Depot 

386.8 

28 

820.1 

31 

6.5 

NM 

15.8 

NM 

1 .7 

NM 

9.0 

53 

0 

Premier  Industrial  (7) 

167.8 

2 

324.1 

3 

22.5 

15 

41.0 

16 

13.4 

1 2.0 

24.0 

24 

1 

Staples  (11) 

181.8 

73 

368  0 

87 

1.3 

662 

7.2 

NM 

0.7 

0.2 

6.2 

61 

0 

TBC 

1 54  0 

1 4 

275  8 

1 6 

6  1 

33 

10  3 

29 

3.9 

3.4 

oil 

1  -r 

n 
vj 

United  Stationers  (4) 

255  3 

8 

515.7 

7 

3.6 

68 

7.1 

58 

1 .4 

0.9 

6.8 

15 

0 

Willcox  &  Gibbs 

151.6 

3 

295.6 

1 

2.7 

100 

5.0 

78 

1 .8 

0.9 

3.5 

36 

0 

Wyle  Laboratories  (11) 

122.7 

7 

244.3 

7 

3.2 

-8 

6.0 

-1  1 

2.6 

3.1 

7.9 

16 

0 

(c)  POLLUTION  CONTROL 

GROUP  COMPOSITE 

3779.3 

13 

7303.7 

12 

431.1 

76 

695.6 

41 

11.4 

7.3 

13.4 

28 

0 

Air  &  Water  Technologies  (2) 

173.1 

7 

327  4 

2 

-0.3 

NM 

-0.2 

NM 

NM 

NM 

0.1 

NM 

0 

Browning-Ferris  Industries  (3) 

836  4 

4 

1618.4 

3 

46  5 

-21 

85.1 

-27 

5  6 

7.3 

1.2 

NM 

0 

Chemical  Waste  Management 

397.3 

16 

770  6 

19 

52.4 

67 

82,3 

49 

1 3.2 

9. 1 

13.4 

27 

0 

ICF  International  (10) 

197.3 

29 

392.0 

19 

3.0 

NM 

6.8 

NM 

1 .5 

NM 

-24.5 

NM 

-0 

^Vaste  Management 

2175.2 

16 

4195.3 

16 

329.5 

59 

521 .6 

40 

15.2 

11.0 

1 7.8 

23 

1  T 

(d) PRINTING  a  ADVERTISING 

GROUP  COMPOSITE 

2200.9 

13 

4183.8 

11 

135.6 

21 

197.5 

18 

6.2 

5.8 

14.7 

19 

2 

Advo-System  (3) 

209.3 

12 

391.9 

12 

7.7 

11 

8.3 

-3 

3.7 

3  7 

22.4 

21 

1 

Banta 

151.8 

12 

304.3 

11 

8.6 

22 

15.9 

30 

5.7 

5  2 

13.6 

14 

2 

Donnelley  (R.  R.)  &  Sons 

1006.9 

9 

1945.0 

8 

53.7 

24 

89.2 

21 

5  3 

4  7 

12.7 

20 

2 

Interpublic  Group 

485.3** 

21 

886.1 

1 8 

43.2 

19 

52.9 

20 

8.9 

9.1 

1 8.3 

20 

Omnicom  Group 

347.6 

15 

656.4 

12 

22.4 

20 

31.3 

7 

6.4 

6.2 

18.1 

16 

2 

(e)OTHER  SERVICES 

GROUP  COMPOSITE 

3632.7 

23 

7070.6 

20 

77.9 

31 

132.0 

38 

2*1 

9.0 

29 

0 

Adia  Services 

177  6** 

1 1 

342.3 

9 

3.0 

55 

4.1 

25 

17 

12 

4.8 

21 

c 

American  Building  Maintenance  (2)  1914 

6 

374  0 

4 

2.8 

13 

5.0 

14 

1 .5 

1 .4 

12.4 

24 

1 

CDI 

214.3 

16 

418.5 

10 

0.8 

NM 

1.5 

NM 

0.4 

NM 

-1.8 

NM 

-c 

Hondleman  (8) 

268.3 

91 

574.6 

70 

9.9 

284 

21.9 

222 

3.7 

1.8 

15.7 

1  1 

1 

InaCom 

253.2 

108 

497.7 

111 

2.4 

186 

4.1 

99 

0.9 

0.7 

5.9 

18 

c 

Kelly  Services 

415.7 

20 

793  1 

17 

8  5 

-12 

14.7 

-19 

2.0 

2  8 

9  9 

24 

1 

Manpower 

769.7 

14 

1460.5 

8 

-10.0 

NM 

-28.2 

NM 

NM 

NM 

-23.5 

NM 

-c 

Mid  Atlantic  Medical  Services 

142  4 

50 

277  8 

53 

1.6 

63 

5.1 

33 

]  ] 

1  0 

38.4 

15 

c 

Olsten 

235.3** 

13 

454.2 

12 

4.8 

39 

8.4 

40 

2.1 

1.7 

14.7 

26 

1 

Pinkerton's 

162  5 

14 

321  9 

14 

1.3 

-53 

2  5 

-41 

0.8 

1.9 

9.7 

1 1 

1 

Rollins 

150  2 

1 1 

267  7 

1 1 

16  4 

20 

215 

22 

109 

10.0 

29.4 

19 

1 

Safety-Kleen 

184.1 

16 

358.0 

15 

14.5 

1  1 

26.6 

9 

7.9 

8.2 

1 1.2 

31 

c 

Service  Corp.  International 

187  1 

20 

387.8 

25 

19.9 

22 

45.0 

29 

10.6 

10.4 

13.0 

15 

1 

Volt  Information  Sciences  (2) 

128.2 

12 

2404 

8 

0  1 

-97 

-3.8 

NM 

0  1 

3  4 

-4.7 

NM 

-c 

Wackenhut 

152.7 

9 

302  3 

6 

1.9 

1 

3.6 

5 

1,3 

1.4 

18.0 

14 

2 

22  TELECOMMUNICATIONS 

INDUSTRT  COMPOSITE 

48965.7 

3 

96484.3 

3 

4099.7 

12 

8056.5 

18 

8.4 

7.7 

10.8 

22 

1 

(a)EQUIPMENT  &  SERVICES 

GROUP  COMPOSITE 

21729.0 

3 

42722.6 

2 

1130.0 

13 

2123.9 

19 

5.2 

4.7 

5.1 

66 

0 

American  Telephone  &  Telegraph 

15845.0 

1 

31220.0 

1 

961.0 

4 

1844.0 

9 

6,1 

5  9 

4.1 

91 

c 

Communications  Satellite 

133.2 

4 

261.1 

3 

16.9 

-1  1 

32  4 

-12 

12,7 

14.8 

11.1 

12 

DSC  Communications 

128.5 

10 

231.2 

-8 

2.0 

NM 

-8  4 

NM 

1.6 

NM 

-57.8 

NM 

LIN  Broadcasting  t 

142.9 

19 

266.8 

21 

-19.2 

NM 

-56.4 

NM 

NM 

NM 

NM 

NM 

McCaw  Cellular  Communications 

426  4 

25 

801.1 

26 

-85  6 

NM 

-204  4 

NM 

NM 

NM 

-15  5 

NM 

MCI  Communications 

26060 

1 1 

51 19.0 

10 

149.0 

9 

290.0 

9 

5.7 

5.8 

17  2 

16 

3  tec 

Pacific  Telecom 

169.7 

-6 

335.9 

-7 

119 

-34 

33.0 

-9 

7.0 

10.0 

14.2 

1  1 

Sprint 

2277.3 

3 

4487.3 

3 

94.0 

6 

193.9 

12 

4.1 

4.0 

14  8 

13 

(b)TELEPHONE  COMPANIES 

—  r 

GROUP  COMPOSITE 

27236.7 

3 

53761.8 

3 

2969.7 

12 

5932.6 

18 

10.9 

10.0 

12.5 

17 

2.V. 

Alltel 

512.5 

10 

1010.9 

12 

56.4 

18 

105.2 

9 

1 1.0 

10.3 

16.6 

17 

Ameritech 

2805  9 

2 

5496  7 

2 

343.0 

13 

6800 

16 

12.2 

11.1 

15.2 

14 

t ,,- 

Bell  Atlantic 

3149.0 

1 

6225  8 

1 

314.9 

-3 

661  8 

2 

10.0 

10.4 

16.3 

15 

BellSouth 

3816.8 

7 

7555.5 

6 

458.5 

26 

919.4 

20 

12.0 

10.2 

12.2 

15 

Cente:' 

292.7 

-2 

5870 

0 

54.8 

3 

64  2 

1 1 

18.7 

17.7 

10.1 

21 

1  telo 

Cincinr  ati  Bell 

275.4 

7 

573.3 

8 

1 1.4 

NM 

25  9 

239 

4.1 

NM 

9.6 

18 

GTE 

5063  0 

4 

9886.0 

4 

446.0 

13 

873.0 

48 

8.8 

8.1 

16.2 

17 

Nynex 

3284  1 

-2 

6522  0 

-3 

331.1 

14 

667.3 

19 

10  1 

8.7 

76 

23 

Pacific  Tele^is  Group 

2498.0 

-1 

4972.0 

1 

282.0 

-1 1 

613.0 

5 

1 1.3 

12  5 

13  0 

16 

Rochester  Telephone 

195.8 

19 

387.5 

19 

15.8 

-43 

31.0 

-24 

8.1 

17.0 

1 1.0 

16 
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CORPORATE  SCORH 


THIS    IS    THE  INNOVATION 


THAT    SET    THE  STANDARD 


THAT'S    PART    OF    THE  HERITAGE 


FHAT    CREATED    THE    NEW  COMPANY 


THAT'S    MAKING    ITS  MARK 


BY    HELPING  YOU 


MAKE  YOURS 


A  brand  new  company  with  50  years  of  experience, 
two-billion-dollar  company  with  all  the  spirit  of  a  start- 
.  This  is  Lexmark  International. 

Created  in  1991  from  a  division  of  IBM,  Lexmark 
lerited  a  half-century  of  product  leadership  and  innova- 
in. Today,  we're  an  independent,  worldwide  company, 
structured  to  respond  more  quickly  to  customer  needs, 
iplementing  new  development  processes  to  bring  prod- 
ts  to  market  faster.  And  dedicating  ourselves  to  one 
ia:  everything  we  make,  from  award-winning  IBM 
iserPrinters  and  typewriters  to  IBM  office-equipment 


supplies,  will  excel  at  letting  you  make  your  mark  on 
the  world. 

To  learn  more  about  Lexmark,  call  us  at 
1  800  358-5835,  ext.  222. 


Lexm^vrk 


Make  Your  Mark 


\/l  IS  a  registered  trademark  of  International  Business  Machines  Corporation  in  the  U  S  and/or  other  countries,  and  is  used  under  license  Lexmark  is  a  trademark  of  Lexmark  International.  Inc  ©  1992  Lexmark  International.  Inc. 


COMPANY  SAtES   PROFITS 


MARGINS       RETURN  ON 
COMMON 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MON 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARN 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

ENDING 

RATIO 

Pl 

SMIL 

SMIL 

SMIL 

SMIL. 

MO 

7-24 

sh] 

Southern  New  England  Teletomms.  4115** 

0 

816  2 

1 

41.7 

150 

81. 8. 

51 

10.1 

4.1 

12.8 

13 

2. 

Southwestern  Bell 

2388  6 

7 

4675.7 

7 

304.5 

20 

566.1 

19 

12.7 

1  1.3 

14.0 

16 

4. 

US  West 

2543,3 

2 

5053.1 

2 

309.5 

12 

643.9 

14 

12.2 

11.1 

6.5 

25 

1. 

23  TRANSPORTATION  | 

INDUSTRY  COMPOSITE 

29115.9 

5 

57532.9 

7 

-76.6 

NM 

109.3 

NM 

NM 

1.2 

-3.1 

NM 

-0.1 

{a)AIRLINES 

CROUP  COMPOSITE 

11947.3 

9 

23524.2 

14 

-520.5 

NM 

-809.6 

NM 

NM 

0.4 

-14.4 

NM 

-4.1 

Alaska  Air  Group 

277.1 

0 

535,4 

2 

-17.8 

NM 

-33  5 

NM 

NM 

1.6 

-9.7 

NM 

-1  J 

AMR 

3587.0 

12 

7094.0 

19 

-166.0 

NM 

-146.0 

NM 

NM 

0.3 

-4.7 

NM 

-21 

Delta  Air  Lines  |6) 

2826.0 

12 

5640.6 

17 

-180  2 

NM 

-331.8 

NM 

NM 

0.8 

-31.6 

NM 

-loJ 

Southwest  Airlines 

416.8 

28 

790  7 

30 

23.5 

122 

37.0 

NM 

5.6 

3.3 

7  9 

31 

oj 

UAL 

3140.4 

6 

61 12.4 

1 1 

-95  1 

NM 

-187.4 

NM 

NM 

18 

-26.4 

NM 

-171 

USAir  Group 

1699.9 

2 

3351  2 

3 

-84  9 

NM 

-147.9 

NM 

NM 

NM 

-27.1 

NM 

-6J 

(b)  RAILROADS 

GROUP  COMPOSITE 

820S.3 

3 

16290.7 

3 

215.0 

118 

749.8 

69 

2.6 

1.2 

-0.7 

NM 

-oJ 

Burlington  Northern 

1091.0 

1 

2276  0 

3 

36.0 

NM 

1  16.0 

NM 

3.3 

NM 

18  5 

13 

2J 

Chicago  &  North  Western 

240.0 

0 

482  5 

-1 

11.6 

314 

16.6 

233 

4.8 

1.2 

NM 

NM 

-4] 

Consolidated  Rail 

843.0 

4 

1641.0 

5 

77  0 

5 

1  15.0 

26 

9.1 

9.0 

-7.8 

NM 

-4] 

CSX 

2189.0 

3 

4275  0 

3 

-322  0 

NM 

-260.0 

NM 

NM 

5.4 

-17.7 

NM 

-5] 

Illinois  Central 

129.9 

-1 

268.6 

0 

16.9 

23 

38.0 

31 

13.0 

10.4 

24  7 

1  1 

1 J 

Kansas  City  Southern  Industries 

177.8** 

19 

352  9 

21 

15.8 

56 

30.4 

54 

8  9 

6.7 

13  3 

14 

2] 

Norfolk  Southern 

1 147.0** 

3 

2245.2 

3 

145,0 

8 

283.7 

21 

12.6 

12,0 

1.9 

90 

0] 

Santa  Fe  Pacific 

605.6 

6 

1222  5 

8 

28.7 

67 

59.1 

71 

4.7 

3,0 

1 1.0 

18 

0] 

Union  Pacific 

1782.0 

2 

3327.0 

1 

206  0 

35 

351,0 

23 

1  1.6 

00 

3.0 

82 

ol 

(c)  TRANSPORTATION  SERVICES 

GROUP  COMPOSITE 

4409.5 

1 

8666.6 

1 

91.2 

12 

-65.5 

NM 

2.1 

1.9 

1.5 

93 

0.1 

....     -  _  ^ 

Airborne  Freight 

359.9 

6 

71 9.8 

9 

-3,5 

NM 

-2.4 

NM 

NM 

3,0 

3.5 

26 

ol 

Federal  Express  [7) 

1 891  3 

_] 

3780  9 

_  ] 

35  8 

1  6 

- 1 57  5 

1  9 

16 

-7  4 

-2I 

PHH  (81 

493.9 

-9 

976.0 

-5 

14.9 

18 

28.2 

15 

3.0 

2.3 

12.1 

12 

21 

Ryder  System 

1327.2 

3 

2565.7 

3 

37.6 

74 

55.0 

183 

2  8 

1.7 

7.0 

20 

ll 

Trinity  Industries  (9) 

3372 

12 

624  2 

4 

6,4 

8 

1 1.3 

10 

19 

2.0 

6.5 

29 

11 

(d)TRUCKING  &  SHIPPING 

GROUP  COMPOSITE 

4553.8 

4 

9051.4 

5 

137.7 

29 

234.6 

62 

3.0 

2.4 

7.8 

15 

lJ 

Alexander  &  Baldwin 

183.0** 

-4 

353.1 

0 

22.2 

-1  1 

38.6 

1 

12.1 

13.1 

12.5 

1 1 

2I 

American  President 

583.9** 

6 

1244.3 

6 

26  2 

124 

44.0 

113 

4.5 

2  1 

19  3 

8 

5I 

Arkansas  Best 

241  7 

10 

470  8 

10 

4.3 

173 

8.1 

NM 

1.8 

0,7 

1  1.3 

8 

ll 

Carolina  Freight 

183.9 

4 

356.0 

4 

0.3 

-85 

-0.3 

NM 

0.2 

1,1 

0,4 

NM 

01 

Consolidated  Freightways 

1002.8 

-1 

1993.4 

-3 

10.7 

NM 

10.9 

NM 

1.1 

NM 

-3  9 

NM 

-ol 

GATX 

259.3** 

7 

491.2 

8 

16.5 

-20 

32.3 

-18 

6.4 

8.5 

10,9 

8 

3I 

Greyhound  Lines 

165.3 

-9 

318.4 

-8 

0.3 

-54 

-9.4 

NM 

0.2 

0.3 

NM 

NA 

Hunt  (J.  B.)  Transport  Services 

223.8 

27 

425.1 

25 

9.8 

31 

16.1 

37 

4.4 

4.3 

15.3 

22 

ol 

Preston 

142.6 

-1 

282.0 

1 

-2  4 

NM 

-2.1 

NM 

NM 

1.3 

-8.0 

NM 

-ll 

Roadway  Services 

803.5 

13 

1606.2 

16 

32.4 

26 

63.1 

42 

4.0 

3.6 

15.4 

15 

3| 

TNT  Freightways 

197.8 

17 

378.8 

17 

7,6 

18 

10.3 

35 

3  8 

3  8 

7.7 

19 

ll 

Yellow  Freight  System 

566  2 

-6 

1 132  2 

-2 

10  0 

-12 

23  0 

37 

1,8 

19 

7.0 

22 

l| 

24  UTILITIES  &  POWER  | 

INDUSTRY  COMPOSITE 

40919.0 

1 

85319.5 

1 

3441.4 

-5 

7693.1 

-1 

8.4 

9.0 

9.7 

16 

1. 

(a) ELECTRIC,  WATER  &  COGENERATION 

GROUP  COMPOSITE 

34465.2 

1 

70850.0 

2 

3330.4 

-5 

7066.0 

-2 

9.7 

10.3 

9.7 

16 

1. 

Allegheny  Power  System 

555.8 

1 

1  178.4 

3 

47,1 

3 

1  19.1 

8 

8.5 

8.4 

1  1.8 

12 

3 

American  Electric  Power 

1 174.0 

-5 

2471  2 

-1 

87.8 

-23 

231.5 

-15 

7  5 

9.3 

10.7 

14 

2 

Atlantic  Energy 

187.4 

2 

385.2 

7 

15.4 

2 

47.8 

79 

8  2 

8  2 

13.7 

1 1 

2 

Baltimore  Gas  &  Electric 

543.2 

-4 

1214.5 

5 

38.0 

-36 

97.3 

-3 

7.0 

10.4 

8.1 

16 

1 

Boston  Edison 

300.6 

2 

644.1 

5 

5.0 

7 

18  8 

43 

1.6 

1.6 

10.6 

13 

2 

Carolina  Power  &  Light 

621.2 

-2 

1279.5 

1 

69.1 

-8 

163.4 

-1 

11.1 

1  1,8 

14.5 

1  1 

4 

Centerlor  Energy 
Central  &  South  West 

581.2 

-10 

1 173.0 

-6 

36.5 

-45 

75.3 

-36 

6.3 

103 

6  9 

12 

1 

763.0 

6 

1448.0 

6 

79.0 

-16 

142.0 

-10 

10.4 

13,1 

12.8 

15 

1 

Central  Maine  Power 

203.8 

0 

450.4 

4 

15.1 

-3 

36  6 

15 

7.4 

7  7 

1 1.6 

12 

1 

Cincinnati  Gas  &  Electric 

334.4 

2 

780.9 

1 

44.1 

18 

111.1 

-9 

13.2 

1  1,4 

10.5 

12 

3 

Cipsco 

168.3 

1 

353.8 

1 

17.8 

6 

31.2 

1 1 

10.6 

10.1 

12.4 

13 

2 

Commonwealth  Edison 

1431.7 

~6 

2854.3 

0 

105.8 

-33 

173.1 

7 

7.4 

10.4 

0  6 

NM 

0 

Commonwealth  Energy  System 

194.4 

-5 

452.3 

-2 

0.9 

154 

21.3 

16 

0.5 

0  2 

6  7 

19 

2 

Delmarva  Power  &  Light 

192.4 

-5 

414  7 

0 

14.3 

-17 

49  0 

25 

7  4 

8  4 

114 

15 

1 

Detroit  Edison 

864.9 

-2 

1760  7 

1 

125.8 

-7 

281.9 

5 

14.5 

15.3 

18.8 

9 

3 

Dominion  Resources 

874.6** 

-3 

1818.9 

1 

72  9 

-29 

179.1 

-19 

8.3 

1 1.3 

10.7 

15 

2 

DPL 

228.6 

1 

521.5 

1 

33  0 

51 

86.6 

3 

14.4 

9  7 

11.1 

15 

1 

DQE 

290.0 

0 

588.1 

2 

33.0 

3 

69.3 

2 

1 1.4 

11.1 

12.4 

12 

2 

Duke  Power 

899.3 

0 

1880.6 

5 

86.9 

-37 

193.3 

-30 

9  7 

15.4 

1  1.0 

16 

2 

Florida  Progress 

51 1.7 

-3 

975  2 

-1 

39.1 

-17 

73.4 

-13 

7.6 

9.0 

10.3 

16 

1 

FPL  Group 

1262  0 

-9 

2355.4 

-8 

1  13.9 

34 

198.7 

19 

9.0 

6.1 

12  0 

15 

2 

General  Public  Utilities 

81 1.4 

0 

1703  8 

4 

51.3 

-30 

133.4 

-12 

6,3 

9  1 

8  4 

15 

1 

Hawaiian  Electric  Industries 

264.3 

1 

523.7 

-4 

17.4 

17 

33  1 

13 

6  6 

5.7 

10.0 

17 

2 

lES  Industries 

148.4 

1 

329.7 

4 

8,8 

17 

19,4 

1  1 

6.0 

5.2 

9  9 

15 

il 

Foofnofes  on  page  65 

80  BUSINESS  WEEK/AUGUST  1  7,  1  992  CORPORATE  SCORE 


GET  $1,000  OR  MORE  IN 
CREDIT  NOW  ON  AN 

INTERNATIONAL  imJCK. 


There  are  quite  a  few  reasons  for  But  if  that's  not  enough,  from  now 
buying  an  International  medium  or     until  September  30,  there's  one  more. 

Just  come  in  and  make 
I  your  best  deal.  Then,  we'll  give 
I  you  a  credit  worth  $1,000  on  a 
I  medium  truck  or  $2,000  on  a 
heavy  truck.  Good  for  free 
our  commitment  to  building  you  a     parts  and  service  Plus  the  credit's  good 
truck  uniquely  suited  to  your  business,     on  any  truck  you  own.  Old  or  new. 


One  more  thing.  Be  sure  to  buy  and 
take  delivery  from  dealer  stock  between 
July  1  and  September  30. 

Call  1-800-44-TRUCK,  or  see  your 
nearest  International  dealer  for  details. 
And  take  part  in  Big  Bonus  Days  while 
they  last. 

4V  INTERNATIONAL 


BIG  BONUS  DAYS. 


COMPANY 


SAtES 


PROFITS 


MARGINS 


RETURN  ON 
COMMON 


CHANGE 

3RD 

3R0 

EQUITY 

PRICE- 

MOI 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

1 2  MONTHS 

EARNINGS 

EARr 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

1992 

1991 

ENDING 

RATIO 

P 

SMIl. 

% 

SMIL 

% 

SMIL 

% 

SMIl 

% 

% 

% 

6-30 

7-24 

5H 

335.5 

2 

719.1 

2 

20.6 

7 

35.5 

26 

6  1 

5  9 

6  0 

2 1 

] 

Ipoico  Ent6rprisGS 

1 50.4 

310.4 

-2 

1 4.3 

-38 

42.3 

-15 

9.5 

1 4.9 

1 2  1 

1  4 

2 

L6&E  Enf^rav 

1 89.4 

394.3 

1 1 

1 8.7 

_2 

34.3 

-22 

9.9 

1 1  9 

1 1  1 

1 4 

2 

Long  Island  Lighting 

580.5 

7 

1278.3 

6 

59.3 

18 

126.0 

-8 

10.2 

9.2 

10.7 

12 

2 

223.2 

499  7 

0 

4.7 

-63 

21.8 

-36 

2.1 

5  3 

8  2 

1 6 

] 

AAontono  Power 

200  5"  • 

1 

470.9 

2 

5.1 

-52 

46.7 

-12 

2  5 

5  3 

1 1  1 

1 4 

] 

499  3 

5 

1 074.0 

2 

32.9 

50 

100.1 

2 

6  6 

4  6 

1 2  3 

1 3 

2 

New  York  State  Electric  &  Gas 

401,9 

8 

891  8 

9 

46.8 

9 

123.2 

6 

1 1.6 

1 1.5 

9.8 

13 

2 

NioQoro  ^ftohowlc  Pov/gt 

88 1 .4 

9 

1915.4 

71 .7 

24 

1 74.2 

4 

8.1 

7. 1 

9.7 

)  3 

] 

Northeast  Utilities 

7)8.7 

1 3 

1 481 .5 

1  1 

76.7 

25 

1 61 .9 

1 5 

10  7 

9  6 

1 3.5 

1 2 

2 

500.2 

0 

1 064.0 

-) 

31.1 

26 

75.4 

~5 

6  2 

4  9 

1  1  4 

1 5 

2 

Ohio  Edison 

565.7 

0 

1 153  4 

-1 

61.6 

-10 

136,6 

-5 

10.9 

12.1 

9.9 

14 

1 

306.3 

-7 

567.6 

-6 

1 7.0 

-49 

13,0 

-72 

5  6 

1 0  2 

1 1  2 

1 4 

2 

^^ron^e  &  Roclcloncl  Utilities 

1 83  9 

1 6 

424  0 

1 7 

7.1 

-2 

1 9  1 

-6 

3.8 

4.6 

1 1 .3 

1 3 

3 

25 1 9  7 

7 

4939.5 

7 

336.4 

1 0 

612  8 

38 

1 3.4 

1 3.0 

1 4  2 

1 3 

2 

Pennsylvania  Power  &  Light 

645  1 

-2 

1401,9 

2 

69.8 

-4 

182,8 

0 

10.8 

11.1 

13.1 

14 

2 

Pnilnn^lnnin  FlArfrir 

rllllUUCIWIIIU  EIC^II  1^ 

903.2 

-6 

1 983,1 

) 

94.3 

-25 

1 82.7 

-32 

1 0  4 

1 3  0 

9  8 

1 5 

] 

Pinnacle  ^Vest  Capital 

412  9 

1  4 

760  2 

9 

46.8 

1 08 

62.9 

75 

1 1 .3 

6.2 

-23  5 

NM 

_3 

Pnrtlfinn  A^n^rnl 
rui  iiuiiu          Id  ui 

1 97. 1 

-1 

434.8 

0 

1 4,7 

77 

44  4 

3 

7.5 

4.2 

-2  8 

-Q 

Potomac  Electric  Power 

360.4 

-4 

691  6 

1 

33.6 

-21 

43.1 

-13 

9.3 

1 1.4 

1  1.2 

16 

1 

PSI  Resources 

258.0 

-7 

530.9 

-6 

20.2 

-29 

47.4 

-26 

7  8 

10.2 

0.5 

NM 

0 

Piinlif  ^^rvir^  f  n    nr  ^nlnmno 

422.5 

g 

949.4 

1 

28.9 

1 37 

75  2 

3 1 

6  9 

3. 1 

1 4.5 

1 0 

2 

Public  Service  Co.  of  New  Mexico 

189.5 

-2 

426,2 

-4 

5.1 

NM 

21.3 

83 

2.7 

NM 

3.2 

22 

0 

Public  Service  Enterprise  Group 

1191.6 

4 

2705,7 

5 

94.6 

-27 

288.2 

-4 

7.9 

1 1.3 

11.3 

12 

2 

Puget  Sound  Power  &  Light 

240.6 

1 1 

520.8 

6 

29  5 

19 

776 

-5 

12.3 

1  1.4 

12.3 

12 

2 

Rochester  Gas  &  Electric 

195.2 

7 

452.9 

6 

-4.6 

NM 

23.8 

-8 

NM 

0.8 

7.9 

16 

1 

San  Diego  Gas  &  Electric 

436.6 

7 

907.9 

6 

41 .5 

-23 

95.9 

-10 

9.5 

1 3.2 

1 3,5 

1 5 

1 

Scana 

255.3 

0 

552.8 

0 

1 8.4 

-29 

54. 1 

-1 8 

7.2 

1 0.2 

1  1 .9 

1 4 

3 

SCEcorp 

1765.5 

4 

3479.9 

3 

167.8 

-6 

335.6 

-7 

9.5 

10.5 

1  1,9 

15 

3 

Southern 

201 1.O 

0 

3818.9 

0 

250.0 

26 

461.7 

28 

12.4 

9.8 

14.0 

12 

■ 

Southwestern  Public  Service  |4) 

1 75.6 

2 

348.6 

3 

2 1 .7 

-10 

42.3 

-12 

1 2.4 

1 4.0 

1  4.4 

1 4 

(b)GAS,  OIL  &  TRANSMISSION 

GROUP  COMPOSITE 

64S3.8 

6 

14469.4 

-1 

111.1 

17 

627.1 

4 

1.7 

1.6 

9.1 

18 

1 

RmnU'lvn  tJnirtn  Gnc  f^) 

1 82  6 

) ) 

615  9 

9 

-5. 1 

NM 

53.3 

-3 

NM 

NM 

8.9 

1 5 

Eastern  Enterprises 

250.3 

10 

606  8 

9 

7  7 

278 

38.6 

30 

3,1 

0.9 

7.2 

16 

] 

El  Pa«o  Natural  Gac 

1 88.4 

7 

362.8 

1 7.3 

-9 

45  7 

-4 

9  2 

10  9 

1 2.9 

NA 

Enron 

3216.8 

6 

6557.0 

-1 

51.4 

37 

167.1 

14 

1,6 

12 

13.3 

20 

Enserch 

585.0 

-4 

1362.2 

-4 

-13.3 

NM 

21.0 

-26 

NM 

NM 

0.3 

NM 

< 

Nicor 

259.0 

1 1 

837  8 

-4 

17  5 

13 

57  4 

-8 

6  8 

6.7 

14  6 

12 

Oneok  (4) 

150.5 

3 

415.1 

-3 

2  6 

-28 

25  9 

-18 

1,7 

2.5 

8.4 

14 

1 

Panhandle  Eastern 

484.7 

1 

1 165,8 

-12 

1 1.6 

NM 

72.2 

86 

2.4 

NM 

8.6 

15 

1 

Piedmont  Natural  Gas  (2) 

150.9 

6 

323,8 

9 

20.0 

31 

44.4 

37 

13.2 

10.8 

11.5 

14 

Sonat 

295.6 

8 

715,6 

-6 

-4.2 

NM 

38.8 

-31 

NM 

4.1 

5.7 

28 

Wicor 

143.6 

11 

376.9 

0 

-05 

NM 

16.9 

-8 

NM 

NM 

8.0 

18 

Williams 

546.4 

22 

1129.6 

7 

6  2 

-56 

45.7 

-20 

1.1 

3  1 

7  2 

15 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


A&PIOc 

Abbott  Laboratories  12d 
Adio  Services  21e 
Advanced  Miao  9d 
Advo-System  21d 
Aetna  Life  &  Casualty  17b 
Ahmonson  (H  F  )  17c 
Air  &  Water  Techs  21c 
Air  Products  &  Chemicals  4 
Airborne  Freight  23c 
Alaska  Air  Group  23a 
Albany  International  15d 
Alberto-Culver  6d 
Albertson's  10c 
Aico  Standard  5 
Alcoa  16a 

Alexorxjer  &  Alexander  17a 
Alexander  &  Baldwin  23<l 
Alleghany  17a 
Allegheny  Ludlum  16b 
Allegheny  Power  24a 
Allergan  12b 
Alliant  Techsystems  15a 
Aliied^ignol  5 
Alite!  't2b 

AM  International  18b 
Amax  16a 
Amdahl  18b 


Amerado  Hess  lib 

Arkansas  Best  23d 

Bord(C  R  )12d 

American  Brands  6e 

Armco  16b 

Barnes  Group  15a 

American  Building  21e 

Armstrong  World  6b 

Bomett  Bonks  3c 

American  Cyanamcd  4 

Arrow  Electronics  21b 

Boroid  11c 

American  Electnc  24a 

Arvin  Industnes  2b 

Bousch  &  Lomb  12d 

American  Express  17a 

Asorco  16c 

Baxter  International  12d 

Amencon  Greetings  14d 

Ashiand  Coal  11a 

Beckman  Instr^iments  9c 

Amencan  Home  12b 

Ashland  Oil  lib 

Becton,  Dickinson  12d 

Ajnencan  Maize  10b 

AST  Research  18b 

Bell  &  Howell  18a 

Amencan  Medical  12c 

AT&T  22a 

Bell  Atlantic  22b 

Aimericon  Notional  17b 

Ariontic  Energy  24a 

BellSouth  22b 

American  President  23d 

Atlontic  Richfield  lib 

Belo(A  H  )20b 

American  Stores  lOc 

AutoZone  8 

BemisTb 

Ameritech  22b 

Avery  Dennison  15a 

Bergen  Brunswig  12a 

Ames  Dept  Stores  8 

Avon  Products  6d 

Best  Buy  6b 

Ametek  9t 

Aztar  14c 

Bethlehem  Steel  16b 

Amgen  1^1 

B 

Betz  Laboratories  4 

Amoco  lib 

Beverly  Enterprises  12c 

AMP9d 

Baker-Hughes  lie 

Big  B  12a 

AMR  23a 

Ball  7a 

Bindley  Western  Inds  12a 

Amsco  International  12d 

Bally  Mfg  14< 

Black  &  Decker  15b 

Analog  Devices  9d 

Baltimore  G&E24a 

Blair  8 

Anheuser-Busch  6c 

Banc  One  3b 

Block  (H&R)  17a 

Anthem  Electronics  21b 

Boncorp  Howoii  3d 

Block  Dr^jg  6d 

Apache  lib 

Bandog  2c 

Blockbuster  Ent  14b 

Apogee  Enterprises  21a 

Bank  of  Boston  3a 

Blount  15a 

Apple  Computer  18b 

Bonk  of  New  York  3a 

Bootmen's  Bancshares  3b 

Applied  Materials  15c 

BankAmerica  3d 

Bob  Evans  Forms  14a 

Arbor  Drijgs  12a 

Bankers  Trust  New  Yorlc  3a 

Boeing  1 

Arco  Chemical  4 

Banto  21d 

Boise  Cascade  19a 

Borden  lOb 

Boston  Edison  24a 
Bo  water  19b 
BrinkerlntI  14a 
Bristol-Myers  Squibb  12b 
Brooklyn  Union  Gas  24b 
Brown  Group  6a 
Brown-Formon  6c 
Browning-Ferris  21c 
Brunswick  14d 
Burlington  Inds.  15d 
Burlington  Northern  23b 
Burlington  Resources  lib 
Butler  MFg.  21a 

C 


Cabot  4 

Caesars  World  14c 
CalFedl7c 

Caldor  8 

Campbell  Soup  lOb 
Capitol  Cities/ABC  20a 
Capital  Holding  17b 
Capsteod  Mortgage  13b 
Cardinal  Distribution  12a 
Carlisle  15o 

Carnival  Cruise  Lines  14d 
Carol ino  Freight  23d 
Carolino  Power  24a 
Carpenter  Tech.  16b 


Carter  Hawley  Hale  8 
Carter-Wallace  12b 
Casey's  General  lOc 
Caterpillar  15c 
CBS20a 
CDI  21e 
Centel  22b 
Centerior  Energy  24a 
Centex  13b 

Central  &  South  West  24a 
Central  Maine  Power  24a 
Ceridian  18b 
Chompion  Intl  19b 
Charming  Shoppes  8 
Chose  Manhattan  3a 
Chemical  Banking  3a 
Chemical  Waste  21c 
Chesapeake  19b 
Chevron  lib 

Oncogo  &  Noflh  Western  23b 

Chrysler  2a 

Church  &  Dwight6d 

Cincinnati  Bell  22b 

Cincinnati  G&E  24o 

Cinafinati  Milocron  15b 

Cipsco  24a 

Circuit  City  Stores  6b 

Circus  Circus  14< 

Citicorp  3a 

Clark  Equipment  15b 


CML  Group  8 
Coast  Savings  17c 
Coastal  lib 
Coco-Colo  6c 
Coco-Cob  Bottling  6c 
Coco-Colo  Enterprises  6c 
Coleman  9a 
Colgote-Palmolive  6d 
Collins  &  Aikmon  15d 
Coltec  Industnes  5 
Comdisco  18c 
Comenca  3b 
Commerce  Clearing  20b 
Commercial  Metals  16b 
Commonwealth  Ed  24a 
Commonwealth  Energy  24a 
Commtron  14b 
Compoq  Computer  18b 
CompuCom  Systems  18a 
Computer  Associates  18c 
Computer  Saences  18c 
Comsat  22a 
ConAgra  lOb 
Cone  Mills  15d 
Conner  Penpherols  18b 
Cons  Freightways  23d 
Conseco  17b 
Consolidated  Papers  19b 
Consolidated  Rail  23b 
Consolidated  Stores  8 


Constar  Intemotic 
Continentol  Bonk 
Cooper  Industries 
Cooper  Tire  &Rul 
Coors  (Adolph)  t 
CoreStates  Finarx 
Coming  15a 
Costco  ^'holesoli 
Countrywide  Cm 
CPC  International 
Crane  15a 
Crav^ord  17a 
Cray  Research 
Crestar  Financial 
Crompton  &  Kno' 
Crown  Cork  &  Se 
CSX  23b 
cue  Intemotionc 
Culbrc6e 
Cummins  Engine 
Cyprus  Minerals 

D 


Doiry  Mart  lOc 
Dana  2b 
Donoher  15b 
Dart  Group  5 
Data  General  II 
Dayton  Hudson  1 
Dean  Foods  lOl 
Conrinued 
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CORPORATE  SCOR 


FREE  INFORMATION 
FOR  READERS  OF 

Biisines^eek 


Want  more  information  about  advertisers  in  this  issue? 
If  so... 

1  •  Review  the  list  of  advertisers  below. 
2*  For  quick  response  call  our  toll-free  number, 
24  hours  -  7  days  a  week: 
1-800-356-8855 

Order  code  #BW0817R 
Or, 

3*  Circle  the  corresponding  number  on  the  postage-paid 
reader  service  card,  complete  the  necessary  information 
and  drop  in  the  mail. 


NANCIAL  PRODUCTS 
MD  SERVICES 

..  Berger  Associates 

I.  CIGNA  Corporation 

!.  Delta  Dental  Plans 

L  FrankUn  Fund 

).  Janus  Funds 

).  Van  Kampen  Merritt 

KODUCTS/SERVICES 

Amoco  Chemical 
Company 

I.  Anacomp,  Inc. 

).  Charles  Schwab  &  Co., 
Inc. 

).  Compaq  Computer 
Corporation 

-.  Diners  Club 
International 


12. 

EDS 

13. 

Equitrac  Corporation 

14. 

Ford  Corporate 

15. 

G.E.  Lighting 

16. 

Haworth,  Inc. 

17. 

Intergraph  Corporation 

18. 

MINISTRY  OF 

INFORMATION  OF 

THE  STATE  OF 

KUWAIT 

19. 

Mita  Copystar  America 

20. 

Monarch  Marking 

Systems,  a  Pitney 

Bowes  Company 

21. 

Olympus  Corporation 

Consumer  Products 

Division 

22. 

RPS  (Roadway  Package 

System) 

23. 

ROLM  Company 

24. 

Texas  Instruments 

microLasers 

25.  Toshiba  America 
Information  Systems 
Inc.,  Co;  Computer 
Systems  Division 

26.  McDonnell  Douglas 
Aircraft  Company 

27.  Navistar 

28.  Samsung  Electronics 
(ISB) 

29.  Yellow  Freight  System, 
Inc. 

AREA  DEVELOPMENT 

30.  Alabama  Econonnc 
Development 
Partnership 

31.  Iowa  Department  of 
Economic  Development 

32.  Piedmont  Municipal 
Power  Agency 
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Continued  from  p.  80 
Deere  15< 
Delchamps  10c 
Dell  Computer  18b 
DelmorvQ  Power  34a 
Delta  Air  Unes  23a 
Deluxe  18a 
Detroit  Edison  24a 
Dexter  4 
Did  5 

Diomond  Stiomrodt  lib 
Diebold  18a 
Digitol  Equipment  18b 
Dillord  8 

Dime  Savings  Bank  17c 
Disney  (Walt)  14b 
Dole  Food  10b 
Dollor  General  8 
Dominion  Bonkshores  3c 
Dominion  Resources  24a 
Donaldson  2b 
Donnelley  (R  R  |  21d 
DoskodI  10b 
Dover  15< 
Dow  Chemicol  4 
Dow  Jones  20b 
DPL24a 
DOE  24a 

Dresser  Industries  11c 

Drug  Emponum  12a 

DSC  Communications  22o 

Du  Pont  4 

Duke  Power  24a 

Dun  &  Bradstreet  20b 

Durocell  Intemotional  15a 

Durr-fillouer  Medical  12a 

DWGISd 

Dynotedi  18b 

E 


E-Systems  9b 
Eagle  Food  Centers  10c 
Eagle-Picher  Industries  2b 
Eastern  Enterpnses24b 
Eastman  Kodak  14d 
Eaton  2b 
Echlin  2b 
Eckerd  (Jack)  12a 
Ecolab6d 
Edison  Brottiers  8 
Edwards  (/^G)  17a 
EG&G  21a 

El  Paso  Natural  Gas  24b 

ElectroCom  Automation  18a 

Engelhard  A 

Enron  24b 

Enserch  24b 

Equifax  17o 

Ethyl  4 

Everex  Systems  18b 
Exxon  lib 


Fabr^Centers  8 
Family  Dollar  Stores  8 
Fay's  12a 

Federal  Express  23c 
Federal  Home  Loon  17o 
Federol  Nati  Mtg  17a 
Federol  Poper  Board  7b 
Federol  Signol  ISa 
Federal-Mogul  2b 
Federated  Dept  Stores  8 
Ferro4 

Fieldcrest  Cannon  15d 
Figgie  International  S 
Rngerhut  8 

First  American  Fini  17a 

First  Bonk  System  3b 

First  Chicago  3b 

Frst  Data  18c 

First  Fidelity  3a 

Rrst  Inferstote  Boncorp  3d 

Rrst  Mississippi  4 

first  Union  ^  c 

First  of  Ame    i  Bonk  3b 

Firstar  3b 

Fisher  Scientific  21b 


fisher-Price  14d 
Fleet  Financial  Grp  3a 
Fleetwood  Ents.  14d 
Fleming  10a 
Flondo  Progress  24a 
Fluor  21a 
FMCISc 
Food  Lion  10c 
Foodoromo  lOc 
Ford  Motor  2a 
Fori  Howard  19b 
Fester  Wheeler  21a 
Foundation  Heotth  12c 
FoxMeyer  12a 
FPL  Group  24a 
Freeport-McMoRan  4 
FreeportMcMoRan  C&G  Wc 
Fruit  of  the  Loom  6a 
Fuller (H  B|4 
Fuqua  Industries  5 

G 


Gannett  20b 
Gap  8 
GATX  23d 
Gaylord  Ent  20a 
GenCorp  1 
Genentech 
General  Gnema  5 
General  Dynamics  1 
General  Electric  5 
General  Host  5 
General  Mills  lOb 
General  Public  Uts.  24a 
General  Signal  15c 
Genovese  Drug  12a 
Genuine  Parts  21b 
Georgia  Gulf  4 
Georgia-Paafic  19a 
Gerber  Products  lOb 
Getty  Petroleum  21b 
Giant  Food  lOc 
Giddings  &  Lewis  15b 
GilleHe  6d 
G!atfelter(P  H119b 
Golden  West  17c 
Goodrich  (B  F14 
Goodyear  Tire  &  Rubber  2c 
Goulds  Pumps  15c 
Grace  (W  R  )  4 
Grainger  [W  W  )  21b 
Great  A&P  10c 
Greet  American  M^nt  15a 
Great  Lakes  Chemical  4 
Great  Western  17c 
GreifBros  7b 
Greyhound  Lines  23d 
Grossman's  8 
Grumman  1 
GTE  22b 
Gtech  18c 


Halliburton  11c 
Handlemon  21e 
Honna  (M  A.}  4 
Honnoford  Brothers  lOc 
H  aHe  y-Davidson  14d 
Hamischfeger  15c 
HorscolSa 
Hartford  Steam  17b 
Hartmarx  6a 
Hasbro  14d 
HawaPion  Electric  24a 
HCA12e 

Heabh  Ccffe  &  Retir^T^rti  12c 
Heahhtrust  12c 
Hechinger  8 
Heilig^eyers  6b 
Heinz(H.J.)10b 
Helene  Curtis  Industries  6d 
Hercules  4 
Hershey  Foods  lOb 
Hewlett-Packard  18b 
Hillenbrand  15a 
HFllhoven  12c 
Hills  Department  Stores  8 
Hilton  Hoteis  14c 


Holly  lib 
Home  Depot  8 
Home  Shopping  8 
Homestoke  Mining  16c 
HON  Industnes  18a 
Honeywell  9c 
Hook-SupeRx  12a 
Horoce  Mann  17b 
Hormel(Geo  A.}10b 
Houghton  MiFRin  20b 
House  of  Fabrics  8 
HubbeliOo 
Hudson  Foods  lOb 
Huffy  14d 
Hughes  Supply  13a 
Humana  12c 
Hunt  (J  B  }23d 
Huntington  Bancshares  3b 

I 


IBM  18b 
IBP  10b 

ICF  Internationa!  21c 
lES  Industries  24a 
Illinois  Central  23b 
Illinois  Power  24a 
Illinois  Tool  Worsts  15a 
IMC  Fertilizer  4 
Imo  Industnes  9< 
InaCom  21e 
Ingersotl-Rond  15c 
Inland  Steel  16b 
Intel  9d 

Intelligent  Electronics  18o 
Interface  15d 
Intergraph  18b 
Inter^akelSc 
International  Flavors  4 
Inti  Multifoods  lOb 
International  Paper  19b 
Intf  Speaalty  Prods  4 
Interpublic  Group  21d 
Interstate  Bakeries  lOb 
Ipaico  Enterpnses  24a 
ITTS 

J 


Jacobs  Engineering  21a 

James  River  19b 

Jamesway  8 

Johnson  &  Johnson  12d 

Johnson  Controls  9c 

Jostens  15a 

Joy  Technologies  15c 

K 


Kaiser  Aluminum  16a 
Kaman  21b 

Kansos  Gty  Southern  23b 
Karcher  (Cari)  14a 
Koufmon  &  Brood  13b 
Kellogg  lOb 
KelKvood  6a 
Kelly  Services  21e 
Kennomelol  15b 
Kerr-McGee  lib 
KeyCorp  3a 
Keystone  Inti  15a 
KimberVCIaHc  19b 
Kmart  8 

Knight-Ridder20b 
Koht's  8 
Kroger  10c 

L 


Lo-Z-Boy  Choir  6b 
Lodd  Furniture  6b 
Lofarge  13a 
Lands'  End  8 
Leggett  &  Piatt  6b 
Leslie  Fay  6a 
LG&E  Energy  24a 
Ully(Eli]12b 
Limited  8 

LIN  Broadcasting  22a 
Litton  Industnes  9b 
Liz  Claiborne  6o 
Lockheed  1 
toctite  4 


Long  Island  Lighting  24a 
Longs  Drug  Stores  12a 
Longview  fibre  7b 
Loral  9b 

Lotus  Development  18c 
Louisiono  Land  lib 
Louisiono^acific  19a 
Lowe's  8 
LSI  Logic  9d 
LTV  5 
Lubnzol  4 
Lukens  16b 
Lyondell  4 

M 


Macy(R  H  )8 
Magma  Copper  16c 
Manor  Care  12c 
Manpower  21e 
Manville  19b 
Mapco  lib 

Marion  Merrell  Dow  1^1 

Mark  IV  Industnes  15a 

Mamott  14c 

Marsh  &  McLennan  17a 

Marshall  Inds  21b 

Martin  Manetto  1 

Mosco6b 

Mattel  14d 

Moxtor  18b 

Moxus  Energy  lib 

Maxxam  16a 

May  Department  Stores  8 

Maytag  6b 

McCaw  Cellular  22a 

McCormick  lOb 

McDermott  Intf  21a 

McDonald's  14a 

McDonnell  Douglas  1 

McGraw-Hill  20b 

MCI  Communications  22a 

McKesson  12a 

Mead  19b 

Media  Generol  20b 

Medtronic  12d 

Mellon  Bonk  3a 

Melville  8 

Mercantile  Stores  8 

Merck  12b 

Meridian  Bancorp  3a 

Merrill  Lynch  17a 

Merry-Go-Round  8 

Metropolitan  Finanaal  17c 

Meyer  (Fred)  8 

Michigan  Notional  3b 

MicroAge  18a 

Micron  Technology  9d 

Microsoft  18c 

Mid  Atlantic  Medical  21e 

Midlantic  3a 

Midwest  Resources  24a 

Miller  (Herman)  18a 

Millipore  9c 

Mir>e  Safety  Applicnces  12d 
Minnesoto  Mining  15a 
Mitchell  Energy  lib 
MNC  finanaal  3o 
Mobil  lib 
Modine  Mfg  2b 
Monsanto  4 
Montana  Power  24a 
Morgan  (J  P  )  3a 
Morgan  Stanley  17a 
Mornson  14a 
Momson  Knudsen  21a 
Motorola  9b 
Mueller  Inds  16c 
Multin^dio  20a 
Murphy  Oil  lib 
Musidand  Stores  14d 

N 


Nacco  industries  11a 
Nalco  Chemical  4 
Nash  Finch  10a 
Nashua  7b 
National  City  3b 
National  Health  Lobs  12c 


Notional  Intergroup  5 
Nafionol  Medicol  12c 
National  Semicond  9d 
Notional  Service  9a 
NationsBonk  3c 
Navistar  International  2a 
NBD  Bancorp  3b 
NCH6d 

Neiman  Marcus  Group  8 

New  England  Electric  24a 

New  York  State  E&G  24a 

New  York  Times  20b 

Newell  15a 

Newmont  Gold  16c 

Newmont  Mining  16c 

Niogara  Mohawk  24a 

Nicor  24b 

Nike  6a 

NL  Industries  4 

Nordstrom  8 

Norfolk  Southern  23b 

Nortek  15a 

Northeast  Utilities  24a 

Northern  States  24a 

Northern  Trust  3b 

Northrop  1 

Norwest  3b 

Novell  18c 

Nucor16b 

Nynex  22b 

o 


Occidental  Pel  lib 
Office  Depot  21b 
Ohio  Edison  24a 
Oklahomo  G&E  24a 
OI;n4 
Olsten  21e 
Omnicom  Group  21d 
Oneok24b 
Orade  Systems  18c 
OrNda  HealttiCorp  12c 
Orange  &Roddand  Uts.  24a 
Oregon  Steel  Mills  16b 
Oryx  Energy  lib 
Outboard  Marine  14d 
Owens  &  Minor  12d 
Owens^oming  13a 
Owens-Jllinois  7a 
Oxford  Industries  6a 

P 


Paccar  2a 

PadfiCare  Health  12c 
Padfic  G&E  24a 
Padfic  Telecom  22a 
Padfic  Teiesis  Group  22b 
PaineWebber  Group  17a 
Pail  5 

Pamida  Holdings  8 
Panhandle  Eastern  24b 
Paramcxint  Communs  14b 
Penn  Traffic  lOc 
Penney  (J  C  )  8 
Pennsylvania  Power  24a 
Pennzoil  lib 
PentoirlSc 
Pep  Boys  8 
PepsiCo  6c 
Perkif>-E!mer9c 
Perry  Do-g  Stores  12a 
Petrie  Stores  8 
Pfizer  12b 
Phelps  Dodge  16c 
PHH23C 

Philadelphia  Electric  24a 
Philip  Morris  6e 
Phillips  Petroleum  lib 
Phillips-Van  Heusen  6a 
PHM13b 

Piedmont  Natural  Gas  24b 
Pier  I  Imports  6b 
Pinkerton's  21e 
Pinnode  West  24a 
Pioneer  HhBredlOb 
Pitney  Bowes  18o 
Pittston  11a 

P\y  Gem  Industries  13a 


PNC  Finanaal  3a 
Polaroid  14d 
Pope  &  Talbot  19a 
Portland  General  24a 
Potlatch  19b 
Potomoc  Electric  24a 
PPG  Industnes  13a 
Praxair  4 

Predsion  Castports  16c 
Premark  International  5 
Premier  Industnoi  21b 
Preston  23d 
Pnce8 

Primerica  17a 
Progressive  17b 
Promus  14c 
Provident  Ufe  17b 
PSI  Resources  24a 
PS  Co  of  Colorado  24a 
PS  of  New  Mexico  24a 
Public  Sendee  Ent  24a 
Puget  Sound  Power  24a 

Q 


Quanex  16b 
Quantum  18b 
Quantum  Chemical  4 
QVC  Network  8 


Ralston  Punna  lOb 
Roychem  9a 
Raytheon  9b 
Reebok  International  6a 
Reliance  Electnc  9a 
Republic  New  York  3a 
RevcoD.  S  12a 
Reynolds  &  Reynolds  18a 
Reynolds  Metals  16a 
Rhone-Poulenc  Rorer  12b 
Richfood  Holdings  ICa 
Rite  Aid  12a 
RJR  Nabisco  6e 
Roadway  Services  23d 
Rochester  G&E  24a 
Rochester  Telephone  22b 
Rockwell  International  5 
Rohm  &  Haas  4 
Rohrl 
Rollins  21e 
Rose's  Stores  8 
Ross  Stores  8 
RPM13a 
Rubbermaid  15a 
RuddicklOc 
Russell  6a 
Ryder  System  23c 
Rykoff^exton  lOa 

S 


Safeco  17b 

Safeguord  Soentifics  18c 
Sofety-Kleen  21e 
Safeway  10c 
Salomon  17a 
Son  Diego  G&E  24a 
Sonta  Fe  Podfic  23b 
Scana  24o 
SCEcorp24a 
Schering-Plough  12b 
Schlumberger  11c 
Scholastic  20b 
Schulmon  (A.)  4 
Saiwab(ChaHesl17a 
Scott  Paper  19b 
Scnpps(E  W)20b 
Seaboard  lOb 
Seagate  Technology  18b 
Sears,  Roebuck  8 
Seaway  Food  Town  lOc 
Service  Corp  IntI  21e 
Service  Merchandise  8 
Shaw  Industnes  15d 
Shawmut  National  3a 
Sherwin-V/illiams13a 
Shoney's  14a 
ShopKo  Stores  8 
Signet  Banking  3c 


Sizzler  International  14a 
Smart  &  Final  lOa 
Smith  (A  O.)  2b 
Smith's  Food  &  Drug  10c 
Smithfield  Foods  10b 
Smucker  (J  M  )  10b 
Snap-on  Tools  15b 
Sodety  3b 
Sonat  24b 
Sorioco  Products  7b 
Southern  24a 
Soutf>em  New  Eng  TeL  22b 
Southwest  AjHines  23a 
Southwestern  Bell  22b 
Southwestern  PS  24a 
Spiegel  8 

Spnngs  Industries  15d 
Sprint  22a 
SPXISb 
St  Paul  17b 
Standard  Federal  17c 
Standard  Motor  Prods.  2b 
Stondard  Products  2b 
Standard  Register  18a 
Staohome  6d 
Stanley  Works  15b 
Staples  21b 
State  Street  Boston  3a 
Sterling  Chemicals  4 
Stewart  &  Stevenson  15c 
Stor>e  Container  7b 
Stop  &  Shop  lOc 
Storage  Technology  18b 
Strowbndge  &  Clothier  8 
Stnde  Rite  6a 
Student  Loan  Mktg.  17a 
Sun  lib 
Sund  strand  1 
SunTrust  Bonks  3c 
Super  Food  Services  10a 
Super  Rite  10a 
Super  Valu  Stores  lOa 
Supermarkets  Gen  lOc 
Syntex  12b 

T 


Tambrands6d 
Tandem  Computers  18b 
TBC  21b 
Tech  Data  18a 
Teco  Energy  24a 
Tecumseh  Products  13a 
Tektronix  9c 
Teledyne  5 
Teleflex  1 
Temple-lnlond  7b 
Tenneco  5 
Teradyne  9c 
Terra  Industnes  4 
Texaco  lib 
Texas  Industries  13a 
Texas  Instruments  9d 
Texas  Utilities  24a 
Textron  5 
Thomas  &  Betts  9a 
Thorn  Apple  Valley  lOb 
3Com  18b 
3M15a 
Tidewater  11c 
Time  Warner  20b 
Times  Min-or  20b 
TJX  8 

TNT  Freightways  23d 
Torch  mark  17b 
Toro  6b 
Tosco  lib 
Toys'R'  Us  8 
Tribune  20b 
Tnnity  Industnes  23c 
Trinova  15a 
TRW  5 

Tyco  Toys  14d 
Tyson  Foods  10b 

u 


U-  S.  Bancorp  3d 
U.  S.  Heollhcore  12c 
U  S  Home  13b 


U.S.  Shoe 8 
U  S.  Suigicoliad 
UAL  23a 
UJB  Finanaal  3a 
UnifilSd 
Union  Bonk  3d 
Union  Camp  19b 
Union  Carbide  4 
Union  Electnc  24a 
Union  Poafic  23b 
Union  Texas  lib 
Unisys  18b 
United  Illuminating  3 
United  Stationers  21 
United  Technologies 
UnitrinlTb 
Universal  Foods  101 
Universal  Heoltti  U 
Unocol  lib 
UNUMITb 
Upiohn  12b 
US  West  22b 
USAir  Group  23a 

USF&G  irb 
USG13a 
USUfelTb 
UST6e 

USXMaralhon  lib 
USX-U.S.  Steel  1«b 

V 


Valero  Energy  lib 
Valhi  5 

Valley  Notional  3d 
Vutspor  13a 
Value  City  8 
Vanan  Associates  9 
Vanfy  15c 
Venture  Stores  8 
VF6a 

Viacom  20a 
Village  Super  Maria 
Volt  Info  Sciences  3 
Vons lOc 
Vulcan  Materials  19 

w 


WabonS 
Wachovia  3c 
Wackenhut  21e 
Wal-Mart  Stores  8 
Walgreen  12a 
Wallace  Computer 
Warnaco  Group  64 
Womer-Lambert  13 
Washington  Post  21 
Woste  Managenw 
Welrton  Steel  16b 
Weis  Markets  10c 
Wellmon  4 
Wells  Fargo  3d 
Western  Digital  18« 
Western  Publishing 
Westinghouse  Eledi 
Westmoreland  Coa 
WestvQco  19b 
Wctterau  10a 
Weyerhaeuser  19c 
Wheelabrator  Tech 
Wheeling-Pittsburgk 
WhiHpool  6b 
Whitman  5 
Wicor  24b 
Willamette  Industrie 
Willcox&Gibbs21 
Williams  24b 
Wisconsin  Energy  3 
Witco4 
Woolworth  8 
Worthington  Inds.  1 
WPL  Holdings  24* 
Wngley  (Wm.|Jr.l 
Wyle  Laboratories 

XYZ 


Xerox  18b 
Yellow  Freight  234 
Yort<  International  f 
Zenith  Electronics  6 
Zenith  Noll  Ins.  Ml 
Zum  Industries  244 
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CORPORATE  SCOREI 


"When  It's  My  Own 
Good  Idea,  I  Deserve 
to  Save  Money." 

That's  Why  I  Switched  lb  Fidelity  Brokerage 


You  Never  Pay 
forAdviceYou 
Don't  Need 


At  Fidelity  You'll  Find 
Big  Commission  Savings- 
And  That's  Just  The  Start 


100  Shares    500  Shares 
@  $50         @  $30 


FidelityPfus'''  $54  $126 

Merrill  Lynch       $105  $293 


Shearson 

$107 

$316 

FkMUy 

Sm¥»9  You... 

$51-53 

$167-190 

When  brokers  give  you  good  advice,  tiien  tiiey  truly 
earn  their  commissions.  But  why  would  you  have  to  pay  up 
to  65%*  more  to  buy  a  stock  that  you  found  in  the  first  place? 
With  Fidelity  Brokerage,  you  can  save  on  commis- 
sions and  put  more  of  your  money  to  work  for  your  good 
investment  ideas. 

Fidelity  lets  you  manage  your  investments  when  you 
want,  the  way  you  want.  Whether  you  need  to  check  on  your 
account  at  night,  or  initiate  a  trade  over  the  weekend,  you're 
always  in  control  when  Fidelity  is  your  broker. 

Some  discount  brokers  entrust  your  trades  to  other 
brokers.  At  Fidelity  Brokerage,  we  handle  each  step  of  every 
transaction,  from  the  moment  you  call  right  through  to 
confirmation  that  your  trade  was  executed  exactly  the  way 
you  want  it-usually  while  you're  still  on  the  phone!  Call 
anytime  for  a  free  fact  kit,  and  find  out  why  Fidelity 
Brokerage  means  a  better  value  for  your  brokerage  needs. 


Visit  a  Fidelity  Investor  Center  or  Call  24  Hours 

1-800-544-7272 


Fidelity 


investments 

Discount  Brokerage 

Common  sense.  Uncommon  results. 


*65%  savings  based  on  an  April  1092  survey  of  full-cost  brokers.  Minimum  commission  $38,  Minimum  initial  investment  required.  Fideljly  Discount  Brokerage  is  a  ser- 
vice of  Fidelity  Brokerage  Services,  Inc  .  Kil  Devonshire  Street,  Boston.  M.A02110  Member  .NYSE,  SIPC  There  mavbe  fees  for  special  account  services  There  is  a  $20 
annual  fee  for  IRA  accounts  CODE:  BW/PLU/081792 


SATURN 

GM  FINALLY  HAS  A  REAL  WINNER.  BUT  SUCCESS 
IS  BRINGING  A  FRESH  BATCH  OF  PROBLEMS 


Karen  M.  Tibus  ought  to  be  de- 
lighted. While  her  rivals  are  of- 
fering steep  discounts  to  move 
their  metal,  Tibus,  a  Plymouth  (Mich.) 
Saturn  dealer,  is  able  to  charge  full 
price.  The  problem  is,  she  can't  keep  her 
showroom  stocked.  In  early  August,  she 
had  just  four  Saturn  subcompacts  on 
hand,  instead  of  the  usual  200.  She  has 
already  sold  the  nine  demonstration 
models  her  sales  staff  was  driving.  Says 
Tibus:  "It's  very  frustrating." 

It's  also  very  common.  Saturn  dealers 
across  the  country  are  staring  at  empty 
lots.  After  a  slow  start,  General  Motors 
Corp.'s  import-fighting  small  cars  are  so 
hot  right  now  that  the  Spring  Hill 
(Tenn.)  factory  can't  keep  up  with  de- 
mand (charts,  page  88).  Boasting  a  high- 
quality  reputation  and  revolutionary  no- 
haggle  sales  tactics,  Saturn  dealers 
July  sold  22,305  cars — an  average  of  115 
apiece.  That's  twice  the  rate  per  dealer 
for  the  nearest  competitor,  Toyota  Mo- 


SATURN  MOVES 
INTO  HIGH 


tor  Co.,  and  "far  outstrips  our  expecta- 
tions," says  Donald  W.  Hudler,  Saturn 
Corp.'s  vice-president  for  sales. 

Saturn's  sudden  blast  up  the  sales 
charts  is  heartening  for  its  troubled  par- 
ent. Former  GM  Chairman  Roger  B. 
Smith  conceived  the  project  as  a  labora- 
tory in  which  to  reinvent  his  company. 
While  G.M  has  so  far  failed  to  take  full 
advantage  of  Saturn's  many  innovations, 
the  success  does  suggest  that  there's 
hope  for  the  world's  largest  carmaker. 
BIG  FIGHT.  As  foreign  rivals  continue 
to  flood  the  market  with  new  models, 
Saturn  is  meeting  them  head-on.  Al- 
most overnight,  Saturn  has  become  the 
highest-quality  American-made 
brand,  with  as  few  de- 
fects as  Hondas 


and  Nissans.  It's  stunningly  succes 
at  satisfying  the  customer,  trailing 
Lexus   and   Infiniti,   according  toftii*' 
searcher  J.  D.  Power  &  Associates 
(table). 

So  the  auto  maker  clearly  has  a 
ner  on  its  hands.  Now,  the  questio 
Will  GM  know  what  to  do  with  it?  on 
urn's  growth  spurt  is  forcing  s 
tough  decisions  at  GM's  Detroit 
quarters.  To  keep  up  the  new  divisi 
momentum,  GM's  top  brass  will  has  - 
pump  in  more  money,  even  though 
burden  of  Saturn's  $5  billion  initi: 
vestment  means  it  is  losing  some 
million  a  year  and  probably  won't  tAiiiiiO\ 
profit  until  the  mid-1990s.  Already,  m, 
urn  President  Richard  G.  "Skip" 
Fauve  is  clamoring  for  money  t(  aiioi 
crease  Spring  Hill's  assembly  cap£  iiiHiHf 
to  500,000  cars  a  year,  and  to  d« 
new,  larger  models  for  the  late  199 

He  isn't  going  to  get  it  without  £ 
fight.  After  last  year's  disastrous 
billion  loss  from  North  American  O] 
tions,  GM's  purse  strings  are  d: 
tighter  than  ever.  Every  dollar  spei 
Saturn  means  less  support  for  si 
gling  divisions  such  as  Chev- 
rolet, which  desper- 
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needs  to  update  its  outmoded 
;Is  (page  90).  And  with  GM  set  to 

10  assembly  plants,  any  announce- 
;  that  it  is  building  a  new  factory 
jaturn  will  set  off  a  fire  storm  of 
!st  from  unions  and  local  govern- 
s  around  the  country.  "It's  an  in- 
bly  tricky  situation,"  says  analyst 
'ann  Keller  of  P\irman  Selz  Inc.  in 

York. 

turn  is  at  a  crossroads.  Started 
scratch,  it  was  coddled  with  time 
resources  and  kept  well  removed 
tradition-bound  GM.  But  its  very 
;ss — and  gm's  mounting  problems — 
1  that  the  nine-year-old  venture  will 
mger  be  cosseted  but  must  begin 
ng  for  itself.  "The  great  social  ex- 
lent  is  over,"  says  consultant  James 
larbour,  a  former  Chrysler  Corp. 
ifacturing  executive.   "Now,  Sat- 
got  to  compete  for  money." 
WITH  THE  OLDS?  GM  Chairman  Rob- 
Stempel,  for  one,  isn't  convinced 
rn  deserves  more  investment  just 
He  first  wants  the  unit  to  squeeze 
uch  production  as  possible  out  of  its 
ing  plant,  where  capacity  now  is 
00  cars  a  year.  He  also  wants  it  to 
start  making  money.  "We  don't 
need  to  add  any  capacity," 


he  says.  "We're  going  to  build  Saturns 
at  Spring  Hill,  Tenn. — period." 

That  may  not  be  the  final  word, 
though.  John  F.  Smith  Jr.,  who  was  in- 
stalled as  president  by  GM's  board  in 
April  with  a  mandate  to  get  the  carmak- 
er rolling  again,  is  still  trying  to  figure 
out  how  Saturn  fits  into  his  vision  for 
North  American  operations.  He  may  lay 
out  his  plan  for  the  board  in  October, 
and  there  is  some  indication  he  may  opt 
to  increase  Saturn  capacity  by  convert- 
ing an  existing  GM  plant.  That's  a  choice 
that  would  please  many  investors.  "I'd 
very  much  like  to  see  them  put  money 
into  Saturn  and  maybe  close  up  another 
division,"  such  as  Oldsmobile,  says  the 
research  director  at  one  of  gm's  bigger 
shareholders. 

A  GM  decision  to  delay  any  new  invest- 
ment could  have  dire  effects  on  the  Sat- 
urn project.  In  many  cities,  buyers  are 
already  waiting  as  much  as  six  weeks 
for  delivery.  At  the  end  of  July,  Saturn 
dealers  had  a  scant  10  days'  supply  of 
cars  on  hand — only  one-sixth  the  normal 
stock.  If  the  demand  contin- 
ues to  strain  supply,  an- 
noyed customers  may  be- 
gin  scurrying  to 
competing  brands. 


That  could  cause  ripples  far  beyond  Sat- 
urn's income  statement:  If  Saturn's  cur- 
rent momentum  flags,  it  will  be  a  lot 
easier  for  GM's  vast  bureaucracy  to  ig- 
nore the  upstart's  innovations.  "How 
this  [growth]  is  managed  is  crucial," 
says  David  E.  Cole,  director  of  the  Of- 
fice for  the  Study  of  Automotive  Trans- 
portation at  the  University  of  Michigan. 

Obviously,  the  cheapest  way  to  go  is 
to  lean  on  Spring  Hill  for  more  produc- 
tion, as  Stempel  wants.  There  is  definite- 
ly room  for  improvement  in  productivity, 
but  the  company  must  be  careful  not  to 
push  too  hard.  When  workers 
and  equipment  are  overtaxed,  JULY 
quality  suffers — and  Sat-         ^^  22,305 
urn's  employees  know 
it.  Their  pay  is  tied 
to  quality  targets, 
and  they  have  al- 


MAY 
18,031 


...AND  BUYERS  LIKE  WHAT  THEY'RE  GETTING 

INDUSTRY 

INFINITI       SATURN       ACURA       MERCEDES-BENZ       TOYOTA  AVERAGE 
167  160         148  145  144  129 

DATA:  m  POWERS  ASSOCIATES 


DEBORAH  WIKARYASZ 
Line  worker 

The  plant  where  Wikar- 
yasz  used  to  build  Cadil- 
lacs seems  a  distant  mem- 
ory. "We  don't  have  the 
back-stabbing  and  the 
yelling  and  the  things  I've 
seen,"  she  soys.  Her  team 
does  more  than  just  assem- 
ble fixtures  on  the  left  side 
of  each  Saturn:  It  "hires" 
workers,  approves  parts 
from  suppliers,  chooses  its 
equipment,  and  handles 
administrative  matters 
such  as  its  budget.  "We 
can  keep  our  costs  down 
and  pass  the  savings  along 
to  the  customer." 


ready  demonstrated  that  they  won  t 
compromise  quality.  Last  October,  after 
managers  pushed  through  a  production 
increase  that  wound  up  raising  the  num- 
ber of  defects,  line  workers  staged  a 
slowdown  during  a  Stempel  visit.  Saturn 
managers  eventually  eased  off  on  their 
production  goals. 

Now,  LeFauve  is  about  to  ratchet  up 
again,  trying  to  lift  production  to  meet 
demand  without  compromising  quality. 
He  is  adding  a  third  crew  to  boost  capac- 
ity 447'  and  get  Spring  Hill  running  at 
full  tilt.  That  should  happen  by  next 
March,  three  months  earlier  than 
planned.  To  ease  the  pressure  until  then. 
Hudler  has  asked  dealers  to  delay  for  up 
to  six  months  the  opening  of  more  than 
25  new  outlets. 

With  an  extra  $1  billion  to  bring 
Spring  Hill's  capacity  to  500,000,  Le- 
Fauve could  turbocharge  Saturn's 
growth.  He  would  have  plenty  of  capaci- 
ty to  meet  demand  for  Saturn's  new 
products:  a  four-door  wagon  and  an  en- 
try-level coupe  coming  this  fall,  and  an 
additional  two-door  model  originally  due 
in  1994  but  delayed  because  of  GM  belt- 
tightening.  Plus,  he  could  expand  Sat- 
urn's modest  stable  of  195  dealerships, 
extending  the  product's  reach  into  the 
nine  states  where  it's  not  yet  available. 
Saturn's  sales  could  quickly  rival  those 
of  the  Buick  Motor  Div.,  GM's  third-larg- 
est unit.  Chevy  and  Pontiac  are  No.  1 
and  No.  2,  respectively. 
DEATH  RATTLE?  With  a  further  $1  billion 
or  so  to  develop  a  larger  Saturn  model, 
the  company's  potential  would  really 
start  to  mushroom.  As  the  value-con- 
scious baby  boomers  who  are  now  buy- 


ing Saturns  grow  older,  they'll  be  look- 
ing to  move  up  to  cars  with  more  room, 
comfort,  and  features.  Mimicking  the 
tactic  that  Japanese  manufacturers  used 
so  successfully  to  gain  market  share  in 
the  1980s,  Saturn  plans  to  grow  along 
with  them,  offering  a  larger  car  late  in 
the  1990s. 

Saturn  will  also  need  fresh  models  to 
keep  pace  with  technical  advances  by  the 
Japanese.  So  far,  however,  GM  hasn't 
committed  funds  for  Saturn  models  be- 
yond 1995.  And  since  it  takes  at  least 
three  years  to  design  a  new  car,  delays 
now  can  be  deadly  later.  GM's  hesitation 
makes  one  top  United  Auto  Workers  of- 
ficial nervous:  "I'm  worried  about  GM's 
long-term  commitment  to  Saturn." 

Stempel  argues  that  today's  Saturn 
buyers  can  graduate  to  existing  GM 
brands  that  traditionally  cater  to  older 
buyers,  such  as  Cadillac,  Buick,  and 
Oldsmobile.  But  Saturn  buy- 
ers aren't  the  same  as  GM's 
customers  of  the  past.  Many 
of  them  are  former  import 
buyers,  and  they  like  Sat- 
urn's nimble,  Japanese-like 
feel  and  its  more  contempo- 
rary design.  Saturn's  re- 
search shows  that  707f  of  its 
buyers  would  have  pur- 
chased a  non-GM  product  if 
they  hadn't  selected  Saturn. 
Fully  half  of  them  would 
have  bought  Asian  models. 
"Buicks  are  not  going  to  ap- 
peal to  baby  boomers  when 
they're  50  years  old,"  says 
E.  F.  Hutton  analyst  Joseph 
S.  Phillippi. 


It's  not  that  GM  has 
money  to  spend  on 
cars.  It  plans  to  shell 
some  $13.5  billion  on 
models  through  next  y< 
But  Stempel  has  vowed  •f'^^ 
shift  GM's   focus  avr 
from  market  share  and 
ward  profits.  For  that 
son,  much  of  the  new-pi 
uct  money  will  proba 
go    toward  develop 
trucks  and  big  cars.  Th 
vehicles,  with  gross 
gins  of  up  to  $8,000,  of 
quicker  profits  than 
urns,  which  should  h 
margins  of  around 
by  the  mid-1990s. 

If  GM  decides  to  exp 
Saturn,   many  believe 
will  retool  an  older  pli 
The  obvious  advantage 
cost:  Converting  a  fact 
should  cost  about  $200  i 
lion  less  than  buildinj 
new  one,  although  the 
nal  cost  depends  on  which  plant  is  sel 
ed.  It's  also  a  lot  more  appealing  po 
cally,  since  such  a  plant  could  emj 
workers  who  might  otherwise  becc  ^[ " 
unemployed  or  be  forced  to  relocate 
Spring  Hill.  Some  observers  are  push 
for  a  plant  that  has  been  closed  for  i 
eral  years.  At  such  a  factory,  the  th: 
ing  goes,  more  of  the  ex-workers  wo 
have  found  other  jobs.  Saturn's  rigor 
hiring  process  would  thus  be  less  disi 
tive  than  at  a  more  recent  shutdown 
GLITCHES.  Converting  a  plant  woul(  ^'^'^'^ 
be  easy,  though.  The  UAW  could  bl  "'^ 
such  a  plan,  for  one.  Saturn's  UAW  ( 
tract,  which  puts  everyone  on  salary,  'wts 
eluding  line  workers,  is  a  radical  dej 
ture  from  GM's  pact.  It  gives  worker 
voice  in  all  management  decisions 
will  link  207'  of  pay  to  quality,  product 
ity,  and  profitability.  Union  lead(|- 
doubting  the  depth  of  GM's  commitrrl 
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SATURH  IS  CRANKING 
OUT  MORE  CARS... 


SATURN  PUNT  CLOSED  FROll! 
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urn-style  labor  rcla- 
;ay  they  won't  adopt 
)ntract  elsewhere, 
i  seen  lots  of  fads 
ind  go  at  CM,"  says 
n  spokesman.  "Now 
re  the  Saturn  fad." 
g  an  older  plant  and 
ablished  work  force 
lies  in  the  face  of 
's  winning  strategy 
rting  from  scratch 
refully  choosing  em- 
s.  Saturn  selects 
liar  employees  en- 
from  within  the  GM 
-but  only  those  it 
irs  adaptable,  able 
k  well  in  teams,  and 
sed  of  good  commu- 
ns  skills.  Any  new 
rould  have  to  follow 
'  the  same  proce- 
r  suffer  from  a  lack 
nmon  visions  and 
Logistics  could  give 
I's  system  fits  as 
he  company  would  have  to  coordi- 
le  shipment  of  tons  of  major  com- 
s  such  as  engines  to  a  new  plant, 
ling  it  doesn't  have  to  worry 
at  the  integrated  Spring  Hill  site. 
1  Spring  Hill  hasn't  been  without 
s.  The  plant  runs  one  of  the  tight- 
st-in-time  inventory  systems  in 
America.  Yet  almost  two  years 
)roduction  began,  the  $1.9  billion 
X  hasn't  reached  full  speed.  .Just 
workers  shut  down  on  July  20  for 
veek  vacation,  they  were  cranking 
out  1,000  cars  a  day — 20%  below 
's  initial  target. 

lenecks  persist  in  the  plant.  Some 
acturing  experts  say  Saturn  tack- 
much  at  once,  making  it  hard  to 
oduction  running  smoothly.  The 
ain  operation  is  having  trouble 
g  unexpectedly  high  demand  for 
itic  transmissions.  And  the  paint 


ANTHONY  MILLS 

UAW  business  unit 
coordinator 

Unlike  at  other  plants,  the 
union  representative  has 
lots  of  input  on  business  is- 
sues. His  role  on  personnel 
issues  has  changed  dra- 
matically, too.  Say  a  work- 
er is  charged  with  chronic 
absenteeism.  "The  role  I 
used  to  play  was  much  like 
o  lawyer,"  Mills  says.  "I 
till  had  to  represent  that 
person  even  if  I  knew  that 
person  was  guilty.  But  the 
union  here  is  assuming  that 
people  who  come  to  Sat- 
urn are  accountable  for 
their  own  actions." 


.BUT  CAN'T  KEEP  UP 
WITH  DEMAND 


DATA;  COMPANY  REPORTS,  WAfD'S  mOmmi  SfPOfTS 


system  produces  uneven  quality.  The 
Band-Aid  solution:  Spare  plastic  body 
panels  are  on  hand  so  that  workers  can 
quickly  replace  blemished  ones. 

Because  Spring  Hill  is  so  highly  inte- 
grated, a  minor  delay  in  one  part  of  the 
|}lant  can  shut  down  the  whole  opera- 
tion. The  company  is  scrambling  to  en- 
sure that  glitches  are  less  likely  to 
knock  everything  off  track.  During  the 
two-week  shutdown,  maintenance  work- 
ers added  space  for  more  inventory  be- 
tween departments  as  a  buffer.  For  in- 
stance, they  made  room  for  20  additional 
instrument  panels,  so  snags  in  that  part 
of  the  factory  would  be  less  likely  to 
halt  the  main  final  assembly  line.  "If 
they're  just  now  recognizing  those  prob- 
lems, somebody  ought  to  be  canned," 
storms  consultant  Harbour.  LeFauve 
says  that  most  of  the  wrinkles  are  now 
out  of  the  system  and  that  it  will  be 
glitch-free  by  fall,  with  two 
shifts  running  at  full  speed. 

Whatever  the  hitches,  Sat- 
urn has  already  done  a  lot 
right.  Its  high  quality  ratings 
are  due  largely  to  the  revolu- 
tionary labor  agreement  that 
makes  partners  of  Saturn's 
blue-  and  white-collar  work- 
ers and  gives  everyone  the 
authority  to  solve  quality 
problems.  Line  workers  who 
encounter  defective  parts, 
for  example,  often  phone  the 
supplier  to  recommend  a  fix. 
The  14-member  door  team  re- 
cently suggested  rearrang- 
ing machinery  to  improve 
quality  and  productivity.  The 


moves  also  cut  out  two  people,  who  then 
transferred  to  another  part  of  the  plant. 
"You  can  trust  the  people  you're  work- 
ing with.  So  if  I  come  up  with  an  idea,  I 
won't  be  worked  out  of  a  job,"  says 
team  member  Gregory  L.  Arthur,  a  20- 
year  GM  veteran. 

Saturn's  folksy,  offbeat  advertising, 
created  by  San  Francisco's  Hal  Riney  & 
Partners,  has  done  much  to  establish  its 
image  as  an  unusual  car  company.  The 
ads  focus  on  Saturn  buyers'  lifestyles  as 
much  as  on  their  cars,  making  the  ads 
easy  to  relate  to.  They  play  up  product 
themes  that  baby  boomers  hold  dear, 
such  as  safety,  utility,  and  value.  The 
almost-instant  result  is  one  of  the  most 
sharply  focused  brand  images  in  the 
auto  world.  "Their  advertising  ought  to 
be  a  lesson  for  everyone,"  says  Keller. 
NO  HAGGLING.  The  company's  novel  ap- 
proach to  retailing  has  also  set  a  new 
standard  for  the  industry.  Its  cars  carry 
no  rebates  and  are  priced  aggressively, 
starting  at  $9,195,  even  after  an  average 
8%  hike  for  1993  models.  Dealers  get 
large  territories,  so  they  compete  with 
rival  brands  instead  of  each  other. 
Courses  in  Spring  Hill  instruct  manag- 
ers and  salespeople  in  low-pressure,  hag- 
gle-free selling  techniques.  They  learn 
how  pampering  customers  can  create 
the  word-of-mouth  that's  the  most  effec- 
tive kind  of  advertising  (BW — Aug.  3). 
Saturn's  success  is  "one  of  the  most  as- 
tonishing proofs  of  simple,  back-to-ba- 
sics marketing  I've  ever  seen,"  says 
Laurel  Cutler,  a  former  Chrysler  vice- 
president  and  now  vice-chairman  at  ad 
agency  FCB/Leber  Katz  Partners. 

The  combination  of  a  good  product 
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MILTON  FLETCHER 

Human  resources 
adviser 

Fletcher  administers  man- 
agement benefits  and 
compensation.  Although 
he  found  it  "initially  shock- 
ing" to  sit  alongside  UAW 
reps  to  conduct  perfor- 
mance reviews  of  manag- 
ers, the  19-year  GM  veter- 
an is  sold  on  Saturn  after 
being  on  the  job  for  just 
two  months.  "Walking 
into  a  typical  situation 
where  they're  talking  part- 
nership, I  would  have  ex- 
pected just  lip  service. 
That's  not  what  I  found 
here." 


and  vibration,  Saturn 
signed  the  engine  m(  ,,;,(oil 


and  top-notch  service  nial<es  Saturn  own- 
ers among  the  happiest  on  the  road.  Dan 
Bitcon,  a  New  Jersey  video  producer, 
recently  plunked  down  $9,700  for  a  Sat- 
urn sedan.  Since  then,  staffers  from 
both  the  dealership  and  Saturn  head- 
quarters have  called  to  find  out  how  the 
car  is  doing  and  how  he  likes  it.  They 
also  sent  him  a  questionnaire.  "Knowing 
that  it  was  a  General  Motors  company,  I 


didn't  expect  such  service,"  Llitcun  says. 

Buyers'  complaints  have  been  fairly 
limited.  At  the  outset,  Saturn  had  two 
recalls,  one  for  defective  seats  and  an- 
other for  corrosive  engine  coolant.  Some 
early  owners  also  complained  of  insuffi- 
cient headroom  and  noisy,  vibrating  en- 
gines. Last  year,  Saturn  began  installing 
rear  seats  that  are  half  an  inch  lower 
than  the  initial  design.  To  muffle  noise 


and  added  more  insul 
under  the  hood. 

Now,  gm's  rivals 
starting  to  learn  from 
urn's  successes.  Chr 
partly  modeled  its  nev 
million  dealership-tra 
program  on  Saturn's 
April,  Ford  Motor  Cc 
gan  selling  its  subcon 
Escort  models  at  one 
price.  The  program,  v 
discourages  haggling 
does  not  ban  it,  has 
such  a  hit  that  Ford 
expanded  it  to  other 
els.  Even  Japanese  co 
nies,  leaders  in  small 
for  more  than  a  de 
are  taking  notice.  "Wi 
watching  Saturn  clos 
says  Hideyo  Miyano, 
gine   research  hea(^^,^, 
Honda  Motor  Co.  s 
unit.  "We  are  very 
ned,  and  that's  not  simply  flattery. 

One  company  that  could  pay  moi 
tention  to  Saturn's  innovations  is 
Some  outsiders  are  pushing  it  to  ii  ,', 
ment  Saturn-style  training  progr 
Others  want  to  see  more  GM  divi 
adopt  rewards  for  high  customer 
faction  ratings.  But  so  far,  with  th 
ception  of  antilock  brakes  developei 
Saturn  and  now  used  in  some  ( 
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MEANWHILE,  CHEVY  IS 
SULKING  IN  THE  GARAGE 


Gordon  Stewart  gnashes  his  teeth 
every  time  he  sees  the  commer- 
cials, and  lately  he  has  been  see- 
ing them  a  lot.  The  offending  ads,  push- 
ing the  Saturn,  may  be  the  warmest  and 
fuzziest  car  spots  ever  made.  But  what 
bugs  Stewart  is  not  so  much  what  the 
ads  say;  it's  what  they  leave  unsaid. 
"Saturn  advertising  creates  an  image  of 
a  special  vehicle  built  in  a  special  place 
by  special  people,"  gi-ipes  the  Michigan 
Chevrolet  dealer.  "Where  does  that  put 
the  rest  of  what  GM  builds?" 

Call  it  a  bad  case  of  sibling  rivalry. 
While  wunderkind  Saturn  Corp.  basks  in 
the  limelight  with  \ts,  hot-selling  new 
cars,  Chevrolet  has  been  shunted  aside. 
It  has  held  on  to  nearly  one-quarter  of 
the  growing  truck  market.  But  the  divi- 
sion, which  two  decades  ago  was  selling 
one-fifth  of  all  cars  in  the  U.  S.,  today 
has  only  a  12.1%  share.  The  former  pow- 
erhouse's identity  as  General  Motors 


Corp.'s  entry-level  division  has  blurred. 

Many  Chevy  dealers  are  convinced 
that  Saturn  is  stealing  their  customers. 
They  say  the  aging,  hard-to-sell  cars  and 
trucks  clogging  their  showrooms  are  the 
direct  result  of  GM's  decision  to  bestow 
billions  of  dollars  in  development  largess 
on  Saturn  during  the  past  half-dozen 
years.  "All  that  money  that  went  to  Sat- 
urn and  other  GM  divisions  left  Chevrolet 
naked,"  says  Lou  Bachrodt,  a  Pompano 
Beach  (Fla.)  Chevy  dealer. 
RUSTING  AWAY?  Now,  as  rival  domestic 
carmakers  are  regaining  ground  from 
the  Japanese,  Chevy  is  not  even  along 
for  the  ride.  Ford  Div.  and  Chrysler 
Corp.  boosted  sales  of  cars  and  light 
trucks  this  year  by  15%  and  9.6%,  respec- 
tively, but  Chevy  sales  are  off  4.7%.  The 
erosion  of  Chevrolet  is  the  "most  horren- 
dous marketing  and  merchandising  blun- 
der of  the  decade,"  says  Maryann  Keller, 
auto  analyst  at  Furman  Selz  Inc.  Jim  C. 
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Perkins,  who  left  Toyota  Motoi 
1989  to  head  the  ailing  Chevro 
Div.,  declined  to  be  interviewee 
With  Chevy  still  kicking  in  ni 
of  GM's  2.1  million  annual  veh: 
the  parent  company  can  hardly 
let  its  largest  division  rust  a 
fixing  it  up  will  be  quite  a  choi 
rolet  is  probably  the  most  diffi 
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;,  there  has  been  ht- 
ross-pollination.  "I 
know  anybody  who 
sfied  with  the  pace," 
)el  concedes.  "We've 
got  to  get  this  place 

ly  critics  beheve  bu- 
'atic  inertia  keeps  GM 

learning  good  les- 
'rom  Saturn — or  any- 
'  else,  for  that  mat- 
The  company  has 
d  very  little  of  what 
■ned  from  NUMMI,  its 
)nt  (Calif.)  joint-ven- 
'actory  with  ToyotJi, 
orld's  most  efficient 
ker.  Nearly  a  decade 
the  companies  began 
ig  cars  together  in  a 
;r  GM  plant,  using 
zed  former  GM  work- 
jm's  overall  quality 
roductivity  still  lags 
lehind   the  competi- 

GM  has  been  slow  to 

ideas  from  its  highly  successful 
ean  operations,  too.  "One  of  the 
,  GM  does  very  poorly  is  spread  im- 
Tients  across  the  system,"  says 
d  Ephlin,  foi'merly  a  UAW  vice- 
ent  heading  the  GM  department, 
arrogance  of  GM  makes  it  difficult 
em  to  learn  from  anybody." 
irn's  reputation  as  a  pampered 
lasn't  helped.  GM  is  trying  to  over- 


ROBERT  JOYCE 

Saturn  of  Boston 

As  head  of  parts  and  ser- 
vice at  a  dealership,  Joyce 
gets  the  gripes.  "You  paid 
good  money  for  your  vehi- 
cle, and  if  you  have  a 
problem,  you're  upset,  he 
says.  "People  come 
through  that  door  immedi- 
ately looking  for  confron- 
tation because  that's  v/hat 
they're  used  to.  Then,  they 
run  into  me.  We  sit  dov,  ,i 
at  the  table,  discuss  it, 
hove  a  cup  of  coffee. 
Much  nicer  than  the  tradi- 
fionai  'Give  me  the  keys, 
sit  down,  and  we'll  get 
to  you.' 


coniu  11  l)y  niuviug  a  few  Suluni  L'.xecu- 
tives  to  key  corporate  jobs.  Guy  D. 
Briggs,  former  Saturn  vice-president  for 
manufacturing,  is  now  GMC  Truck's  di- 
rector of  operations.  Alan  G.  Peritton, 
formerly  Saturn's  director  of  materials 
management,  is  now  head  of  GM's  North 
American  purchasing  operations. 

In  time,  Saturn  may  have  more  influ- 
ence on  GM.  After  all,  the  company  has 


bt'L'ii  building  CcU'h  lui'  less  than  Lv^u 
years,  and  only  lately  have  its  lofty 
ideals  begun  to  translate  into  drauialic 
sales  growth.  But  a  payoff- -in  profits  or 
innovation — will  never  materialize  if  Sat 
urn  is  allowed  to  run  out  of  gas. 

By  Darid  Woodiii/f.  iritit  ./(inns  B 
Treece,  in  Detroit,  Siuiita  Wadckai 
Bhargava  in  New  York,  and  Karen  Loiery 
Miller  in  Tokyo 


!ral  Motors  has,"  says  Christo- 
Cedergren,  a  consultant  at 
c  Group  Inc.  Considering  the 
Tioth's  many  problems,  epito- 
last  year's  $7.5  billion  loss  in 
irica.  that's  saying  something, 
bevrolet  needs  is  some  fresh 
,nd  quickly.  New  cars  and 
in  the  pipeline,  but  until  they 


trickle  out  over  the  next  few  years,  ag- 
gressive price-cutting  seems  to  be 
Chevy's  best  bet  for  moving  the  metal. 
Since  June,  it  has  been  offering  $1,500 
cash  back  to  buyers  of  the  Lumina.  That 
compares  with  $750  back  on  most  ver- 
sions of  Ford's  faster-selling  Taurus. 
Perkins  and  his  team  must  also  hone  a 
sharper  marketing  focus.  Critics  say  the 
division  is  trying  to  be  all  things  to  all 
consumers.  One  solution:  trimming  some 
models  from  a  lineup  that  now  runs  all 
the  way  from  $6,999  subcompacts  to 
$18,155  trucks  and  $33,635  Corvettes. 
NICHE  EROSION.  Saturn,  of  course,  isn't 
the  only  cause  of  Chevy's  woes.  Ford 
Motor  Co.  has  kept  Chevy  from  gaining 
the  dominance  in  trucks  that  Perkins 
has  promised.  The  weak  economy  is  hit- 
ting Chevy's  cost-conscious  customers  es- 
pecially hard.  Efforts  to  curtail  unprofit- 
able deals  with  car-rental  companies  are 
trimming  its  sales,  too.  And  in  a  market 
crowded  with  brands  and  models. 
Chevy's  niche  is  becoming  more  difficult 
than  ever  to  distinguish. 
BACHRODT:  GM  Even  without  Saturn, 
HAS  "LEFT  cash-strapped  GM  would 

CHEVROLET         huve  had  less  capital  to 

NAKED" 


funnel  into  Chevrolet.  Tight  money 
means  delays  in  introducing  badly  need- 
ed new  or  redesigned  models.  GM  recent- 
ly had  to  push  back  a  replacement  for 
the  11-year-old  Cavalier  until  1995,  for 
instance.  Chevy  is  stuck  with  what  many 
critics  call  uninspiring  cars:  the  warmed- 
over  Caprice  sedan,  which  Keller  calls 
the  "ugliest  large  car  built";  the  peculiar- 
looking  APV  minivan  with  its  Dustbuster 
snout;  the  hard-riding  Blazer  sport-utility 
vehicle,  and  the  lackluster  Lumina. 

Chevy's  problems  are  apt  to  get  worse 
before  they  get  better.  Saturn  is  gearing 
up  to  build  more  cars  next  year.  Other 
auto  makers  are  launching  vehicles  that 
will  create  stiff  competition  as  well. 
Chrysler's  new  LH  midsize  cars  aren't  go- 
ing to  help  sales  of  Chevy's  Lumina,  and 
Ford's  spif fed-up  Ranger  small  pickup 
and  new  Tempo  are  going  to  give  their 
Chevy  counterparts  a  run  for  their  mon- 
ey. Chevy  dealers  are  pinning  their  hopes 
on  redesigns:  the  1993  Camaro  and  GEO 
Prizm,  the  1994  Blazer,  and  a  reintroduc- 
tion  of  the  Monte  Carlo.  Until  then, 
Chevy  will  probably  go  on  feeling  like 
the  poor  relation  in  the  GM  family. 

By  Kathleen  Kenrm  n,  fJctn/it 
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ARE  FEWER  BANKS 
BETTER? 


Not  necessarily.  Doubts  about  consolidation  ai'e  growing 


First  it  was  REITs.  Then  loans  to  Lat- 
in American  governments.  Then 
commercial  real  estate.  Now,  the 
buzzword  among  America's  fad-ridden 
big  banks  is  "consolidation."  Bankers 
see  mergers,  especially  combinations  of 
banks  with  shared  markets,  as  the  key 
to  making  the  industry  stronger,  more 
efficient,  and  better  able  to  fight  domes- 
tic and  foreign  competitors.  And  bankers 
have  gone  at  consolidation  with  a  ven- 
geance. In  1991,  banks  announced  more 
than  500  mergers,  capped  by  three 
megadeals  involving  $443  billion  in 
assets. 

While  the  merger  boom,  unlike  the  in- 
dustry's lending  fads  of  the  recent  past, 
won't  bring  the  banking  system  to  its 


knees,  it  may  fall  far  short  of  solving 
banking's  troubles.  Washington's  top 
regulators  are  cheering  consolidation  on, 
but  their  research  staffs  report  that  past 
mergers  haven't  produced  the  efficiency 
gains  promised  by  the  dealmakers.  The 
economists'  findings:  The  average  bank 
merger  in  the  1980s  didn't  cut  costs, 
didn't  raise  productivity,  and  actually 
made  the  combined  bank  slightly  less 
profitable.  "We  all  believe  that  consoli- 
dation ought  to  work,"  says  a  Federal 
Reserve  official,  "but  that  hasn't  been 
supported  by  the  numbers  yet." 

Those  disappointing  numbers  are  con- 
tained in  two  recent  Fed  studies,  which 
challenge  the  conventional  wisdom  in  the 
industry  that  mergers  make  economic 


iiiis  for 
mm 


sense.  In  one,  economist  Aruna 
san  of  the  Atlanta  Fed  followed  all 
mergers  from  1982  through  1986 — i 
riod  when  many  states  opened 
doors  to  out-of-state  banks.  In  the 
years  after  the  deals  were  consum; 
ed,  Srinivasan  found,  noninterest 
penses,  mostly  salaries  and  other  oftiiaicrs 
head  costs,  fell  by  4.87f  in  merged  ba 
But  those  savings  were  easily  mat( 
by  banks  that  remained  indepenc 
The  reason:  Savings  on  salaries 
branch  costs  in  the  merged  banks 
offset  by  increases  in  such  expenseBirorp.l 
advertising  and  amortization  of  goo(  jseraril 
acquired  in  the  takeover. 
ASSUMPTIONS  BELIED.  A  similar  stud; 
economists  Allen  N.  Berger  of  the  F 
Washington  staff  and  David  B.  H 
phrey  of  Florida  State  University 
eluded  that  mergers  didn't  lead  to 
ger  and  better  banks.  After  focusinj  jif^^^ 
114  deals  during  the  1980s  invol 
banks  with  $1  billion  or  more  in  as: 
the  study  found  that  big  mergers 
about  a  wash"  for  cost  savings  Kni] 
"slightly  negative"  for  the  mei 
banks'  profits,  says  Humphrey 

Both  Fed  studies  undercut  ano  ijjf^jj, 
cherished  theory  of  pro-merger  banl  ^oji 


:i«re  it 


'jperat 


WHY  BANK  MERGERS  DON'T  MAKE  MUCH  ECONOMIC  SENSE 


Eial; 


1  EFFICIENCIES  ARE  HARD  TO  COME  BY  Banks 
that  merged  in  the  '80s  showed  no  signifi- 
cant gains  in  operating  efficiency.  Fed  re- 
searchers say  the  industry  would  gain  more  by 
improving  operations  at  inefficient  banks  than 
by  combining  banks  to  cut  overlap  and  costs 


BENEFITS  ARE  TOUGH  TO  PREDICT  Fed 

researchers  found  that  even  efficient 
banks  had  a  hard  time  generating  cost  sav- 
ings after  buying  another  bank.  Eliminating 
market  overlap  through  mergers  didn't  pro- 
duce bigger  savings,  either 


BIGGER  DOESN'T  MEAN  BEHER  Banks 
don't  get  more  efficient  as  they  get  lor 
er.  The  big  banks  that  are  now  merging  are 
ready  larger  than  the  most  cost-efficient  sii 
say  researchers 

DATA  FEDERAL  RESERVE 
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lerffin^  hanks  with  overla|)pinjj; 
s  would  yit'lfl  bigger  cost  savinj^s, 
combined  bank  closed  redundant 
es  and  back-office  operations. 
Srinivasan  found  slightly  better 
for  banks  serving  roughly  the 
market,  Berger  and  Humphrey 
t  find  any  correlation  between 
Tree  of  market  overlap  and  suc- 
t  cutting  costs.  An  unpublished 
ady  also  casts  doubt  on  the  sav- 
)tential  of  branch  closings.  Com- 
every  possible  in-state,  big-bank 
•  and  closing  half  the  overlapping 
ss  would  eliminate  only  2.79f  of 
.tion's  58,603  bank  offices,  re- 
!rs  found. 

economists'  results  have  spurred 
;erattack  by  bankers  and  the  con- 
s  who  broker  mergers.  "The  aca- 
are  looking  at  an  era  when  banks 
nterested  in  expansion,  not  effi- 
'  says  H.  Rodgin  Cohen,  a  New 
lanking  attorney.  In  the  rush  to 
'er  state  lines,  many  banks  paid 
trices,  then  failed  to  follow 
h  with  cost-cutting.  Analysts 

0  the  defunct  Bank  of  New  En- 
Dorp,  as  an  example  of  '80s-style 
tieration.  After  New  England 
approved  regionwide  banking, 
sallowed  32  banks.  But  the  bank 
;ould  keep  up  with  the  acquisition 
Back-office  operations  remained 
ident.  BNE  even  ran  seven  differ- 
items  for  recording  deposits. 

>  MARKETS.  Bankers,  consultants, 
^ulators  argue  that  the  industry 
e  focused  nowadays  on  cutting 
nd  filling  in  gaps  in  banks'  mar- 
get  the  best  return  on  overhead, 
sar's  big  dealmakers  claim  to  be 
y  ambitious  savings  goals.  Bank- 
a  Corp.  has  cut  3,700  jobs  since  it 
er  Security  Pacific  Corp.  m  April, 
>efore  starting  to  close  excess 
3s.  Chemical  Banking  Corp.  says 
"educed  its  payroll  by  4,500  since 
cing  its  merger  with  Manufactur- 
nover  Corp.  last  year. 
.  so,  many  banks  that  have  re- 
independent  are  racking  up  simi- 
t  savings.  For  example,  analysts 
Midlantic  Corp.  in  Edison,  N.  J., 
ice  operating  costs  by  $100  mil- 
anks  in  part  to  staff  reductions, 
gulators  see  another  benefit  to 
lation:  "You've  got  to  have  some- 
lajor — a  takeover  or  a  big  threat 
-to  shake  most  of  these  bankers 
their  complacency,"  says  a  top 
ficial.  That  psychological  boost — 
chance  that  it  can  force  efficien- 
iiks  have  resisted  for  decades — is 
for  officials.  They're  willing  to 
t  the  merger  boom  will  be  more 
st  another  banking  fad. 
'ike  McNamee  in  Washington,  with 

1  Schiller  in  Cleveland,  Geoffrey 
n  Boston  and  bureau  reports 


REGULATIONS! 


PINNING  THE  BLAME 

ON  WALL  STREET'S  LAWYERS 


The  securities  bar  braces  for  a  possible  SEC  charge  in  Salomon's  scandal 


.emember  Donald  M.  Feuerstein? 
He  was  the  general  counsel  of 
iSalomon  Inc.  who  left  in  the  wake 
of  the  August,  1991,  government-bond 
auction  scandal — along  with  four  other 
Salomon  executives,  including  CEO  John 

H.  Gutfreund.  So  far,  the  Securities  & 
Exchange  Commission  has  not  charged 
any  of  the  Salomon  five. 

But  it  now  appears  that  the  SEC  is 
getting  ready  to  move — in  a  way  that 
has  the  securities  industry  all  riled  up. 
Feuerstein  may  be  hit  with  a  charge  nor- 
mally reserved  for 
line  managers:  "The 
SEC  seems  to  be  do- 
ing what  it  can  to 
bring  'failure  to  su- 
pervise' charges 
against  Don  Feuer- 
stein," says  Robert 

I.  Kleinberg,  who 
heads  the  Legal  & 
Compliance  Div.  of 
the  Securities  Indus- 
try Assn.  (SIA)  and  is 
general  counsel  at 
Oppenheimer  &  Co. 
"It's  a  bum  rap  to  be 
considered  a  supervi- 
sor when  you  are  a 
professional  legal  ad- 
viser." The  SEC  de- 
clined to  comment. 

Says  Harvey  L. 
Pitt,  Feuerstein's  at- 
torney and  a  former 
SEC  general  counsel: 
"While  the  SEC  was 
certainly  considering 
the  issue  of  whether 
a  lawyer  could  be 
charged  with  the  failure  to  supervi- 
se...  to  my  knowledge,  no  decisions 
have  been  made  to  charge  Feuerstein 
with  a  failure  to  supervise." 
KEEPING  MUM.  At  issue  is  whether 
Feuerstein,  as  the  in-house  lawyer, 
should  have  acted  more  aggressively  af- 
ter he  learned  in  April,  1991,  that  top 
trader  Paul  W.  Mozer  had  been  submit- 
ting false  bond  bids.  While  he  persistent- 
ly advised  senior  management  to  report 
the  problem,  it  was  August  before  the 
firm  informed  the  SEC.  Many  experts  be- 
lieve Feuerstein  should  also  have  told 
Salomon's  board  about  Mozer's  impropri- 
ety as  soon  as  it  became  clear  manage- 
ment had  not  reported  it  promptly. 

The  SEC  has  begun  to  pin  more  blame 


FIRST  THE  ACCOUNTANTS, 
NOW  THE  LAWYERS? 

►  In  June,  1991,  the  SEC 
charged  Ernst  &  Young  with 
conflict  of  interest  because 
Ernst  partners  borrowed  $21.8 
million  from  its  client  Republic- 
Bank  on  favorable  terms.  Ernst 
&  Young  disputes  the  charges 

►  In  March,  1992,  the  SEC 
found  First  Albany's  general 
counsel  failed  to  supervise  a  bro- 
ker by  not  making  adequate  in- 
quiries into  unauthorized  trades. 
The  charges  were  settled 

►  The  SEC  is  considering  bring- 
ing 'failure  to  supervise'  charges 
against  Donald  Feuerstein,  Salo- 
mon's former  general  counsel 


on  lawyers  and  accountants.  Last  year, 
for  example,  the  agency  charged  an  ac- 
counting firm  with  conflict  of  interest. 
And  early  this  year,  the  agency  held 
First  Albany  Corp.'s  general  counsel  re- 
sponsible for  a  broker's  misconduct  for 
failing  to  oversee  the  broker's  trading 
activity  adequately.  Without  admitting 
liability,  the  charges  were  settled  (table). 

Even  though  it  is  still  uncertain 
whether  his  client  will  be  charged  at  all, 
Pitt  has  been  busy  rallying  industry  sup- 
port. Several  weeks  ago,  he  asked  the 
SIA  Legal  &  Compli- 
ance Div.,  made  up 
of  general  counsels 
of  many  Wall  Street 
firms,  to  sign  a  let- 
ter to  the  SEC  in  sup- 
port of  Feuerstein 
by  raising  general 
concerns  about  go- 
ing after  lawyers. 

The  SIA  division 
declined  to  sign 
Pitt's  letter  because 
it  wasn't  in  a  posi- 
tion to  judge  the 
facts  of  Feuerstein's 
case.  Instead,  on 
Aug.  5  it  sent  its 
own  letter  to  the 
SEC,  voicing  alarm  at 
the  move  toward 
blaming  supervisory 
lapses  on  compliance 
people.  It  argued 
that  supervision  is 
the  role  of  execu- 
tives who  have  au- 
thority to  "hire,  fire, 
reward,  promote, 
and  demote  the  people  who  report  to 
them."  A  general  counsel  has  no  such 
authority  over  employees.  "For  the  SEC 
to  jeopardize  the  contribution  of  these 
allies  and  mislabel  them  'supervisors' 
flies  in  the  face  of  reality  and  threatens 
to  undermine  ...  a  devoted  group  of  peo- 
ple who  carry  your  message  to  Wall 
Street  every  day,"  concludes  the  letter. 

Pitt  has  succeeded  in  eliciting  an  emo- 
tional plea  from  the  industry.  But  it 
might  backfire.  The  SEC  could  get  tough 
with  Feuerstein  to  make  a  point  to  Wall 
Street:  Give  your  lawyers  and  compli- 
ance departments  more  muscle. 

By  Leah  Nathans  Spiro  and  Michele 
Galen  in  New  York,  with  Dean  Foust  in 
Washington 
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BANKING  I 


BILL  TAYLOR  HAS  BECOME  A  GADFLY 
IN  HIS  OWN  RIGHT 


The  new  FDIC  chaimian  may  make  Bush  yearn  for  the  Seidman  days 


When  William  Taylor  was  tapped 
to  head  the  Federal  Deposit  In- 
surance Corp.  last  fall,  one  of 
his  most  important  qualifications  seemed 
to  be  that  he  wasn't  L.  William  Seidman. 
By  the  time  Seidman  had  stepped  down  as 
FDIC  chairman  in  October,  he  had  worn 
out  his  welcome  at  the  White  House  with 
his  dire — and  all-too-accurate — predictions 
about  the  depth  of  the  thrift  industry's 
ills.  In  Taylor,  who  served  for  15  years  as 
a  top  Federal  Reserve  bank  supervisor, 
Bush  Administration  officials  appeared 
confident  they  were  getting  a  respected 
bureaucrat  who  wouldn't  make  waves. 

They  were  half  right.  The  53-year-okl 
Taylor  has  lived  up  to  his  reputation  as  a 
tough  regulator,  but  in  his  understated 
way,  the  FDiC  chairman  is  taking  stands 
that  clash  with  the  White  House.  While 
some  Bush  aides  have  been  quick  to  de- 
clare that  banks — like  the  economy — have 
turned  the  corner,  Taylor,  by  contrast, 
has  emerged  as  the  Administration's 
prophet  of  gloom.  "I'm  not  sure  the  prob- 
lems have  peaked  by  any  means,"  he  says. 
"I  think  you're  going  to  have  a  continued 
high  level  of  bank  failures." 
LOAN  VOICE.  Perhaps  more  worrisome  for 
the  White  House,  some  of  Taylor's  initia- 
tives run  counter  to  Administration  ef- 
forts to  jawbone  banks  into  pumping  out 
new  loans.  Taylor,  for  instance,  is  pushing 
the  FDIC  board  to  approve  a  227(  hike  next 
year  in  the  premiums  that  banks  pay  into 
the  ailing  deposit  insurance  fund,  which 
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now  shows  a  $7  billion  deficit.  But  critics 
contend  that  Taylor's  proposal  might 
force  banks  to  set  aside  funds  this  year 
and  thus  crimp  their  ability  to  make  loans 
that  could  spur  the  economy — and  Bush's 
reelection  prospects.  "I  haven't  seen  him 
do  a  lot  to  endear  himself  to  the  Adminis- 
tration," deadpans  Seidman,  now  a  Wash- 
ington consultant.  "Before  it's  over,  they 
may  even  yearn  for  me  again." 


TAYLOR'S  BIG  HEADACHE 

MORE  BANK  ASSETS 
ARE  GOING  UNDERWATER.... 


ASSETS  OF  FAILED 
BANKS 


I   I  I 
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Taylor's  pnjfessional  credentials  ai 
peccable.  He  joined  the  Chicago  Fed  - 
bank  examiner  straight  out  of  colle  [i  ' 
1961.  Taylor  is  the  only  FDIC  chief  e\  I 
have  held  that  job.  After  a  stint  as  he  I*' 
lending  for  Chicago's  small  Upper  A\ 
Bank,  Taylor  rejoined  the  Fed  in  1976 
son  of  a  Scottish  coal  miner,  Tayl 
known  for  being  blunt.  But  his  stj 
more  in  keeping  with  the  low-key  cu 
at  the  Fed,  where  anonymity  prevaili 

In  his  new  post,  Taylor  finds  hims 
center  stage — and  at  times  in  conflict 
the  Administration.   Unlike  the  \ 
House,  the  FDIC  chief  is  downright ;  i 
mistic  about  banks.  While  the  lower 
est  rates  have  boosted  industry  p: 
this  year,  Taylor  believes  that 
weaker  banks  haven't  worked  th: 
their  real  estate  problems.  And  he 
that  as  desperate  developers  of  v; 
new  buildings  lure  tenants  from 
properties,  it  will  send  new  rij 
through  banks'  real  estate  portfolic 
don't  have  any  sense  commercial  re 
tate  values  have  stabilized,"  he  says, 
'HE'S  THE  WRONG  MAN.'  That's  one 
son  why  Taylor  wants  a  premium  inc 
for  deposit  insurance  over  the  Admin 
tion's  strenuous  objections.  As 
banks  fail,  Taylor  expects  the  fund's 
cit  to  widen  sharply.  Even  if  the 
posed  increase — from  23$  to  28(t  for 
$100  in  deposits — is  approved,  the  f 
deficit  could  hit  $12.7  billion  by 
(chart). 

Recent  regulatory  changes  may  h 
the  process,  Taylor  says.  When  Con 
voted  last  November  to  lend  $70  billi 
bolster  the  insurance  fund,  lawm; 
also  gave  the  FDIC  authority  to  deal 
er  with  teetering  banks.  Under  new  i 
regulators  won't  have  to  wait  ur 
bank's  entire  net  worth  is  gone  b 
seizing  it.  By  Taylor's  count,  the 
guideline  could  double,  to  $76  billioi 
assets  that  the  FDIC  will  have  to  sei 
banks  go  belly-up  next  year. 

So  far,  the  Administration  has  ( 

played  its  differences  with  Taylor.  P 

ly.  Treasury  officials  praise  Taylor 

no-nonsense  regulator.  But  som.e  bai 

are  openly  hostile.  They  contend  thai! 

lor's  bearish  predictions  are  overl 

and  impede  the  industry's  efforts  t(| 

regulatory  relief.  They  also  argue 

Taylor  symbolizes  exactly  what  has 

wrong  with  Washington's  oversight  ( 

industry:  Shell-shocked  by  the  S&L  bai 

policymakers  are  focusing  exclusive  - 

protecting  taxpayers  while  ignorinj^I 

economic  impact  of  their  actions.  "I"£ 

professional   knothole   inspector,"  3! 

plains  Bert  Ely,  an  Alexandria  (Va.)  liS 

cial  consultant  whose  clients  includt 

Association  of  Bank  Holding  Comp.'i' 

"He's  the  wrong  man  for  the  job." 

And  although  Taylor  differs  witit. 
 :  h. 
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How  ThE  Bank  Of  Boston 
[Urned  Anacomp  Rche  Into 
A$50Q000S/^GS- 


Managing  costs  in  a  tougli 
onomy  is  a  way  of  business  at 
inJc  of  Boston,  a  $32  billion  retail 
nk  with  offices  worldwide. 

Inundated  by  an  expensive  tidal 
ive  of  paper,  the  bank  invited  us 
tackle  the  problem. 

They  challenged  us  to  devek)p 
information  storage  and  retrieval 


Just  What  Is  Ficiie? 

Each  Anacomp  ficbe  is  a  4"x  6" 
sheet  of  microfilm  that  holds  up 
to  700  pages  of  information,  hi 
most  cases,  fiche  can  he  retriei<ed 
and  used  more  quickly  than 
competing  media  such  as  mag- 
netic tape  and  optical  disc.  Most 
important,  savings  in  the  cost  of 
paper,  storage  space,  mailing 
costs,  and  manpower  make  fiche 
far  and  away  the  most  cost- 
effective  way  to  store  and 
retrieve 
data. 


system  that  would  meet  the 
following  criteria: 
'M^  Demonstrate  significant  and 
measurable  savings. 

Be  the  most  cost-effective 
solution  and  work  in  conjunction 
with  emerging  technologies. 
4iP'  hnprove  customer  service 
and  enhance  graphic  replication 
of  reports  and  statements. 
, Satisfy  "total  "  bank  needs, 
not  merely  selected  applications 
and  locations. 

Gain  the  enthusiastic 
endorsement  of  all  user  groups 
within  the  bank. 

Stop  the  flood  of  paper! 
Our  winning  recommendation, 
encompassing  Anacomp's  unique 
micrographic  hardware,  software 


and  service  solutions,  met  and 
exceeded  all  of  the  criteria.  The 
Bank  of  Boston  saw  improvement 
in  information  distribution,  storage 
and  retrieval  and  achieved  a  cost 
savings  in  manpower,  space  and 
paper  that  exceeded  $500,000  in 
the  first  year. 

Michael  Simmons,  I:VP  with 
the  Bank  of  Boston,  suggested 
"Anacomp  should  bottle  its  solution 
and  make  it  widely  available."  That  's 
why  we  decided  to  run  this  ad;  we 
listen  to  our  customers. 

1-et  us  "Anacomp  your  company." 
To  find  out  how,  contact  P  Lang 
Lowrey.  SVP  Anacomp,  Inc.,  3060 
Peachtree  Road,  N.W,  Atlanta,  GA 
30305,  or  call  (404)262-2667. 


The  Image  Of  The  Future 
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Administration  over  key  issues,  some  crit- 
ics say  the  FDIC  chairman  isn't  above  ])oH- 
tics.  While  the  FDiC  predicted  that  it 
would  close  200  banks  in  1992,  Taylor  so 
far  has  shuttered  only  69.  Congressional 
Budget  Office  Director  Robert  D.  Reis- 
chauer  wonders  whether  the  Administra- 
tion intends  to  spring  a  "December  sur- 
prise" by  delaying  the  seizure  of  troubled 
banks  until  after  the  election. 


Taylor  bi'istles  at  suggestions  that  he  is 
being  influenced  by  election-year  politics. 
The  banking  industry's  recent  profit 
surge  has  bought  a  little  time  for  some 
mortally  wounded  institutions,  he  says. 
What's  more,  Taylor  insists  that  he  has 
never  felt  any  backroom  pressure  from' 
Administration  officials  to  go  easy  on 
banks.  Taylor  insists:  "They  have  never 
given  me  any  instructions  other  than 


'Go  fix  it.  Don't  make  any  mistake; 

Unfortunately  for  the  Administrat 
Taylor's  determination  to  fix  the  f 
may  become  even  more  painful  as  ba 
and  the  economy  continue  limping.  An 
the  end,  Taylor,  whose  term  expires  r 
February,  may  wear  out  his  welcome 
as  Seidman  did.  But  at  the  FDiC  t\ 
days,  that  may  come  with  the  job. 

By  Dean  Foust  in  Washing 


MUTUAL  FUNDS I 


MUTUAL  FUNDS: 

THE  HUBBUB  OVER  'HUBS' 


They  could  be  a  bonanza  for  sales — but  will  investors  really  benefit? 


The  Van  Eck  World  Income  Fund 
used  to  invest  its  $244  million  in 
foreign  bonds — and  did  a  good  job 
of  it.  But  by  mid-August,  the  fund  will 
no  longer  own  any  bonds.  Instead,  it  will 
transfer  all  its  assets  to  a  new  fund 
called  the  World  Income  Portfolio  and 
simply  take  back  shares  in  that. 

The  11,000  shareholders  will  barely  no- 
tice the  paper  shuffle.  What's  happening 
is  that  Van  Eck  World 
Income  is  becoming  the 
first  "spoke"  of  a 
"hub"  fund — one  of  the 
hottest  ideas  sweeping 
through  the  fast-grow- 
ing mutual-fund  indus- 
try. Mutual-fund  com- 
panies are,  in  effect, 
copying  what  manufac- 
turers of  clothing,  food, 
and  appliances  have 
done  for  decades:  put- 
ting out  the  same  prod- 
uct with  different  labels 
targeted  to  different 
buyers.  Van  Eck  even- 
tually hopes  to  spin  out 
spoke  funds  for  banks 
to  sell  to  their  custom- 
ers, for  insurance  com- 
panies to  use  in  variable 
annuities,  for  pension- 
plan  sponsors  of  4()l(k) 
plans,  or  for  offshore 
investors.  These  spokes 


Each  spoke  in  the  hub  can  have  its 
own  sales  charges — an  up-front  load,  a 
back-end  load,  an  annual  fee,  or  any 
combination.  A  spoke  can  be  offered  as 
a  no-load  fund,  too,  and  each  spoke  can 
have  its  own  name.  That  means  differ- 
ent investors  may  end  up  paying  differ- 
ent charges — or  even  none  at  all — for 
the  same  investment.  The  seller  of  a 
spoke  fund  doesn't  have  to  tell  an  inves- 


HOW  'HUB-AND-SPOKF  FUNDS  WORK 


The  'hub'  fund  manages  the  investments.  Each  'spoke'  fund  invests 
all  its  money  in  the  hub  fund  but  is  otherwise  separate  in  marketing 
and  administration,  and  each  has  a  different  name 

^^bSibi^^  ^^^^^^^  ^m^giiy 


will  act  only  as  conduits  for  investors' 
cash,  funneling  all  the  money  to  the  hub 
to  invest. 

BELLS  AND  WHISTLES.  The  hub-aii'l-spoke 
idea  jiromises  to  increase  the  markf.'t  for 
mutual  funds  vastly.  It's  especially  at- 
tractive to  banks  that  want  to  jump  on 
the  fund  bandwagon  but  don't  have  an 
organization  in  place.  A  hub  and  spoke 
allows  fund  companies  to  start  up  new 
funds  faster  and  at  less  cost. 


tor  that  he  could  buy  the  same  invest- 
ment under  a  different  label  for  a  lower 
I>rice.  "There's  no  specific  rule  about 
that,"  says  Robert  Plaze,  assistant  direc- 
tor of  the  Securities  &  Exchange  Com- 
mission's Investment  Management  Div. 

The  first  hub-and-spoke  fund  won  SEC 
approval  in  1990,  and  there  are  now  an 
estimated  40  hubs,  60  spokes,  and  some 
$12  billion  in  assets,  says  James  E. 
Hoolahan  of  Signature  Financial  Group, 


which  holds  a  service  mark  on  the 
and  spoke"  name  and  licenses  the  fc 
nology  and  software  to  operate 
funds.  And,  adds  Hoolahan,  the  nurr 
of  funds  and  assets  could  double 
yearend.  Other  companies  are  deve 
ing  hub-and-spoke  structures  for  t 
funds  but  can't  use  the  term.  They  n 
to  "master"  and  "feeder"  funds. 
SHARED  WEALTH?  Some  big  names 
getting  into  the  game.  The  $4.5  bil 
Franklin  Adjustable  U.  S.  Governn 
Fund — the  largest  fund  investing  in 
justable-rate  mortgages — is  the  huh 
two  spokes:  a  $3.5  billion  spoke  for  i 
vidual  investors  and  a  $1  billion  insi 
tional  spoke.  Janus  Fund,  with  sh 
holder  approval,  recently  reorgan 
each  of  its  funds  into  hubs  and  spo 
even  though  no  hub  has  more  than 
spoke — nor  are 
planned  soon.  "This 
proves  our  flexibili 
says  a  spokesman.  ( 
ers  using  hubs 
spokes  are  Citiba 
Bankers  Trust,  F 
Funds,  and  Liberty 
nancial  Services.  Pai 
Horizon  Funds,  for 
stance,  plans  a  ma; 
fund  with  one  fe< 
for  the  U.  S.  invest 
one  for  Canadians, 
a  third  for  Mexicans 
The  hub-and-sp 
idea  will  undoubt( 
produce  economies 
scale  by  gathering  n 
and  more  assets 
one  portfolio.  And 
ponents  say  such  ec( 
mies  will  be  pas 
along  to  investors 
lower  expenses.  Ma; 
For  now,  investors  r 
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neither  embrace  nor  shun  spoke  fu; 
Says  Plaze:  "Make  your  decision  hi 
on  the  investment  portfolio.  " 

Hub  and  spoke  is  a  brilliant  marke 
concept  that  could  make  fund  compa 
even  richer.  But  some  think  the  indu; 
might  better  put  its  brains  to  work 
enhancing  the  returns  to  fund  shareh 
ers.  Take  care  of  investors,  and  the  f 
managers'  riches  will  follow. 

By  Jeffrey  M.  Laderman  in  New  1 
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Van  Kampen  Menitt 


VAN  KAMPEN  MERRITT  INSURED  MUNICIPALS  INCOME  TRUST 


Build  tax-free  income 
on  a  solid  foundation. 


See  the  difference  tax-free  income  makes. 

The  Van  Kampen  Merritt  Insured  Municipals 
Income  Trust  deserves  a  second  look.  The  income 
it  delivers  every  month  is  free  from  federal 
income  taxes  (and  depending  on  where  you  live, 
state  and  local  taxes,  too).  Bottom  line:  you  have 
more  money  to  spend  or  save. 

The  IM-IT  Trust  is  also  insured*  for  the  prompt 


payment  of  interest  and  principal  and  has  a 
regular  payment  schedule  for  easy  budgeting. 

Ask  your  investment  representative  for  a 
prospectus  containing  more  complete  information, 
including  all  charges  and  expenses.  Please  read  it 
carefully  before  you  invest  or  send  money.  Or  call 
l-SOO-DIAL-VKM  (1-800-342-5856)  ext.  1113. 


Van  Kampen  Menitr 

A  XEROX  Financial  Services  Company 

Investing  With  A  Sense  of  Direction® 


*  The  terms  of  the  insurance  are  more  fully  described  in  the  Trust  prf)spectus;  no  repre.sentation  is  made  as  to  the  insurer's  ability  to 
meet  its  (ommitments  anfl  the  insurance  relates  only  to  the  bonds  in  the  Trust  and  not  to  the  units  offered.  The  insurance  does  not 
remove  market  risk.  The  principal  value  and  investment  return  of  Trust  units  will  vary  with  market  londitions.  Therefore,  the 
redemption  value  of  Trust  units  may  be  Tiiore  or  k'.ss  than  the  original  value.  Units  may  or  may  not  be  availabk'  "'  denotes  a 
registered  trademark  of  Van  Kampen  Merritt  liw  . 
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BY  GENE  G,  MARCIAL 

A  BIOTECH  STOCK 
FOR  THE  STROHG 
OF  HEART 


For  a  biotech  company  that's  devel- 
oping and  marketing  products  to 
treat  cancer  and  autoimmune  dis- 
eases, Immunex  lias  been  an  investor's 
nightmare:  It  collapsed  from  a  high  of 
68  a  share  in  January  to  as  low  as  24  in 
late  April.  The  stock  has  since  edged 
up,  slowly,  to  34.  But  for  the  strong  of 
heart,  Immunex  will  be  a  gigantic  win- 
ner, insist  some  pros. 

"Except  for  the  market's  current  dis- 
taste for  biotechs,  there  is  everything 
to  like  in  Immunex,  especially  now  that 
its  legal  wrangling  with  Hoechst  has 
ended,"  argues  money  manager  Joan 
Lappin,  president  of  Gramercy  Capital 
Management.  She  says  the  Street  has 
"underappreciated"  the  rapprochement 
between  Immunex  and  Hoechst,  the  gi- 
ant German  chemical  company. 

The  two  companies  withdrew  on  July 
23  their  respective  lawsuits  against 
each  other  over  gm-CSF,  or  granulocyte 
macrophage-colony  stimulating  factor, 
a  new  white-blood-cell  stimulant  that 
they  jointly  developed.  It  was  approved 
by  the  FDA  in  March,  1991. 
FREE  VIALS.  GM-CSF  is  marketed  in  the 
U.  S.  by  Immunex  as  Leukine  and  by 
Hoechst  as  Prokine.  But  in  a  suit  filed 
in  April,  Immunex  accused  Hoechst  of 
"dumping"  Prokine  by  sending  free  vi- 
als to  Immunex'  important  customers. 
Hoechst  countersued.  The  subsequent 
out-of-court  settlement  was  "rather 
mind-boggling  for  a  small  company 
like  Immunex,"  says  Lappin.  She  fig- 
ures that  Immunex  received  a  value  of 
at  least  $80  million,  or  $5  a  share,  from 
the  settlement.  The  stock  over  the 
short  term,  she  says,  is  worth  50. 

The  key  issue,  says  Lappin,  was 
Hoechst's  giving  Immunex  exclusive 
U.  S.  marketing  rights  to  GM-CSF.  It's 
now  likely,  she  says,  that  Immunex' 
Leukine  sales  will  balloon  from  1992's 
estimated  $30  million  to  $50  million  in 
1993,  $75  million  in  1994,  and  $100  mil- 
lion in  1995.  She  expects  that  broader 
uses  of  Leukine,  now  used  only  to  fa- 
cilitate' bone-marrow  transplants,  will 
be  ajjproved  by  the  FDA  next  year. 

Hoer-hst  also  agreed  to  give  Im- 
munex the  foreign  marketing  rights  to 
TNF,  or  tumor  necrosis  factor  receptor, 
used  to  treat  septic  shock.  Hoechst 
also  turned  over  its  rights  to  sell  GM- 
CSF  in  Japan  and  to  relinquish  all 
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claims  to  Immunex'  PIXY321,  de- 
scribed by  analysts  as  its  blockbuster 
drug  for  1995.  In  return,  Immunex  will 
pay  Hoechst  $8  million  to  $10  million. 

Merrill  Lynch  analyst  Stu  Weisbrod 
rates  Immunex  a  long-term  buy  based 
on  its  "superior  long-term-product  port- 
folio" and  its  recently  "solidified  can- 
cer therapy  franchise."  He  says  Im- 
munex' products,  including  PIXY321,  a 
second-generation  GM-CSF,  "put  Im- 
munex in  the  same  position  that  Am- 
gen  was  in  in  the  late  1980s." 


PULLING  THE  REINS 
ON  HEALTH  COSTS 


For  a  company  that  has  two  strikes 
against  it,  GMIS  isn't  faring  too 
badly.  Its  two  big  areas — technol- 
ogy and  health  care — are  currently  on 
the  Street's  blacklist.  Yet  the  stock  has 
continued  to  hold  up,  refusing  to  fall 
below  13  a  share,  which  was  the  initial 
public  offering  price  in  July,  1991. 

Why?  GMIS  "is  a  new  and  thriving 
pure  play  in  the  hot  business  of  curb- 
ing health  care  costs  and  has  displayed 
consistent  earnings  growth  in  the  past 
three  years,"  says  one  New  York  mu- 
tual-fund manager.  The  company, 
which  makes  cost-containment  soft- 
ware systems  for  health  care  payers 
such  as  insurance  companies  and 
HMOs,  has  consistently  exceeded  ana- 
lysts' expectations,  he  says. 

And,  adds  this  pro,  it  may  be  a  possi- 
ble buyout  target  of  some  big  compa- 
nies, such  as  EDS  and  Policy  Manage- 
ment Systems,  both  of  which  sell  GMIS' 
products  to  their  own  customers.  This 
pro  says  that  even  without  a  takeover 
premium,  GMIS,  now  at  18,  is  worth  30 


a  share.  GMIS  President  and  CE( 
Owens  said  he  was  unaware  of 
interest  from  either  company.  Pd 
Management  Chief  Financial  Of^ 
Bob  Gresham  would  only  say  that 
business  ties  with  GMIS  are  fairly  i 
An  EDS  spokesman  said  its  relation! 
with  GMIS  is  "excellent"  but  discusj 
other  aspects  was  "premature." 

Krishen  Sud,  an  analyst  at  Need! 
&  Co.,  notes  that  GMIS  has  rapidH 
versified  from  a  one-product  comq 
into  a  supplier  of  broader  cost-coni 
ment  products.  Its  major  prod| 
ClaimCheck,  uses  data  bases  and 
cessing  algorithms  to  spot  billing| 
rors.  ClaimCheck  is  expected  to 
duce  sales  of  $10  million  this  year  I 
$14  million  in  1993,  up  from  1991's 
million.  GMIS  has  expanded  this  sya 
to  determine  the  appropriatenesa 
medical  procedures  before  they  I 
done.  And  next  year,  it  will  introdJ 
system  to  profile  the  cost-effectivel 
of  doctors  and  health-service  provid 


A  T-SHIRT  MAKER 
TEARS  AHEAD 


The  three  biggest  players  in 
$1.7  billion  T-shirt  business 
pretty  well-known:  Fruit  ofj 
Loom,  Hanes  Activev/ear  (a  Sara 
unit),  and  Russell.  The  fourth-larg^ 
little-known  Oneita  Industries,  w| 
makes  high-quality  blank  T-shirtt 
the  screen-print  industry.  Its  s 
now  at  14 V2  a  share,  has  becor 
recent  favorite  of  some  savvy  pro| 
For  one  thing,  they  note  that 
sale  of  3  million  Oneita  shares 
public  offering  in  April  at  16^2  a 
was  a  rousing  success.  The  sale  in 
ed  1  million  shares  owned  by  In 
ment  Systems,  which  acquired  maj 
control  of  Oneita  in  1984.  That  red 
Instrument's  stake  to  2Q7<  from  5 
With  the  money,  Oneita  will  ex 
capacity  and  hit  its  target  of  $200 
lion  in  revenues  for  the  fiscal  year 
ing  September,  1992,  says  Cecil 
man,  executive  vice-president  at  G 
Equity  Management,  which  has 
stake  in  Oneita.  When  that  happen 
says.  Fruit  of  the  Loom  and  H 
which  are  neck  and  neck  in  the  T- 
business,  may  go  after  Oneita. 

Hanes,  he  says,  could  become 
in  T-shirts  if  it  bought  Oneita,  w 
1991  T-shirt  sales  were  $98  millio 
65%  of  total  sales.  Oneita  also  m 
infant  wear,  selling  $41  million, 
sweatshirts,  $12  million.  Godman 
Oneita  will  earn  $1.30  a  share  this 
and  $1.65  next  year  vs.  199rs  75(t 
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WESTERN  REGIONAL 

COMPETITIVENESS 

FOR  1992  AND  BEYOND 

The  Business  Week  Western  Rou  notable 
o  f  c  h  i  e  f  e  x  e  c  u  t  i  v  e  o  f  f  i  c  e  r  s 


When  the  young  were  exhorted  to 
"go  west"  in  the  185().s,  no  one 
could  have  foreseen  the  great 
migration  that  followed,  nor  imagined  the 
abundant  opportunity  and  growth  that  lay 
ahead  in  that  frontier.  Today,  with  53  million 
people  in  12  states — from  Hawaii  eastward 
to  the  Mountain  West — the  Western  region 
is  an  economic  powerhouse.  The  California 


economy  alone  is  just  slightly  smaller  than 
the  United  Kingdom's. 

Business  leaders  of  the  region,  all  represent- 
ing major  corporations,  gathered  recently  in 
Palm  Springs  to  participate  in  the  first  annual 
invitational  Business  Week  Western  Roundtable 
of  Chief  Executive  Officers.  After  the  exclusive 
two-day  meeting,  the  CEOs  adjourned  to  enjoy 
the  famed  Nabisco  Dinah  Shore  Golf  Classic. 


by  Barbara  H.  Peters  and  James  Peters 
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"Tlie  free:-  '  '^1 

trade  agreement  Pi^ 
is  essential  to  the 
nation's  economic  ™ 
health  and  an 
effective  instrumen 
for  showing  U.S. 
support  of  Presiden  '^i^  ^ 
Salinas'  economic 
and  social 
liberalization 
programs. 

r 

Thomas  B.  Kelly,  managinj 
director  and  member 
of  the  executive  committee 
of  Arthur  Andersen  ' 


In  line  with  the  concerns  of  chief  execu- 
tives worldwide,  these  CEOs  focused  on  the 
many  challenges  of  globalization,  market 
integration,  and  social  and  political  change. 
But  they  explored  these  ubiquitous  leadership 
issues  from  a  distinct  regional  perspective. 

A  GLOBAL  CONTENDER 
"Historically,  the  Western  region's  economy 
has  profited  from  the  presence  of  an  educated 
and  diverse  work  force,  state-of-the-art  tech- 
nology, and  a  wealth  of  capital."  says  Donald 
W.  WalLs,  senior  vice  president  and  managing 
director  of  DRI/McGraw-Hill.  With  regional 
advantage  also  getting  a  boost  from  govern- 
mental policy,  world-class  universities,  access 
to  Asian,  Mexican,  and  Canadian  markets, 
plus  a  desirable  quality-of-life,  "clusters  of 
high  value-added  jobs — in  key  high-tech 
industries  and  the  financial  and  business  ser- 
vices— have  flourished  in  the  region,  con- 
tributing to  its  robust  competitiveness." 

Safi  Qureshey,  co-chairman,  president 
and  CEO  of  AST  Research,  singles  out  "a 
dynamic  entrepreneurial  culture"  as  the  core 
of  the  region's  muscle.  "In  the  last  15  years, 
visionary  entrepreneurs  here  in  the  West 
built  both  the  information  technology  and 
biotechnology  industries — industries  that 
will  be  the  drivers  of  the  21st  century." 

"For  such  industries  to  remain  inventive 
and  buoyant,"  Quresiiey  argues,  "companies 
must  partner  with  universities.  It  was  coop- 
eration between  Stanford  University  and 
Hewlett-Packard  that  eventually  spawned 
Silicon  Valley."  As  AST  aggressively  pursues 
product  innovation  in  the  computer  industry, 
it  is  casting  its  relationship  with  the  Universi- 
ty of  California,  Irvine,  on  the  Stanford-HP 
model.  "This  creates  value  for  the  university, 
for  our  company,  and  for  the  region." 

REGIONAL  LEADERSHIP  CHALLENGES 
Like  the  rest  of  the  nation,  the  West  faces 
some  daunting  tasks  in  the  years  ahead.  And 
those  challenges  are  already  front-burner 
issues  for  many  of  the  region's  CEOs. 

Competition  between  Western  states, 
for  example,  is  a  problem  that  preoccupies 
Wilford  D.  Godbold,  president  and  CEO  of 
the  Zero  Corporation.  Seeking  lower  costs 
and  a  regulatory  environment  more  welcom- 
ing to  business,  his  manufacturing  company 
recently  moved  two  divisions  from  California 
to  Utah.  Two  months  later,  the  California 
Chamber  of  Commerce  asked  Godbold  to 
head  its  Save  California  Jobs  task  force. 

Between  June  1990  and  March  1991, 
California  lost  675,000  jobs.  Godbold 
reports  that  surveys  of  business  leaders 


reveal  a  knot  of  problems  that  need  immedi- 
ate, systematic  attention  to  reverse  the  alarm- 
ing job  hemorrhage.  "Job  creation  is  ham- 
pered by  an  out-of-control  workers' 
compensation  system,  skyrocketing  health 
care  costs,  and  overly  lenient  liability  laws. 
Compounding  these  obstacles  are  high  state 
taxes,  a  convoluted  permits  process,  and  a 
maze  of  government  regulations." 

Save  California  Jobs  is  sounding  a 
grassroots  wake-up  call  to  state  leaders  who 
must  now  revisit  the  rules  and  regulations 
governing  business.  "The  trick,"  Godbold 
cautions,  "is  to  make  changes  that  are  good 
for  the  state's  well-being  and.  at  the  same 
time,  stimulate  job  creation." 

"In  the  region's  effort  to  sustain 
competitiveness,  the  pursuit  of  corporate 
advantage  must  not  be  permitted  to  degrade 
the  environment,"  says  Kris  McDivitt,  CEO 
of  Patagonia,  Inc.  "The  days  of  measuring 
corporate  success  by  high  growth  and  high 
profit  are  over,"  she  asserts.  "Every  drive 
forward  has  an  equal  and  opposite  drive 
backward  on  our  natural  resources." 

Clean  air  and  water,  species  survival,  and 
open  space  now  command  a  value  that  com- 
petes with  the  corporate  push  for  higher  prof- 
its. McDivitt  reports  that  eight  years  ago  her 
outdoor  clothing  company  began  demonstrat- 
ing its  responsibility  to  "keep  our  own  nest 
clean"  by  curbing  its  growth  from  50-709^  a 
year  to  5-10%.  "That  triggered  fundamental 
changes  in  how  Patagonia  does  business — in 
design,  manufacturing,  and  marketing." 

A  MATTER  OF  EDUCATION 
Another  big  hurdle  to  continued  regional 
competitiveness  is  the  education  crisis. 
Reporting  that  30%  of  students  in  the  West 
fail  to  graduate  from  high  school  and  that 
20%  are  illiterate,  DRI/McGraw-Hill's 
Donald  Wails  notes  that  California — once 
the  nation's  leader  in  graduating  high  school 
students — has  skidded  into  42nd  place. 

Yet  the  education  problem  is  even 
thornier  because  it  is  also  national.  Test 
scores  of  US  students  are  near  the  bottom 
of  the  major  industrialized  nations.  "Knowl- 
edge, in  the  sense  of  new  ideas  and  sophisti- 
cated skills,  is  essential  to  our  economic 
health."  says  Governor  Roy  Ronier  of 
Colorado.  "We  know  our  young  people  can 
learn  more  and  can  leam  faster.  Student;} 
throughout  the  industrialized  world  are 
demonstrating  that." 

The  bottom  line:  we  need  to  overhaul 
our  school  systems.  Governor  Romer  urges 
CEOs  to  "join  teachers  and  parents  to  devel- 
op a  consensus  about  what  children  need  to 
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learn  and  at  what  age  they  need  to  learn  it." 
Then,  he  says,  "We  need  to  support  cre- 
ative— and  sufficiently  financed — learning 
programs  that  target  world-class  goals." 

OPENING  BORDERS  TO  FREE  TRADE 
Motivated  in  part  by  the  imminent  economic 
unification  of  Europe,  the  di.scussion  of  an 
Asian  trading  bloc,  and  the  trend  toward  pri- 
vatization in  Eastern  Europe  and  the  former 
Soviet  Union,  leaders  of  the  US.  Mexico, 
and  Canada  are  now  engaged  in  trilateral 
negotiations  for  a  North  American  Free 
Trade  Agreement  (NAITA). 

Opening  the  border  to  free  trade  between 
the  US  and  Mexico  will  profoundly  affect 
many  industries  in  the  West.  But  Thomas  B. 
Kelly,  a  managing  director  and  member  of 
the  executive  committee  of  Arthur  Andersen, 
observes  that  most  executives  seem  to  favor 
an  agreement,  but  that  there  is  a  lack  of 
consensus  about  NAFTA's  abiHty  to  deliver 
more  opportunities  than  liabilities.  Kelly 
agrees  with  those  who  view  the  free  trade 
agreement  as  essential  to  the  nation's  eco- 
nomic health,  and  an  important  way  to  show 
US  support  of  President  Salinas"  economic 
and  social  liberalization  programs. 

Still,  he  asks:  "Will  NAFTA  adversely 
affect  US  employment?  Reduce  illegal  immi- 
gration? Provide  a  major  new  market  in 
Mexico?"  These  complicated  questions, 
Kelly  believes,  demand  an  open  and  candid 
national  debate. 

Championing  NAFTA  at  the  Business 
Week  Western  Roundtable  were  Roger 
Baccigaluppi,  former  president  and  CEO  of 
Blue  Diamond  Growers,  and  Robert  Van 
Dine,  vice  chairman  of  St.  Ives  Laboratories. 
Baccigaluppi  notes  that  NAFTA  would  cre- 
ate the  world's  largest  regional  trade  area,  a 
market  of  360  million  people.  Mexico,  whose 
economy  ranks  10th  worldwide,  is  already 
the  third  largest  US  trading  partner. 

"Since  1986.  US  exports  to  Mexico  have 
nearly  tripled — from  $12  to  $33  billion — and 
this  has  created  300,000  new  US  jobs," 
Baccigaluppi  says.  "A  free  trade  agreement 
would  lock  in  those  gains  and  create  new 
market  openings  for  US  business." 

One  company  already  reaping  benefits 
from  Mexican  trade  reform  is  St.  Ives 
Laboratories,  a  medium-sized  cosmetics 
firm.  "We  began  exporting  to  Mexico  in 
1990,"  says  Van  Dine.  "First-year  sales 
totaled  almost  $1.4  million.  Sales  for  1992 
are  projected  to  top  $2.8  million,  despite  the 
fact  that  our  products  cost  about  25-30% 
more  than  those  manufactured  locally." 

Howard  Samuel,  president  of  the  Indus- 


trial Union  Department,  AFL-CIO,  voiced  a 
different  perspective.  Insisting  that  the  US 
shares  little  more  than  a  2,000-mile  border 
with  Mexico,  Samuel  categorizes  Mexico 
"as  a  country  where  90%  of  the  people  live 
in  poverty  and  where  average  worker's 
wages  are  less  than  one-tenth  of  their  US 
counterparts'."  Samuel  believes  the  priority 
should  be  to  help  Mexico  gain  an  equal 
industrial  and  economic  footing  with  the  US. 
"Then,  as  equals,  we  can  negotiate  an  agree- 
ment that  preserves  US  trade  law  remedies 
and  insures  that  Mexico  doesn't  become  an 
export  platform  for  non-NAFTA  countries." 

MANAGING  CORPORATE  CHANGE 
Chief  executives  in  the  Western  region — like 
their  peers  around  the  globe — see  no  end  to 
the  accelerating  pace  of  change.  Indeed, 
corporate  leaders  today  regard  change  as 
the  overarching  certainty  of  business  life. 

James  R.  Boris,  chairman,  president 
and  CEO  of  Kemper  Securities  Group,  who 
recently  led  his  firm  through  a  14-month 
restructuring  and  consolidation,  says,  "The 
key  to  major  change  is  to  make  your  employ- 
ees and  your  shareholders  as  comfortable  as 
possible  with  the  process  of  transformation. 

"For  Kemper,"  Boris  continues,  "this 
meant  senior  management  had  to  set  a  clear 
direction  for  the  organizational  change  and 
adhere  strictly  to  the  company's  objectives." 
The  mission  was  to  align  five  regional 
brokerage  firms  into  one  strong  nationwide 
operation.  Building  from  its  decentralized 
heritage,  the  newly  consolidated  Kemper 
Securities  now  uses  an  inverted  pyramid 
management  model. 

"Management's  job  is  to  support  the 
efforts  of  our  investment  bankers  and  brokers 
on  the  frontlines.  These  professionals,  in 
turn,  serve  the  changing  needs  of  their 
clients."  says  Boris. 

PARTNERSHIPS  FOR  ADVANTAGE 
Public-private  partnerships  have  a  long  histo- 
ry in  the  Western  US.  Alliances  helped  settle 
the  region,  build  the  railroads,  irrigate  the 
deserts.  Philip  Burgess,  president  of  the 
Center  for  the  New  West,  says,  "Today's 
challenges  are  driving  the  growth  of  new 
partnerships  in  the  West — public-private, 
intrastate  and  interstate,  and  cross-border." 

Increased  international  competition  is  the 
catalyst  for  some  bold  new  partnerships,  for 
example,  between  the  Port  of  Los  Angeles 
and  the  private  sector.  The  Port's  executive 
director,  Ezunial  Burts,  says,  "For  us,  this 
generation  of  partnerships  is  different  because 
they  are  equity  partnerships.  There  are  incen- 


"Unless  GEOs 
take  a  proactive 
role  in  the  national 
health  care  dialogu 
the  business 
community  will 
endure  a  solution  it 
failed  to  influence. 

James  A.  Cirrtis,  chairman 
and  CEO  of  Milliman  & 
Robertson,  a  national 
actuarial  and  consulting  fir 
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tives  for  long-term  commitment — minimum 
annual  guarantees  and  revenue-sharing  agree- 
ments— on  both  sides  of  the  bargaining  table." 

One  such  venture  is  a  state-of-lhe-art 
container  terminal  that  is  the  first  exclusive- 
use  US  facility  for  a  major  Japanese  shipping 
firm.  "This  temiinal  means  jobs  for  almost 
3,000  people  and  $250  million  annually  in 
industry  sales,"  says  Burts.  "It  will  ultimately 
benefit  our  entire  regional  economy  and 
serve  as  a  public-private  partnership  model." 

The  fomier  Mayor  of  Phoenix,  Terry 
(joddard,  sees  the  collapse  of  boundaries — 
city,  county  and  state — as  an  excellent  oppor- 
tunity for  collaboration.  "In  a  time  of  declining 
federal  and  state  revenues,  cooperation  among 
communities  is  strategically  imperative." 

Goddard  also  endorses  public-private 
projects.  "In  Phoenix,  we  teamed  up  with 
the  private  sector  to  collect  and  recycle  trash, 
run  landfills,  deploy  security,  and  provide 
computer  services,"  he  says.  "Moreover,  the 
future  offers  vast  opportunities  for  private 
participation  in  water  service,  waste  manage- 
ment, roads,  and  all  forms  of  transportation." 

R.  Michael  Mondavi,  managing  director 
and  CEO  of  Robert  Mondavi  Winery, 
describes  Opus  One,  his  firm's  cross-border 
partnership  with  Chateau  Mouton  Rothschild 
in  France,  as  an  effort  "to  produce  the  world's 
greatest  wine."  Mondavi  emphasizes  that  the 
two  vintners  shared  similar  goals.  "We  want- 
ed to  learn  more  about  the  art  of  winemaking, 
and  they  hoped  to  learn  more  about  the  sci- 
ence." By  blending  the  strengths  of  both  com- 
panies —  and  both  countries  —  they  cultivat- 
ed a  wine  that  is  now  honored  worldwide." 

NEW  DIRECTIONS  FOR  HEALTH  CARE 
Among  the  West's  business  leaders,  no 
disagreement  exists  about  the  forecast  that 
the  nation's  health  care  crisis  isn't  going 
away  soon.  But  consensus  is  hard  to  find 
concerning  the  best  course  for  reform — both 
in  the  country  and  within  corporations. 

.lames  A.  Curtis,  chainnan  and  CEO  of 
Milliman  &  Robertson,  reporting  on  a  survey 
conducted  by  his  firm  among  participants  at 
the  Business  Week  Western  Roundtable, 
confirms  that  virtually  all  CEOs  believe 
health  care  plans  cost  too  much  and  are  now 
undertaking  changes  to  help  cut  those  costs. 
New  directions  include:  more  employee  cost- 
sharing,  changes  in  insurers  or  administra- 
tors, flexible  benefits  plans,  and  reductions 
in  benefits.  "Significantly,  64%  of  the  CEOs 
are  willing  to  provide  incentives — including 
financial  ones — to  encourage  employees  to 
improve  their  health,"  Curtis  notes. 

There  was  great  divergence  among  the 


CEOs  on  the  issue  of  a  single  health  care 
system  for  the  nation.  But  Curtis  stresses 
that  CEOs  should  take  a  proactive  role  in  the 
national  health  care  debate.  "Otherwise,  the 
business  community  will  endure  a  solution 
it  failed  to  influence." 

Peter  Boland,  president  of  Boland  Health 
Care  Associates,  adds,  "CEOs  must  ask  the 
tough  questions  about  cost  containment, 
about  delivery  systems,  and  about  the  quality 
of  suppliers.  You  can't  save  money  without 
quality.  Put  simply,  we  need  to  forge  a  health 
care  partnership  with  our  suppliers — not 
only  the  insurers  but  also  the  hospital  and 
physician  groups — because  they  are  the  real 
cost  managers." 

At  Southern  California  Edison  (SCE), 
health  care  costs  had  been  rising  by  over 
20%  a  year  from  1981-88.  "So,  in  1989,  we 
switched  to  a  managed  care  plan,"  says  presi- 
dent Michael  Peevey.  "And  we  cut  our  trend 
rate  in  half  from  a  projected  1992  cost  of  $162 
million  to  a  more  manageable  $1 14  million.  In 
total,  we  saved  $66  million  in  1989-91." 

Peevey  explains  his  company's  strategy: 
"We  created  our  own  network  of  providers — • 
physicians  and  hospitals  willing  to  accept  the 
fees  we  would  pay.  Through  co-payment 
differentials,  we  encouraged  our  employees 
to  use  these  providers." 

Creative  benefit  designs  like  SCE's  are 
just  one  of  the  ways  companies  can  control 
costs  says  Leonard  D.  Schaeffer,  chaimian 
and  CEO  of  Blue  Cross  of  California. 
"Companies  should  also  invest  in  wellness 
and  prevention  programs.  And  they  should 
choose  managed  care  partners  with  superior 
records  of  customer  service  and  quality  care." 

AN  ENTERPRISING  LEGACY 
Despite  the  tough  choices  facing  the  West — 
and  the  nation — CEOs  at  the  Business  Week 
Western  Roundtable  expressed  confidence 
about  the  future.  Indeed,  William  Agee, 
chairman  and  CEO  of  Morrison  Knudsen 
Corporation,  says,  "I  am  outright  bullish 
about  the  1990s." 

Former  President  Gerald  R.  Ford  echoed 
the  optimism.  "In  my  lifetime,  Americans 
won  two  world  wars,  overcame  the  Great 
Depression,  and  helped  dismantle  world 
communism.  These  wins  weren't  achieved 
by  selling  short  America's  enterprising  spirit. 

Surely  that  spirit  will  prevail  as  leaders 
of  the  Western  region  craft  solutions  to  the 
challenges  of  today — and  tomorrow."  ■ 

Barbara  H.  Peters  and  James  Peters  are 
New  York-based  writers  who  specialize  in 
corporate  communications. 
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AND  BACK,  BIG  BLUE 
AND  WISH  ME  LUCK 


s  setting  its  PC  business  loose  to  give  it  a  better  shot  at  fending  off  clones  and  reversing  its  slide 


nes  A.  Cannavino  knows  what  it 
kes  to  succeed  in  the  personal- 
mputer  business.  A  I'C  maker 
to  be  lean,  flexible,  aggressive, 
f>-htning-fast — all  the  things  that 
nies  such  as  Dell  Computer  and 
iq  Computer  are  and  that  Big  Blue 
30  Cannavino,  general  manager  of 
1  billion  Personal  Systems  I)iv.,  is 
ng  his  summer  negotiating  a  di- 
that  he  hopes  will  finally  pull  the 
;  business  out  of  its  slide, 
le  September,  Cannavino  says  IBM 
ice  off  a  new  unit  to  focus  exclu- 
on  developing  and  manufacturing 
•dware.  By  cutting  PCs  loose  from 
3t  of  Personal  Systems,  which  also 
!S  workstations  and  software,  in- 
y  IBM's  OS/2  operating  system 
Cannavino  hopes  to  create  an  enti- 
it  can  finally  compete  with  the 
iqs  of  the  world.  IBM  is  still  not 
whether  it  will  be  a  new  operating 
r  a  separate  company.  "We  will 
Tiore  independence  than  we  have 
"  Cannavino  told  business  week. 
over  time,  we  will  have  more  and 
independence."  Within  a  few 
he  hints,  his  Baby  Blue  may  even 
ts  own  stock. 

idea  is  to  create  a  streamlined 
zation  that  can  cut  prices  often, 
it  new  products  several  times  a 


year,  sell  through  any 
kind  of  store,  and  pro- 
vide customers  with  the 
software  they  want — 
even  if  it  doesn't  happen 
to  be  IBM's.  In  other 
words,  Cannavino  in- 
tends to  operate  like  the 
scrap|)y  I'C  makers  that 
have  done  so  well  at  his 
expense.  Those  compa- 
nies never  have  to  worry 
about  anything  except 
PC  hardware.  And  they 
don't  have  to  deal  with 
the  IBM  bureaucracy, 
which  has  often  kept 
Personal  Systems  from 
responding  cjuickly  to  its 
competitors. 

SCREECHING  HALT.  The 

new  grou})  will  pick  up 
the  pace  immediately  in 
September,  announcing 
a  new  line  of  low-priced 
PCS.  All  year,  IBM  has  been  on  the  losing 
end  of  an  industry  price  war.  Even  after 
it  countered  Compaq's  price  cuts  in 
June,  its  prices  still  remain  as  much  as 
one-third  higher  (table).  Worse,  by  tele- 
graphing the  new  fall  lineup,  the  compa- 
ny has  curbed  sales  of  current  models. 
Matt  Fitzsimmons,  president  of  Compu- 


terLand in  White  Plains, 
N.  Y.,  says  his  Compaq 
sales  are  up  about  30'a 
this  quarter,  while  iB.M's 
have  come  to  a  screech- 
ing halt. 

Cannavino  says  auton- 
omy will  allow  the  P('  di- 
vision to  react  much 
faster.  But  the  process 
of  gaining  independence 
has  been  painfully  slow. 
IBM  executives  continue 
to  hash  out  how  exactly 
the  new  unit  will  work. 
It  is  still  not  known,  for 
example,  what  the  orga- 
nizational structure  will 
be,  who  will  run  it,  how 
products  will  be  distrib- 
uted, and  what  will  be 
left  in  Personal  Systems. 
Chairman  John  F.  Akers 
is  close-lipped  about  the 
overhaul.  "Cannavino 
will  be  prepared  to  talk  publicly  about 
all  that  come  September,"  says  Akers. 
Cannavino  jokes:  "Did  he  .say  what 
year?" 

Indeed,  the  lengthy  process  of  re- 
vamping the  PC  business  is  an  indication 
of  how  far  IBM  has  to  go  to  free  its 
operating  divisions  from  headquarters 
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l)ureauc'niey.  That  was 
the  goal  of  Akers'  reor- 
ganization last  Decem- 
ber. But  insiders  say 
the  old  ways  persist. 
"It's  possible  that  they 
can  pull  it  off,  but  they 
are  probably  spending 
more  time  arguing  over 
what  day  to  make  the 
announcement,"  says 
one  former  iBMer.  Can- 
navino  acknowledges 
that  decision-making  re- 
mains cumbersome.  "If 
you  .  .  .  cover  six  to  seven  organizations, 
just  to  get  a  consensus  on  something 
can  take  a  month  by  the  time  you  make 
all  the  appointments,"  he  says. 

How  far  will  the  independence  move- 
ment go?  Rumors  have  been  swirling  in 
the  computer  industry  for  weeks  that 
IBM  would  spin  off  the  entire  Personal 


EVEN  AFTER  PRICE  CUTS,  IBM  COSTS  MORE 


COMPAQ 


COMPAQ  IBM 


COMPAQ 


Model  ^  486DX2/S0M   90-OLF         286/2SI      57-055      PROUNEA  3/25s*  35-4B2 


Processor  ►  486-DX2  486-DX2  386-25  Mhz  386  SLC 

Memory  ►8MB        8MB  4MB  4MB 

Hord  drivel    340  MB  400  MB  80  MB       80  MB 

Street  priced    $4,469  $5,932  $1,779      $2,238  1 


386SX  386SX 


80  MB  40  MB 
$1,474  $1,701 
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System  division  into  a  publicly  traded 
company.  Instead,  the  parts  are  being 
sliced  much  finer  and  investors  may  be 
offered  shares  in  a  far  smaller  PC  com- 
pany. "There  isn't  anything  we  are  do- 
ing that  prohibits  that  from  happening," 
says  Cannavino.  "In  fact,  it  probably  en- 
ables that."  He  quickly  notes  that  Secu- 


rities &  Exchange  ijm 
mission  rules  pre 
IBM  from  issuing 
in  any  spin-off  un 
has  three  years  o: 
dited  results.  In 
words,  don't  expe 
Baby  Blue  stock 
ing  before  1995. 

For  now,  the  cr 
question  is  how 
overhaul  will  help 
once  more  get  PC 
market  quickly  an 
the  right  price.  Dei 
customers,  and  IBM  watchers  are  vi: 
ly  united  in  the  view  that  PC  distrib 
should  be  taken  away  from  the  Na' 
Distribution  Div.  (NDD)  and  given  ti 
group  that  makes  the  machines 
which  is  responsible  for  selling  PC 
software  to  dealers,  is  part  of  the 
sive  North  American  marketing-an 


FUMBLING  THE  FIRST  DOWN  OF  THE  NEW  OS/2 


It  wasn't  exactly  a  shining  example 
of  teamwork.  In  late  March,  three 
months  behind  schedule,  a  group  of 
400  IBM  programmers  in  Boca  Raton, 
Fla.,  finished  the  all-important  Version 
2  of  OS/2,  a  personal-computer  operat- 
ing system  aimed  at  replacing  the  ag- 
ing MS-DOS.  Counting  heavily  on  the 
new  OS/2  to  blunt  the  success  of  Mi- 
crosoft Corp.'s  Windows  program, 
which  enhances  MS-DOS,  IBM  had 
pumjjed  some  $40  million  into  ads  and 
promotions.  Finally,  the  2  mil- 
lion-line program  was  ready. 

Too  bad  IBM's  distribution 
folks  weren't.  While  some  big 
corporate  buyers  got  copies  elec- 
tronically via  phone  lines,  ordi- 
nary PC  owners  and  small  busi- 
nesses couldn't  get  OS/2  2.0. 
"Software  dealers  were  dry," 
says  Rock  Blanco,  computer 
chief  at  Garber  Travel  Service 
Inc.  in  Boston.  He  waited  six 
weeks  for  copies  ordered  from 
IBM  in  May.  Says  Mike  Kogan,  a 
chief  architect  of  OS/2  who  left 
IBM  in  July:  "The  distribution 
was  pathetic." 

TOO    SMALL,    TOO    FEW.  LuCy 

Baney,  vice-jiresident  for  OS/2 
market'  development,  acknowl- 
edges the  snafu.  |i;m's  National 
Distribution  Div.,  charged  with 
getting  goods  to  customers  and 
dealers,  had  only  about  200,000 
copies,  she  says.  And  ;dmost  all 
were  on  SVa-inch  disiis,  even 
though  many  buyers  wanted 


51/i-inch.  It  wasn't  until  late  May  that 
IBM  began  meeting  demand. 

Such  a  problem  shouldn't  recur  once 
IBM  finishes  reorganizing  its  Personal 
Systems  Div.  Baney  says  her  software 
unit  will  forge  stronger  ties  with  NDD. 
While  OS/2  stumbled,  Windows  leaped 
further  ahead.  Now,  there  are  well 
over  10  million  copies  installed.  "Micro- 
soft is  blitzing  the  storefronts,"  says 
John  0.  Dunkle,  president  of  Work- 
group Technologies  Inc.,  a  Hampton 


BULL  DEBUT:  EARLY  ADS  LEFT  CONSUMERS  UNMOVED 


(N.  H.)  consultant.  "If  IBM  underti 
the  same  merchandising  effort,  1; 
successful  could  it  have  been?" 

That's  hard  to  say.  But  IBM  cla{ 
it's  recovering  from  the  shaky  start 
is  now  planning  a  mid-August  ev; 
marking  the  millionth  copy  of  OS/2 
sold.  That  includes  at  least  200,000  ^ 
free  to  users  of  prior  versions,  plus 
thousands  shipped  with  IBM  PS^ 
Still,  at  this  rate,  IBM  may  meet  the 
end  of  analysts'  projections  for  19£] 
about  2  million  copies. 

That's  even  more  remarkij 
considering  IBM's  other  misst 
The  first  shipments  included 
nor  bugs  that  IBM  is  now  fix 
And  expensive  ads  aimed  at 
individuals  who  are  snapping 
Windows  actually  "appes 
more  to  the  large  corporate 
counts"  that  already  knew  al: 
OS/2,  says  Baney.  This  fall, 
plans  to  fix  that  with  its  firsi 
spots  for  OS/2  in  the  U.  S.  . 
new  print  ads  will  be  aimed 
rectly  at  corporate  buyers 

Microsoft,  however,  is  aire 
on  to  the  next  match.  It's  pre; 
ing  for  an  early-1993  releas< 
Windows  New  Technolo 
which  should  equal  many  of 
2's  benefits,  such  as  run? 
many  applications  at  once  w 
out  crashing.  As  Micros 
starts  pushing  NT,  IBM  had 
ter  make  sure  all  its  players 
following  the  same  game  plJ 
B/j  Eran  I.  Sell  wart:  in  New  5 
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)  us  J  Jental  plans  are  second  nature. 

)  otkers^  tkeyre  second  to  everytking  else. 

tcH)  often,  tlio  convenience  of  opting  for  a  tuntlletl  Lenefits  package  is  offset  tv  tlie 
weakness  oi  tlie  dental  program  component.  O  I  liat's  wKv  it  's  to  vonr  company's  advantage 
for  you  to  choose  tine  expertise  and  quality  assurance  offered  liv  1  )elta  Dental.  CH  Since  1954, 
Delta  D  ental  Inas  Leen  tlie  only  national  organization  committed  exclusive  Iv  to  dental 
benefits.  Our  conipreliensive  cost  management  program  makes  Delta  Dental  a  greater 
value  in  tlie  long  nm  and  limits  employees' out -of-pocl-cet  costs.  And  our  extensive  net- 
work of  participating  dentists  allows  us  io  deliver  managed  care  features  at  a  level  umnatclied 
\)y  companies  for  wliom  dental  plans  are  merely  a  sideline.  CH  1  liat's  wliv  Delta  Dental 
kas  a  98%  customer  retention  rate,  covers  more  tkan  22  million  people  in  more  than 
28,000  groups  and  pays  more  tkan  $2  killion  a  year  ford  ental  care.  □  Tol  earn  nmre  akout 
kow  your  group  can  skare  in  tke  advantages  of  ckoosing  tke  nation's  largest  speciahst  in 
dental  kealtk  plans,  call  1-800-441-3434  today.    ^  DCltd  DGMtdl 

America's  Leadef  in  Dental  Health  Plans 


vices  division  and  does  not  report  to  Can- 
navino.  The  structure  is  costly  and 
cumbersome,  making  it  difficult  to  coor- 
dinate pricinji'  and  product  rollouts. 

"I  think  they  desperately  need  to  get 
the  sales-and-marketinjr  ,i;roup  under 
one  umbrella,"  says  Bill  Fairfield,  presi- 
dent of  Omaha-based  InaComp,  which 
runs  two  computer-store  chains.  His 
company's  dealings  with  IBM's  salespeo- 
ple, he  says,  "have  certainly  not  been  as 
smooth  as  certain  other  competitors'." 
Again,  Akers'  i-esponse  is  short  on  spe- 
cifics. "There's  a  lot  of  work  being  done 
to  make  the  distribution  system  more 
efficient,"  he  says. 

GLARING  HOLES.  Cannavino  insists  that 
dramatic  changes  are  afoot.  But  he,  too, 
is  circumspect  about  what  they  will  be. 
"Everyone  is  so  .sensitive,"  he  e.xplains. 
Cannavino  hints  that  NI)D  will  not  be 
broken  up  but  will  work  more  closely 
with  I'C  developers.  "The  team  we  know 
as  MDl)  will  pick  up  more  and  more  func- 
tions," he  says. 

Analysts  welcome  anything  that  fixes 


oTIi: 


proTIucts  at  the  wi'ong  prices.  Take  note- 
l)ook  P('s.  IB.M  didn't  introduce  one  until 
March,  2V2  years  after  Compaq.  The  de- 
lay left  IB.M  with  only  a  3.6'/  share  of  the 
fast-growing  market,  according  to  Inter- 
national Data  Corp.  Compaq  has  10.1'a. 

And  IBM  still  has  some  glaring  holes  in 
its  portfolio.  Pete  Reilly,  head  of  U.  S. 
marketing  foi'  Personal  Systems,  says 
he'll  plug  "the  obvious  gaps"  this  fall.  A 
series  of  machines  for  consumers  and 
small  business  will  be  called  the  Value 
Line  and  will  be  priced  at  or  below  com- 
parable Compaq  offerings,  says  analyst 
William  Milton  of  Brown  Brothers  Harri- 
man  &  Co.  In  all,  IBM  is  expected  to 
introduce  11  new  machines. 

Lower  prices  and  new  models  might 
just  allow  IB.M  to  hold  on  to  its  share  of 
the  IBM-compatible  I'C  market,  says  San- 
ford  C.  Bernstein  analyst  Richard 
Schutte  (chart).  It's  now  16.4'a,  down 
from  20.4'/  in  1989.  He  notes  that  IB.M 
wouldn't  even  be  doing  this  well  with- 
out the  bounce  it  got  when  it  finally 
entered  the  hot  notebook  market.  Never- 
theless, he  predicts  a  drop  to  lo'' 
next  year. 

Cannavino  isn't  trying  to  downi.)lay 
IBM's  problems.  "I'm  not  saying  it  isn't 
going  to  be  a  difficult  year  or  two:  Com- 
petition is  fierce.  Price  wars  are  intense. 
The  world's  economies  are  flat  to  medio- 
cre. The  industry  is  not  growing  very 
rapidly.  Let  me  tell  you,  it's  a  very  diffi- 
cult time."  Still,  Cannavino  insists  that 
IBM  Ins  a  "very  bright  future  "  in  per- 
sonal computers.  After  all,  it's  still  the 
world's  largest  supplier.  And  now,  it's 
getting  in  shape  to  compete. 

Bi/  Calln'riiic  Arnst  In  New  York,  irilh 
Mark  Lctvjiii  in  Washi iigton  and  biirca/i 
reports 


MEDICINE  I 


PUBLIC  HEALTH 
IS  IN  A  BAD  WAY 


The  U.S.  has  neglected  prevention — and  epidemics  are  spreac 


Julio  Bellber  doesn't  need  anyone  to 
tell  him  that  there's  a  crisis  in  public 
health.  It's  10:4-5  a.m.  at  the  William 
F.  Ryan  Health  Center  in  upper  Manhat- 
tan, and  Bellber,  the  executive  director, 
has  just  closed  the  doors  to  the  walk-in 
clinic.  The  reason:  Nineteen  patients 
with  complaints  ranging  from  asthma 
attacks  to  fevers  have  jammed  into  the 
waiting  room  to  see  the  one  doctor  who 
staffs  that  facility.  It's  like  this  most 
days,  says  Bellber,  whose  federally 
funded  center  provides  primary  care  for 
.'^5,000  to  40,000  urban  poor,  including 
300  who  are  HIV-positive.  It  averages 
170,000  visits  a  year,  and  45'/  of  clients 
have  no  insurance.  "We  have  a  capacity 
issue  here,"  he  says.  "We  book  appoint- 
ments three  months  in  advance." 

Bellber's  overcrowded  clinic  is  just  one 
result  of  what  many  experts  believe  is  a 
crisis  in  public  health  in  this  country. 
Decades  after  defeating  the  scourges  of 
polio  and  smallpox,  the  U.  S.  now  finds 
itself  battling  such  infectious  disea.ses  as 
,\II)S,  tuberculosis,  measles,  and  syphilis. 
And  according  to  the  U.  S.  Public  Health 
Service,  one  out  of  eight  Americans  has 
inadequate  access  to  primary  care,  a  key 
factor  in  preventing  disease.  In  1988,  the 
National  Academy  of  Sciences'  Institute 
of  Medicine  charged  that  the  public- 
health  system  was  in  "disarray."  The 
situation  is  no  better  now.  "We're  dra- 


matically underinvesting  in  prevenj 
says  Dr.  William  L.  Roper,  direct 
the  Centers  for  Disease  Control. 

While  politicians  debate  funding 
argue  over  strategies,  several  epidj 
are  racing  out  of  control.  As  many 
million  people  are  infected  with  the! 
that  causes  AIDS,  and  by  1993  th^ 
estimates  that  some  480,000  cases 
have  occurred.  Old  diseases,  believ^ 
feated  just  five  years  ago,  are  back 
a  vengeance.  Tuberculosis  cases 
and  in  New  York  City  40'/^  of  s1| 
tested  are  of  a  variety  that  is  resj 
to  most  drugs  and  kills  70'/  of  it 
tims  in  just  a  few  months.  And 
estimates  that  nearly  half  the  couJ 
two-year-olds  are  not  adequately  il 
nized    against    childhood  disel 
"There's  been  a  complete  erosion 
public-health  sy.stem,"  says  Bailus 
er  Jr.,  dean  of  public  health  at  Un3 
ty  of  Oklahoma  Health  Sciences  CJ 
"We're  going  to  see  a  major  resurj 
of  many  infectious  diseases,  an| 
don't  have  resources  to  deal  with 
COMPLACENCY.  The  costs  of  this 
are  huge.  Preventiible  diseases  ad| 
lions  to  the  groaning  $700  billion 
al  health  care  burden.  Caring  for 
patients  alone  will  require  $10.3 
this  year  and  will  hit  $15.2  billil 
1995,  estimates  Fred  J.  Hellinger,  1 
tor  of  the  cost  and  financing  divisi 


WHERE  THE  CRISIS  IN  PUBLIC  HEALTH  IS 


A  THOUSANDS  OF  CASES 


0' 

•  ESTIMATED  ANNUAL  COST      A  THOUSANDS  OF  CASES 
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ency  I'or  Health  Care  Policy 
earch.  As  the  health  care 
palates,  business  feels  the 
as  it  shoulders  the  risinf^ 
)f  insurance.  "It's  a  moral 
isiness  concern,"  says  Dr. 
G.  Rosenfield,  dean  of  the 
of  Public  Health  at  Colum- 
iversity. 

many  decades,  an  intricate 
'  federal  and  local  agencies 
protected  public  health 
h  such  efforts  as  keeping;' 
supplies  safe,  immunizing 
n,  and  tracking  new  epi- 
.  The  current  crisis  is  the 
of  a  confluence  of  factors, 
le,  the  1980s  were  a  time 
nedicine  focused  on  the  in- 
il,  with  expensive  treat- 
such  as  organ  transplants 
ther  high-tech  procedures 
the  limelight.  And  as  vacci- 
and  prevention  programs 
succeeding,  the  country  got 
cent  about  public  health, 
Roper.  The  CDC — which 
disease  and  disperses  funds 
e  and  local  agencies — saw 
Iget  limp  along  until  1988, 
t  jumped  from  $539  million 
1  million  after  a  major  infu- 
funding  for  AIDS.  Such  pro- 
as childhood  vaccinations 
jvention  of  tuberculosis  and 
y  transmitted  diseases  suffered, 
sarne  time,  the  country  was  expe- 
g  a  growing  drug  crisis,  AIDS,  and 
in  the  number  of  people  with  no 
to  health  care. 

lomic  pressures  at  the  state  and 
ivel  didn't  help.  "Health  services 
eemed  vital  were  now  being  seen 
essential,"  says  Walker.  Federal 
to  state  public-health  agencies  es- 
ly  remained  flat  from  1979  to 
5o  states  struggling  with  their 
minished  budgets  began  nipping 
icking  public-health  dollars — af- 
;  everything  from  antismoking 
gns  to  immunization  programs. 


EXAMINING  A  CHILD  AT  THE  RYAN  HEALTH 
CENTER  IN  MANHATTAN:  CLIENTS  OFTEN 
WAIT  THREE  MONTHS  FOR  AN  APPOINTMENT 


"The  states  are  deciding  between  restau- 
rant inspectors  and  prenatal  care,"  says 
George  K.  Degnon,  executive  vice-presi- 
dent of  the  Association  of  State  &  Terri- 
torial Health  Officials  (ASTHO),  an  orga- 
nization of  public-health  officers. 

The  clash  between  local  officials  and 
federal  authorities  is  starkly  clear.  In  a 
1990  report  called  Healthy  People  2000: 
National  Health  Promotion  and  Dis- 
ease Prevention  Objectives,  Health  & 
Human  Services  Secretary  Dr.  Louis  W. 
Sullivan  set  out  a  series  of  goals  for 
improving  public  health.  In  response, 
ASTHO  members  took  Sullivan's  list  and 
figured  how  much  money  they  would 


need  to  implement  the  screening, 
immunization,  education,  and  in- 
herent administrative  costs  called 
for  by  his  plan.  They  came  up 
with  a  figure  of  $1.7  billion  on  top 
of  the  $'Af)  billion  they  received  in 
1981)  from  the  feds. 
WAITING  LINES.  Strategies  for  at- 
tacking public-health  problems  are 
well-known — and  can  bring  dra- 
matic results.  Take  sexually  trans- 
mitted diseases,  or  STDs.  Including 
AIDS,  there  are  12  million  cases 
per  year  in  the  U.  S.  The  medical 
costs  associated  with  these  dis- 
eases are  upwards  of  $7  billion  a 
year,  and  two-thirds  of  all  cases 
occur  in  people  under  25.  Yet  ex- 
cept for  viral  infections  such  as 
AIDS  or  herpes,  most  are  easily 
treatable  with  antibiotics — if  de- 
tected early  enough.  That's  a 
problem,  says  Dr.  King  K. 
Holmes,  professor  of  medicine  and 
director  of  the  University  of 
Washington's  Center  for  AIDS  and 
STDs.  Many  public  clinics  are 
swamped  with  people  wanting 
testing  and  counseling  for  HIV. 
They  haven't  expanded  clinical 
services  and,  like  the  Ryan  center, 
they  can  fill  up  at  9:30  or  10  in 
morning.  Patients  have  to  wait  an 
average  of  four  hours  to  be  seen. 
"We  have  the  federal  government 
thinking  of  innovative  ways  of  finding 
people  with  STDs,"  such  as  partner-noti- 
fication programs,  says  Holmes,  "but 
we're  turning  these  people  away  when 
they  do  show  up  at  clinics." 

Chlamydia,  a  bacterial  infection  that 
often  produces  no  symptoms  in  men  or 
women,  has  surpassed  both  syphilis  and 
gonorrhea  in  number  of  cases  and  racks 
up  $2.2  billion  in  medical  costs  each  year. 
It  is  a  major  cause  of  pelvic  inflamma- 
tory disease,  infertility,  and  other  repro- 
ductive problems.  But,  says  Holmes, 
even  though  there  is  a  test  for  chlamy- 
dia, at  $3.50  it  is  too  expensive  to  be 
used  routinely  in  public  clinics.  "Here's 


ast  decade,  there  has  been  a  surge  in  controllable,  communicable  diseases.  The  costs  strain  an  already  overburdened  health  care  system 


HEPATITIS  B 

Hepatitis  B  is  0  sexually 
transmitted  disease  that 
infects  the  livers  of  300,000 
people  each  year.  A  vaccine 
that  prevents  the  disease  has 
been  available  for  a  decade, 
but  only  r/o  of  the  28  million 
young  adults  at  risk  for  HVB 
hove  received  it 
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the  most  common,  curable  STU,  and  yet 
if  you  go  to  an  STD  clinic  in  New  York 
City,  they  don't  test  for  it,"  he  says. 

A  similar  situation  exists  for  hei)atitis 
B,  a  potentially  deadly  virus  that  infects 
the  liver.  More  than  .507'  of  all  cases 
result  from  sexual  intercourse,  and  the 
disease  is  spreading  ra[)idly  among  het- 
erosexual youth.  The  chance  that  an  ur- 
ban youth  will  get  hepatitis  B  after  pu- 
berty is  257  to  30'/',  says  Holmes.  A 
vaccine  has  been  available  since  1981  for 
the  disease  but  is  considered  too  expen- 
sive to  be  used  in  adolescent  programs. 


short,"  says  Dr.  David  E.  Rogers,  vice- 
chairman  of  the  National  Commission  on 
,'^IDS.  "Issues  jof  morality  prevent  us 
from  tough,  explicit  educational  pro- 
grams for  teenagers  and  drug  users." 

In  the  end,  though,  access  to  primary 
care  is  probably  the  best  way  to  fight 
public-health  problems.  Facilities  that  fo- 
cus on  health  education  and  prevention 
of  disease,  such  as  the  Ryan  Center  in 
Manhattan,  are  a  good  way  of  achieving 
that.  There  are  640  of  these  community 
centers  across  the  U.  S.,  funded  by  di- 
rect grants  from  the  Public  Health  Ser- 
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A  SHIFT  TOWARD  PRIMARY  CARE:  IN  RETURN  FOR  PREFERENTIAL  ADMISSION 
TO  MEDICAL  SCHOOL,  DR.  DAVID  BAER  AGREED  TO  PRACTICE  FAMILY  MEDICINE 
IN  RURAL  BEDFORD  COUNTY,  PA.,  WHERE  HE  GREW  UP 


Holmes  believes  simple,  cheap  diag- 
nostic tests  could  be  part  of  the  answer 
for  sexually  transmitted  diseases.  He 
cites  a  successful  program  to  prevent 
chlamydia  in  the  Pacific  Northwest.  For 
five  years,  170  family-planning  clinics 
routinely  screened  women  for  chlamyd- 
ia, reducing  the  cost  of  the  test  through 
bulk  purchasing.  The  result  was  a  reduc- 
tion in  the  prevalence  of  this  disease 
from  I07r  to  .57  in  clinic  patients. 
'TRAGICALLY  SHORT.'  Another  effective 
tool  is  education — iilthough  it's  a  politi- 
cal mine  field.  As  All  S  and  other  sexual- 
ly transmitted  diseases  continue  to 
spread  among  teens,  officials  are  argu- 
ing over  how  explicit  educational  materi- 
al should  be.  And  even  as  research 
sho  's  that  needle-exchange  programs 
help  1  revent  the  spread  of  HIV  among 
drug  users — the  main  link  to  the  hetero- 
sexual world — officials  try  to  block 
these  efforts  as  blows  to  the  nation's 
war  on  drugs.  "We've  fallen  tragically 


vice  that  also  serve  migrant  and  home- 
less populations.  State  and  local 
governments  fund  an  additional  3,000 
public-health  clinics.  But  a  167  increase 
in  patient  load  last  year  has  made  these 
centers  unable  to  meet  demand,  says  Al- 
ice M.  Jackson,  assistant  director  for  pol- 
icy research  and  analysis  at  the  National 
Association  of  Community  Health  Cen- 
ters. A  recent  survey  found  that  87  of 
rural  children  and  187  of  urban  children 
must  wait  at  least  three  weeks  for  a 
visit.  And  some  27  of  all  centers  must 
turn  away  all  new  children.  The  top 
problem,  says  Jackson:  "We  don't  have 
enough  doctors  to  take  care  of  patients." 

Citing  low  pay  and  low  prestige,  7.57 
of  medical  school  graduates  are  choos- 
ing specialties  over  primary  care.  In  ru- 
ral areas,  one-third  of  the  population  has 
no  access  to  primary  care.  And  in  major 
cities,  there  has  been  a  457  drop  over 
the  past  few  decades  in  the  number  of 
family  physicians.  Some  medical  schools, 


such  as  the  University  of  Minnesot 
the  University  of  Tennesee  offer 
breaks  or  other  perks  for  student: 
agree  to  practice  primary-care  me^ 
in  underserved  areas.  Dr.  David  B; 
family  practitioner  in  rural  Be( 
Pa. — a  town  of  4,000 — took  advants 
a  program  at  Jefferson  Medical  C 
in  Philadelphia  that  sets  aside  1( 
admissions  for  urban  and  rural 
cants.  Baer,  who  grew  up  on  a  fa 
Bedford,  agreed  to  return  to  his  to 
practice 

Still,  experts  believe  there  must 
fundamental  shift  in  health 
That  means  changing  the 
from  what  Roper  calls  "very 
tech  curative  medicine,"  whic 
dd  a  few  weeks  to  a  dyin 
on's  life,  to  medicine  that  c( 
trates  on  maintaining  the  hea 
the  population.  The  economic 
fits  of  this  shift  are  clear.  Th 
(estimates  that  in  the  case  o 
les,  for  example,  $1  spent  o: 
cination  saves  $14  in  medical 
The  same  is  true  for  tuberc 
The  cost  of  a  typical  six 
course  of  drugs  to  treat  a  lat( 
nfection  is  $850,  while  hospi 
lion  and  treatment  of  a  vict 
the  new,  multidrug-resistant 
ty  can  climl)  upwards  of  $1( 
PET  PROJECT.  After  years  of 
lating  budgets,  the  Administ 
has  decided  to  act  against  so 
the  most  pressing  problems. 
Sullivan  has  made  preventii 
let  project.  And  at  Bush's  re  jdgjg. 
Congress  upped  the  CDC's  fu  jfti^jj 
for  next  year  from  $1.3  bill 
$1.5  billion — a  real  feat  in 
budget  times,  says  Roper.  Bi 
quested  a  1287"  increase 
CDC's  $15.3  million  tuberculosis  pro 
and  a  17.77  increase  in  its  $297  r 
immunization  program 

!ut  this  is  just  a  start,  says  ( 
bia's  Rosenfield,  adding  that  fi 
was  cut  so  much  that  "it  will  b( 
difficult  to  solve  these  problems 
overwhelming  human  and  econom: 
of  communicable  diseases  is  such  t 
and  others  recommend  enlisting  th 
of  organized  government  respor 
public  health  that  is  mobilized  to 
tain  national  security.  The  result 
same:  "If  we  do  preventive  medici: 
public  health  right,  then  nothing 
pens,  and  it's  very  boring,"  saj 
June  E.  Osborn,  dean  of  the  Sch 
Public  Health  at  the  University  of 
gan  and  chairman  of  the  Nationa' 
mission  on  AIDS.  And,  she  adds 
should  all  be  praying  for  boredon  _ 
By  Naomi  Freundlich.  with  Give  -,[^^^1 
Kelly,  in  New  York  (ind  John  Ca  ' 
Washinqton 
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ivelopments  to  Watc 


BY  GWENDOLYN  KELLY 

SORS  TO  TELL  YOU 
V  SWEET  IT  IS 


f  scientists  from  Pur- 
due University  iiave  it 
their  way,  sour  grapes 
may  soon  be  a  thing  of 
the  past.  By  adapting 
and  simplifying  the  med- 
ical technology  known  as 
I  m.-rr  'iif^Si^tic  resonance  im- 

^  ^^rl-yri  'l^'  <^S'ig  (MRI),  they  have 
'       J-m.t^Ji'Ji  developed  a  fruit-ripe- 

ness sensor  that  may 
benefit  growers,  food 
processors,  and  consum- 
ers. Their  portable  ma- 
chine uses  magnetic 
to  detect  the  sugar  level  in  fruits  and  vegetables — which 
ally  the  best  indication  of  ripeness, 
due  engineer  Gary  Krutz  foresees  fruits  and  veggies 
!ig  "sell-by"  stickers  similar  to  those  on  dairy  products, 
an  estimated  207c'  of  all  produce  is  thrown  away  because 
srripeness,  the  sensor  could  reduce  waste  by  helping 
rs  and  grocers  determine  the  optimum  time  for  harvest- 
id  selling  produce.  Researchers  plan  to  test  the  $20,000 
ne  at  an  Indiana  supermarket  within  a  year — and  to 
ip  a  similar  instrument  for  gauging  the  fat  in  foods. 


I 


IN,  FILING  INSURANCE  CLAIMS 
M'T  TRY  ONE'S  PATIENTS 


ndling  insurance  claims  can  be  a  pain  for  consumers  and 
hysicians  alike.  That  may  change.  The  insurance  indus- 
backing  a  new  interactive  computer  network  that  will 
surers,  doctors,  and  hospitals.  The  Health  Care  Informa- 
letwork  (HCIN)  will  provide  on-line  electronic  access  to 
lation  on  insurance  eligibility,  specialist  referrals,  autho- 
n  for  treatment,  and  other  data  on  a  patient's  account, 
ultimate  goal  is  a  paperless  transaction — similar  to  that 
automatic  teller  machine.  "We're  trying  to  make  it 
-free  for  both  the  patient  and  the  physician,  while  reduc- 
e  administrative  cost  of  health  care,"  says  Kenneth  J. 
nell,  president  of  National  Electronic  Information  Corp. 
in  Secaucus,  N.  J.,  an  insurance  carrier-owned  company, 
s  setting  up  HCIN  as  a  joint  venture  with  PCS  Inc.,  a 
iary  of  McKesson  Corp.  Initially,  HCIN  will  not  provide 
!  access  to  patients'  medical  histories.  That  won't  happen 
here  are  encryption  standards  for  safeguarding  electron- 
3ss  to  such  confidential  information. 


ID-SHEAR  WARNING  GEAR  WILL 
KE  THE  SKY  A  SAFER  PLACE 


16  of  an  airline  pilot's  worst  nightmares  is  wind  shear, 
''his  deadly  weather  phenomenon  occurs  when  a  region 
rapidly  cools,  becoming  heavy  enough  to  plummet  earth- 
like a  runaway  elevator.  When  the  downdraft  nears  the 
d,  the  wind  spreads  out  in  all  directions.  A  plane  flying 
ae  of  these  "microbursts"  encounters — in  rapid  succes- 
a  strong  head  wind,  a  powerful  downdraft,  and  a  dan- 
5  tail  wind.  The  combination  has  been  enough  to  smash 
>  of  aircraft  into  the  ground,  killing  hundreds  of  people. 


Now,  scientists  are  close  to  perfecting  high-tech  airborne 
warning  systems.  Working  with  the  Federal  Aviation  Adminis- 
tration and  companies  such  as  Lockheed  Corp.  and  Rockwell 
International  Corp.,  NASA  researchers  equipped  a  Boeing  737 
with  three  different  instruments  for  spotting  wind  shear — 
radar  that  picks  up  speeding  raindrops,  a  laser  that  spies 
unusually  fast-moving  dust  particles,  and  an  infrared  detector 
that  looks  for  sudden  temperature  changes. 

In  late  July,  the  researchers  flew  the  test  plane  through  up 
to  20  microbursts  near  Denver's  Stapleton  International  Air- 
port. In  most  cases,  says  Michael  S.  Lewis,  deputy  manager  of 
NASA's  wind-shear  program,  the  instruments  were  able  to 
detect  microbursts  25  to  40  seconds  before  the  plane  encoun- 
tered them,  ample  time  for  evasive  maneuvers.  The  faa  is 
requiring  all  airliners  to  have  such  devices  by  the  end  of  1995. 


PLASTIC  THAT  DISAPPEARS 
IN  THE  DARK 


iodegradable  plastics  got  a  bad  name  when  consumers 
'realized  that  the  materials  often  required  sunlight  to  dis- 
appear. Now,  there's  a  plastic  that  will  degrade  in  landfills. 
Produced  by  London-based  Imperial  Chemical  Industries,  the 
Biopol  resin  is  a  natural  polymer  made  by  bacteria  that  digest 
sugar.  It  is  so  similar  to  petroleum-based  polymers  that  it  can 
be  used  in  existing  packaging  production  equipment  with  only 
minor  modifications.  But  when  the  resin  encounters  common 
bacteria  found  in  water  and  soils,  it  decomposes,  leaving  car- 
bon dioxide,  water,  and  a  small  amount  of  biological  material. 

These  qualities  carry  a  hefty  price:  Andrew  T.  Berlin,  presi- 
dent of  Chicago's  Berlin  Packaging  Corp.,  the  sole  U.  S.  dis- 
tributor of  rigid  packaging  made  using  Biopol,  says  the  whole- 
sale cost  of  a  shampoo  bottle  will  be  as  much  as  43(f,  far  more 
than  a  7$  conventional  plastic  one.  But  Berlin  expects  the  cost 
to  drop  up  to  407'  in  the  next  18  months.  A  line  of  salon 
shampoos  marketed  by  Brocato  International  of  Baton  Rouge, 
La.,  will  be  the  first  commercial  application  in  the  U.  S. 


NEW  HOPE 

FOR  THE  HAIR-IMPAIRED 


nother  baldness 
remedy  may  be  on 
the  horizon.  Called  Trico- 
min,  it  is  a  peptide-cop- 
per  combination  discov- 
ered by  ProCyte,  a 
Kirkland  (Wash.)  bio- 
pharmaceutical  company 
that  focuses  on  tissue 
repair.  ProCyte  found 
that  Tricomin  caused 
thick  hair  growth  in 
mice.  The  company  test- 
ed 18  balding  men  in 
France,  where  the  regu- 
latory process  is  quicker.  Of  those  getting  the  strongest  dose, 
837  grew  thicker  hair  than  they  had  before,  with  no  apparent 
side  effects.  A  group  using  a  placebo  showed  no  improvement. 

ProCyte  CEO  Joseph  Ashley  says  Tricomin  is  derived  from  a 
naturally  occurring  compound  that  triggers  the  body's  tissue- 
repair  mechanism.  The  remedy  won't  be  approved  and  avail- 
able here  for  at  least  six  years,  he  says.  ProCyte  hopes  to 
offer  a  Tricomin  shampoo,  targeting  50  million  Americans  with 
thinning  hair.  Upjohn  Co.'s  Rogaine,  or  minoxidil,  is  the  only 
hair-growth  drug  approved  for  use  in  the  U.  S. 


TECHNOLOGY 
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Sports  Business 


BASEBALL  I 


IS  BUYIHG  A  BALL  CLUB 
A  FOOL'S  GAME? 


Fay  Vincent  might  say  yes.  But  the  Astros  and  Tigers  sold  for  plenty 


To  hear  the  lords  of  baseball  tell  it, 
this  is  a  lousy  time  to  own  a  team. 
With  player  salaries  still  rising  and 
TV  revenues  headed  for  a  fall,  "baseball 
is  poised  for  a  catastrophe,  and  it  might 
not  be  far  off,"  Major  League  Baseball 
Commissioner  Fay  Vincent  warned  in 
1991.  Vincent  hasn't  changed  his  tune 
since  then,  and  doomsday  is  presumably 
drawing  ever  closer.  Ergo,  you  would 
have  to  be  nuts  to  buy  a  major  league 
franchise  today. 


could  be  on  a  collision  course  with  finan- 
cial hard  times,"  says  Stephen  Schott, 
former  chief  operating  officer  of  the 
Cincinnati  Reds  and  now  an  investment 
banker  at  Dean  Witter  Reynolds  Inc.  in 
Cincinnati.  Adds  former  Baseball  Com- 
missioner Bowie  Kuhn,  who  now  runs 
Sports  Franchises  Inc.,  an  adviser  to 
sports  investors:  "There's  uncertainty 
over  the  labor-management  situation 
and  the  national  broadcast  contract." 
For  a  buyer  who  can  afford  to  be  pa- 


MCLANE: 


HIS  DEAL  GIVES  HIM  ALL  OF  THE  $5  MILLION  IN  LUXURY-BOX  REVENUES  AT  THE  ASTRODOME 


Funny,  Drayton  McLane  and  Mike 
Hitch  don't  look  crazy. 

McLane,  a  Temple  (Tex.)  grocery  ty- 
coon, announced  on  July  24  he  would 
buy  the  Houston  Astros  of  the  National 
League  from  John  J.  McMullen  for  $115 
million.  Four  days  later,  word  leaked  out 
that  Hitch,  owner  of  pizza  franchiser  Lit- 
tle Caesar  Enterprises  Inc.,  would  take 
the  American  League's  Detroit  Tigers 
off  the  hands  of  Domino's  Pizza  Inc. 
owner  Tom  Monaghan  for  $80  million  to 
$85  million.  Neither  buyer  is  known  for 
throwing  scarifying  amounts  of  cash  at 
unprofitable  enterprises. 

Granted,  baseball  has  serious  long- 
term  problems.  "Major  League  Baseball 


tient,  though,  baseball  is  still  a  good  in- 
vestment. Teams  historically  have  appre- 
ciated handsomely  over  time,  and  never 
more  so  than  in  the  free-agent  era.  Yes, 
expenses  in  the  age  of  the  $7  million-a- 
year  ballplayer  are  high,  but  thanks  to 
luxury  boxes,  cable  TV,  and  licensed 
merchandise — not  to  mention  strong  at- 
tendance— so  are  revenues.  That  should 
be  good  news  to  the  owners  of  teams 
now  up  for  sale,  including  Bob  Lurie  of 
the  San  Francisco  Giants,  Tom  Werner 
of  the  San  Diego  Padres,  and  Eli  Jacobs 
of  the  Baltimore  Orioles. 

A  look  at  the  two  franchises  just  sold 
helps  explain  baseball's  appeal  to  inves- 
tors. The  $115  million  shelled  out  by 


McLane  values  the  Astros  at  $90  m 
according  to  Louis  Susman,  the  Sal 
Brothers  Inc.  managing  director  whj 
vised  McMullen  on  the  sale.  The  n 
the  price  covers  the  club's  extreme 
vorable  lease  with  Harris  County, 
of  the  Houston  Astrodome. 

That  lease  awards  McLane  all  t 
million  or  so  in  luxury-box  revenues.;^* 
erated  at  the  stadium.  In  additioi 
new  owner  can  expect  some  $24  n 
in  local  and  national  TV  money, 
gate,  McLane  will  benefit  simply 
not  being  McMullen,  a  New  Jer; 
who  gutted  the  team  of  its  stars,  n 
native  Texan  Nolan  Ryan.  Right 
the  team's  average  home  attenda 
an  anemic  16,500  out  of  54,816  ava| 
seats. 

Like  McLane,  Hitch  will  share  i 
revenues  that  Major  League  Ba; 
reaps  each  year  by  licensing  T-s| 
hats,  and  such.  Andrew  Zimbali' 
Smith  College  economics  professoit 
author  of  Baseball  and'h 
lions,  due  out  in  Septef" 
conservatively  estimates  u 
revenues  at  $102  million  in 

RUNDOWN  PARK.  But  IlitC 

bought  some  headaches, 
herits  from  Monaghan  a 
fight  over  Tiger  Stadium, 
rundown  state  helped  low( 
Tigers'  price,  say  ba 
sources.  Negotiations  be 
Monaghan,  who  paid  $53 
for  the  team  in  1983,  am 
city  of  Detroit  over  a  new] 
broke  down  in  1989. 

While  Hitch,  a  Detroit 
er,  will  probably  enjoy  w: 
relations  with  city  officii 
new  stadium  is  still  years  \ 
But  even  in  an  old  park, 
has  a  good  chance  to  p 
struggling  Tigers  back  o: 
right  track.  He  turned  a: 
the  once-woeful  Detroit! 
Wings  of  the  National  H 
League  within  four  yea 
purchasing  them  in  1982.  The  res 
Wings  now  sell  out  most  home  ga| 
McMullen,  who  led  a  group  that 
$16  million  for  the  Astros  in  1979, 
he  sold  because  he  wasn't  havinj 
anymore.  But  in  announcing  the  fc 
sale,  he  made  a  bullish  case  for  bas 
"Would  I  have  made  a  lot  more 
stayed  in  here  for  another  four  o; 
years?"  he  asked.  "The  answer  is 
Vincent  will  soon  have  to  neg 
with  the  players'  union  and  the  V 
works,  so  he  has  good  reasons  to 
mouth  the  national  pastime.  But  h 
he  going  to  explain  why  teams 
changing  hands  at  such  a  profit? 
By  Harris  Collingwood  in  New 
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IN  i752. 

Franklin 

DISCOVERED  THE 
AWESOME  POWER  OF 
ELECTRICITY  AND 
CHANGED  THE  WORLD 
FOREVER. 


Avrrat;r  Aiiniuil  Total  lii-ti)riist 

l-Ycar 

5- Year 

10  V<  ai 

8.72% 

7.81% 

14.25% 

It  seem.s  only  natural  tliat  the 
company  bearing  his  name  was 
the  first  to  offer  investors  a 
utilities  fund. 
♦ 

The  Franklin  Utilities  Fund, 
well-established  for  over  40 
years,  invests  in  the  securities 
of  public  utilities,  primarily  in 
the  country's  fastest  growing 
regions.  The  investment 
objectives:  current  income  and 
capital  appreciation. 
♦ 

Call  your  investment  advisor  or 
Franklin  today. 

1  -800-342-FUND 
EXT  1239 


Yes!  I  would  like  a  free  prospectus  containing  niort 
coiuplete  information  on  the  Franklin  Utilities 
Fund,  including  charges  and  expenses.  I  will 
read  it  carefully  before  I  invest  or  send 
money. 

 I  am  currently  a  Franklin  shareholder. 


Name 


City/State/Zip 


Da)'time  Phone 


Franklin    Distributors,  Inc. 

Member  $60  Billion  Franklin  Croup  of  Funds*  777  Mariners  Islanil  Blvd.,  San  Mateo,  CA  94404-158.5 


ISVVK92 

law 


fHetnnis  tor  tlie  penod  ended  .3/31/92  inelude  tile  inaxiniuni  4%  sales  eliarge  and  assume  reinvestment  of  dividends  at  the  offering  priee 
and  capital  gains  at  net  asset  value.  Investment  return  and  principal  value  will  lluetuate  so  that  your  shares,  whi-n  redeemed,  may  he 
worth  more  or  less  than  their  original  cost.  Past  performance  does  not  guarantee  future  results. 


LAWYERS  I 


LAWYERS  START  TO 
STOP  THE  CLOCK 


Some  are  now  forgoing  pay-by-the-hour  for  negotiated  fees 


There  are  few  professions  where 
the  adaf^e  "time  is  money"  is  more 
apt  than  the  le^al  business.  In  the 
1980s,  law  firms  prospered  mightily  by 
charging  hourly  billing  rates  of  as  much 
as  $450  to  their  big  corporate  clients. 
But  now,  corporations — battered  hy  the 
recession  and  buoyed  by  a 
lawyer  glut — are  wrangling 
major  concessions  from  their 
clock-obsessed  lawyers. 

The  newest  weapon  is  "val- 
ue billing."  Instead  of  charg- 
ing by  the  hour,  companies 
and  lawyers  agree  at  the  out- 
set to  a  fixed  fee  based  on 
expected  costs  and  the  to]) 
amount  the  client  is  willing  to 
spend.  Proponents  will  try  to 
conv.ert  skeptical  American 
Bar  Assn.  members  in  mid- 
August,  when  13,500  attor- 
neys meet  in  San  Francisco  at 
their  annual  convention. 
'WRONG  DIRECTION.'  Lawyers 
are  scoffing.  Many  are  ailing 
from  the  business  downturn 
and  a  more  competitive  mar- 
ket. Ditching  hourly  rates 
could  also  drain  profits.  Oth- 
ers say  quality  will  suffer.  "I 
wonder  if  our  corporate  cli- 
ents will  understand  the  new 
incentives  when  they  consider 


Companies  are  clamping  down  in  oth- 
er ways,  such  as  calling  in  auditors  (ta- 
ble). But  value  billing  is  the  most  radical 
tactic  and  may  offer  the  longest-lasting 
solution. 

The  big  law  firms  are  most  likely  to 
resist  sweeping  changes.  They  made  mil- 


filing  malpractice  suits  against  us,"  says 
James  W.  Jones,  managing  partner  of 
Arnold  &  Porter  in  Washington. 

A  booster  of  the  concept  is  Hartford- 
based  Aetna  Life  &  Casualty  Co.  Last 
year,  Aetna  paid  $400  million  to  about 
1,200  law  firms — when  its  total  profit 
was  only  $505  million.  At  the 
ABA  meeting,  Zoe  Baird,  Aet- 
na's general  counsel,  will  un- 
veil a  new  Brookings  Institu- 
tion study  commissioned  by 
Aetna.  It  shows  that  hourly 
billing  leads  to  needless  and 
expensive  legal  work.  The 
system  "pushes  economic  in- 
centives in  the  wrong  direc- 
tion," Baird  says.  Lawyers 
may  be  tempted  to  stretch  out 
their  time  rather  than  aim  for 
efficiency  or  results. 
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lions  in  tlie  1980s  by  hiring  hordes  of 
associates  every  year.  The  bigger  the 
ratio  of  associates  to  partner,  the  more 
profits  the  firms  could  generate  from 
work  by  associates  billed  at  a  higher 
hourly  rate  than  their  salaries.  But  if 
corporations  push  their  lawyers  to  aban- 


don the  billable  hour,  the  mega 
firms  may  soon  be  dinosaurs,  be 
associates  will  become  costly  bu 
rather  than  profit  centers. 

Upstart  law  firms,  hungry  for 
are  more  willing  to  experiment.  ' 
based  Bickel  &  Brewer  handles 
thirds  of  its  cases  by  value  billing 
liam  A.  Brewer  III,  who  co-founde 
60-attorney  firm  in  1984,  says 
must  look  for  such  techniques  to  s 
business:  "We  count  ourselves  luc 
be  alive  when  the  supply  and  dema 
longer  favors  lawyers  but  clients. 
FINAL  PAYMENTS.  Last  year,  B&B  e 
record  profits,  contrary  to  expect! 
that  value  billing  means  less  incom 
though  the  firm  had  charged  disco 
fixed  fees,  its  clients  had  agreed  t 
a  percentage  of  any  aw 
These  bonuses  brought 
tra  cash.  One  typical  an 
ment  involves  Dallas 
client  Prentiss  Propertiei 
After  racking  up  $600,( 
legal  fees  in  a  rea 
case,  it  agreed  to  pay  th( 
$150,000  and  legal  costs 
share  some  of  the  final  ? 
above  a  certain  amount 
The  implications  go  h 
the  income  statements  o 
firms.  Without  the  inc( 
to  roll  up  hours,  la\ 
could  be  more  aggre 
about  settling  and  mon 
cient.  Chicago-based  W 
&  Strawn,  which  does 
25'.'  of  its  work  on  a 
l)illing  basis,  is  using  te 
ogy  to  cut  people-hou 
uses  form  documents 
data  bases  on  prior  res  'W. 
so  that  lawyers  don't 
cate  efforts.  The  firm 
for  a  207"  savings  in 


Says  Managing  Partner  Gary  L. 
child:  "Four  people  to  do  what  pjip, 
have  kept  five  busy." 

Management  practices  could  el 
as  well.  Bickel  &  Brewer  no  longer 
partners  on  a  lockstep  scale — wit  y 
nuses  tied  to  hours  billed — but  sets 

ries  by  reviewing  past  p  jj^j 


HOW  TO  SLASH  LEGAL  FEES 

AUDIT  YOUR  LAWYERS  Litton  Industries  and  Johnson  Controls 
hire  legal  audit  firms  to  uncover  lawyers  who  inflate  bills 
DO  IT  YOURSELF  Alcan  Aluminum  and  MCI  Communications  as- 
sign work  to  cheaper  in-house  attorneys  or  temporary  lawyers  rath- 
er than  pricey  outside  law  firms 

FARM  IT  OUT  Continental  Bank  folded  a  65-lawyer  staff  and  sent 
its  legal  work  to  Mayer,  Brown  &  Piatt  for  a  two-year  fixed  fee 


GET  A  BETTER  DEAL  Aetna  Life  &  Casualty  negotiates  volume  dis- 
counts. General  Motors  tracks  by  computer  the  productivity  of  its 
600  law  firms  and  fires  the  ones  that  charge  too  much 


inli'doe 


mance.  And  it  has  st 
automatically  hiring  :  ^^^^^ 
number  of  associates  am 
without  projecting  next 
caseload.  While  such 
niques  may  seem  elem( 
to  Corporate  America, 
revolutionary  to  lawyers 
law  firms  that  don't  ad 
a  clockless  era  may  find 
time  has  passed 

Bij  Catheruie  Yc 
Wasliiugtor/ 
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bur  reasons  to  buy  aTI  microLaser™  printer. 


low  diere's  a  way  for  you  to  put  the 
er  of  Microsoft®  Windows™  on 
:r — microLaser  from  Texas 
iiments. 

•esigned  to  be  Windowscompatible, 
IS  a  microLaser  just  right  for  your 
Is,  whether  you  need  a  personal  or 
ed  printer.  Here's  why:  jyiacJ^Jg^ 
bmpatibility  With  HP  n  *  *  i  ^ 
rjet*  emulation  and 
be®  PostScript®  software,  microLaser 
y  supports  your  demanding  applica- 
>.  And  with  our  Microsoft  Windows 
;r,  set  it  and  forget  ft  with  all  Windows 
ications. 

lot  only  does  PostScript  give  you  scalable 
ne  fonts  and  graphics,  ft  also  means 
your  microLaser  works  in  computing 


environments  like  Windows,  DOS®, 
Apple*  Macintosh*, OS/2*  and  UNIX*. 

2  Performance  postscript- 
When  it  comes  to  miK  ^""'^"^ ^"""^ 

printing  high-quality  documents  fast, 
microLaser  really  makes  you  look  good. 
At  either  nine  or  16  pages-per-minute, 
microLaser  printers  speed  you  through 
documents  in  a  hurry.  Plus  PostScript 
means  what  you  see  on  your  screen  is 
what  you  get  on  paper.  You  can  even  tur- 
bocharge  your  microLaser  with  a  RISC 
processor  for  blazing  fast  graphics. 
3.  Reliability  When  you  buy  a 
printer,  you  want  ft  to  print  And 
print  And  print  That  s  just  what 
the  microLaser  does. 


example.  With  its  hi^  duty  cycle  of 
10,000  pages-per-month*  and  a  standard 
one-year  limited  warranty*  *,  you  can  rely 
on  your  microLaser  to  work  the  first  time, 
every  time,  for  years. 

4.  Value  Starting  as  low  as  $999t.  there's 
a  microLaser  designed  to  fit  any  [mia 
budget  From  the  single  user  all 
the  way  up  to  a  network.  Con-  ^ffll 
sider  this,  too:  microLaser's  average  cost 
per  page  is  only  1.9  centst,  while  some 
laser  printers  average  around  3.3  cents. 
The  microLaser  not  only  makes  sense,  ft 
saves  you  money,  too. 

For  details  on  the  right  microLaser  for 
you  and  the  name  of  the  nearest  dealer,  call 


Take  our  personal  microLaser  Plus  for  1'800'527''3500. 


The  microLaser  PS17  has  earned  the  1990  PC  World  Best  Buy 
award;  microLaser  PS35  has  earned  the  1990  InfoWorld  Excellent 
Value  award  and  4'/2  mice  from  MocL^ser,  October  1990. 

Texas 
Instruments 

on  esamated  typical  usage.  *  'For  more  information  on  service  upgrade  options,  call  1-80O847-5757  in  the  U.S.  and  1-<S00-268^314  in  Canada.  tSuggested  retail  pnce  -  dealer  prices  may  vary.  ^Based  on  suggested  r^ail  price 
unables  and  approxunate  pagp  cwera^  rating  for  each  consumable  at  4%  black  (toner,  developer  and  OPC).  microLaser  is  a  trademark  of  Texas  Instruments  InoDrporatoi.  Microsoft  and  DOS  are  regiscered  trademarks,  and  Wintkjws 
emark  of  Microsoft  Corporation.  Adobe,  PostScnptand  the  PostScript  logo  are  nsgistered  trademarks  of  Adobe  Systems  Incorporaosd  which  may  be  registered  in  certain  jurisdictions.  Laserjet  is  a  registered  trademark  of  Hewletr- 
l,  Inc  Apple  and  Macintosh  are  regiscred  trademarks  of  Apple  Computer,  Inc  OS/2  is  a  registered  trademark  of  International  Busmess  Machines  Corporation.  UNIX  is  a  registered  trademark  of  AT&T.  ©1992  TI  76543 


.ures 

microLaser  Plus 

microLaser  Plus 

microLaser 

microLaser  XL 

Basic 

PSI7/PS35 

Turbo 

Turbo 

1 

9  ppm 

9  ppm 

9  ppm 

1 6  ppm 

ilation 

HP  Userjetll 

HPLJII/PostScript 

HPLJll/Pos6criptIl 

HPLjIl/PostScnptll 

:essor 

68000 

68000 

RISC/8220 

RISC/8220 

ts 

14  HP  Fonts 

17  or  35  Scalable 

35  Scalable 

35  Scalable 

Price 

$999 

$1,399/$1,499 

$1,749 

$3,649 

FOR  AD  RATES 
AND  INFORMATION 
PHONE: 
(312)  337-3090 
OR  WRITE: 


11  m  isu^iNtbb  n  wttn 

mARKETrLACE 


BUSINESS  WEEK 
MARKET-PLACE 
100  EAST  OHIOSTREE 
SUITE  632 
CHICAGO,  IL  60611 
FAX:  (3 12)  337-5633 


0 


Presentation  Equipment 


The  most  advanced  pen  sized 

Laser  Pointer 
INFINITER 


800-854-6686 


.111  Us  l-ur  J  U.-,ilt.|  N.-jr 


$92 

Plus  Tax.  $5.00  S&H 

Q  RLPCC  W 

■SS  Oak  Gourl  D.inville  CA  94526 


Corporate  Gifts 


Free  Shirt/Free  Logo 


BcfiiR-  WL-  cu.stom  L-iiihniiJcr  yoiir  lonn  on  our  great  quality,  100%  cotton, 
American  Made  polo  shirt,  we'll  give  you  one  to  wear-test,  and  make  up 
your  logo,  tree.  Try  our  shirt,  see  your  logo.  Find  out  for  yourself  why  our 
shirt  with  your  logo  is  better  than  Lacoste  or  Ralph  Lauren.  Minimum 
order  just  12  shirts.  Free  shippingtor  international  orders.  More  Into?  Call 

l'800-847'4478       (Fax  1-718-782-4614) 
The  Queensboro  Sliirt  Company 
Dept  BW28.80  N  5th  St,  Greenpoint,  NY  11211 


SefMi  us  your  color  loeo*  along 
with  $10.50  and  wellrush  you 
a  peiMmalized  woriiing  Qudrti 
watch  sample  as  our  convincerl 


I  fur 


t         plolc  .dvf  fur  i  pcr[. 
•  (Unl,  2  Mmple/company) 
ftSt  CATALOG  CAll  (818)288-9791  OR  WRITE 

IDEAL  WATCHES.  CO 
8033  SUNSET  BLVD  #63  LOS  ANGELES,  OA  90046 


IMAGE 
BUILDERS 


PROMOTE  YOUR  BUSINESS... 
EVERYDAY  LOW  PRICES  ON.. 


CHOOSE  FROM 
HUNDRED:  OF  ITEMS. 
CALL  FOR  FREE  C  TALOG 


1-800-792-2277 

FAX  1-510-786-li  il 
THE  CORPORATE  CHO'CE 


Corporate  Gifts 


Business  Services 


RESEARCH  REPORTS 

19,278  academic  topics  available' 
Send  $2  00  (or  ttie  272-page  catalog 
Custom-written  reports  also  available 
RESEARCH  «S»ST/INCE 
1  1322  Idafio  Ave  ,  #206BF. 
Los  Angeles.  CA  90025 
Toll  Free  Hotline:  800-351-0222 
(California:  310-477-8226) 


Corporate  Gifts 


Corporate 
Ties 

I  (150  pc.  minlinum) 
Xaain  recognition  from 
neckties  customized 
with  company  logo. 

Free  literature  upon  request. 
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Barnard-Maine  LTD. 

P.O.  Box  275 
Castine,  ME  04421 
Outside  ME  TEL:  207.326-91 79 

800-962-1526  FAX:  207-326-9080 


Computer  Software 


Mac-In-DOS 

BREAK  THROUGH!!!  Allows 
your  PC  to  Read,  Write  & 
Format  Mac  HD  diskette. 
Exchange  of  text,  binary, 
graphics  files  between  Mac 
&  DOS  is  NOW  POSSIBLE  with 
this  software  program.  No  ca- 
ble or  extra  hardware  is 
needed.  Also  for  Sun,  IBM,  RS, 
HP,  SCO  &  Interactive  UNIX. 

Pacific  Micro 

201  San  Antonio  Circle  C250 

Mt.  View,  CA  9J(W0 

(415)  »t8S2O0  Phone 

(415)  »iS-6296  Fax 


Golf 


ACCLAIMED  GOLF  VIDEO 

***BALLYBUNION*** 
Ireland's  Greatest  Course 


Home  pro  plays  ttie  fioles  at 
this  World  top  ten  course. 
Plus  magnificent  ocean 
scenery,  course  strategy, 
club  Inistory  and  mucii  more. 
60  minutes.  $29.95  +  $3.50 
S&H,  MCMSA- 

Golfing  Gems 
P.O.  Box  76 
Chappaqua,  NY  10514 
1-800-441-2436 


Newsletters/Periodicals 


WHAT'S  UP 
IN  CANADA? 


Stay  ofi  lop  ol  kev  Ixisiness/economic  news  wiiti 
"Tlw  Brooks  i  Cotde  Report  on  Canada" 
For  a  tree  sample  issue,  mail  of  fax  your 
letlertiead  w  business  card  lo 
Brooks  &  Cottle  Limiled.  74  Bedloid  Pk  Ave 
Taonlo.ON  M5M  1J1 
Fax  416  489  5152 


Legal/Tax  Information 


L  PRESS 


ITM 


Foreign  Laws  ■  In  English  ■  On  Demanij 

Call  or  lax  lor  compiimenlary  copy  ol  Lawlist  92.0, 
our  comprehensive  guide  to  the  corporate, 
commercial,  tax,  labor  and  intellectual  property 
laws  ol  45  countries, 

Phone:800-446-0906  Fax:414-963-4831 


Financial  Services 


,ir|*t 
iM|!'r 

■■:  'at  i 


MARKET  TRACKS  ''^^ 
Software  That  Won't  ( 
You  The  Portfolio 


Keep  track  of  your  portfolio 
a  daily  basis.  MARKET  TRAC 
keeps  you  abreast  of  your  si 
bonds,  options,  warrants  an 
commodities.  Facilitate  lone 
short  positions,  track  investt 
types,  brokers,  industries,  et 
Will  keep  track  of: 


•  stocks 

•  Options 

•  Wan  ants 

•  Bonds  ' 

•  Commodities  ' 

•  User  Friendly  i 

•  Long  &  Short  Term 

•  IVIultiple  Sub  Portfolios 


•  Display/Print 

•  Current  or  YTD 

•  IBM  PC/compa' 

•  Easy  Menus 

•  Easy  Entry  Sen 

•  Generates  IRS 


,iOO»l!|! 


ORDER  TODAY 
Call  (703)  330-4400 

PHOENIX  FINANCE,  LTD. 

PO  Box  4086 
Manassas,  VA  221 10 


$6 


Franchising 


fr 


Exclusive 


Territories  *iAD( 

Continental  U.S. 


DONUT9 

1-800-543-540 


Rated  "#3  top  franchise  foi 
1992"  by  Entrepreneur 
Magazine 

'  Exciusivii>  is  limited. 
I  >fTcr  made  by  prospectus  onl 


[j  :  - 


unMBAi 

l»  lilt  Mi 


Cable  TV 


CABLE  TV  DESCRAMB 

CONVERTERS,  ACCESSO 

Name  Brands.  Lowest  Prices.  Best 
For  FREE  16-page  color  cataloi 

CABLE  READY (300)  234-1 
COMPANY  '•"^ 


mm 
rnn-i 


CATALOG!  1-800-3 
lOLD  HAMLIN  OAI 

LETV  DESCRAMB 


•  Special  prices'  •  Compare  Our  Lo 
Prices'  •  Orders  From  Slock  Shipped  Imitlitjtp'  i., 
•  Guaranteed  Warranties  &  Price 
•  All  Major  Credit  Cards 
PACIFIC  CABLE  CO..  INC 
7325'ft  Reseda,  DepI  858   Reseda,  C, 
For  catalog,  orders  &  info  1-800-34 


Travel 


0y  ^ree  mth  J^reeJ- 

Join  30  frequent  traveler  pro 
and  enjoy  free  fligtits,  rental 
hotel  stays.  Airlines,  tiotels  a 
renters  offer  incredible  incent  iStOliioJi 
get  your  business!  Send 
or  SASE  for  more  informati 
FreeFlier,  Bowling  Green 
Box  844.  New  Yor1<,  NY  10274 


Mm 


Ttie  Biis 


Wile: 


FOR  AD  RATES 
VND  INFORMATION 
PHONE: 
(312)  337-3090 
OR  WRITE: 


mARmriAa 


BUSINESS  WEEK 
MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL6061 1 
FAX:  (31 2)  337-5633 


siness  Opportunities 


NALIZED  CHILDREN'S  BOOKS 


n  a  small  Investment  Into  that 
}le  lull  or  part  time  business  you 
9ve  always  dreamed  about! 

ellent  home  operated  business' 
iel!  last  in  stores'  At  fairs!  Parties! 
>  mail  order  anywhere  there  are 

It's  easy  to  make  $4000  lo  $8000 
nth  making  and  selling  our  excil- 

ol  personalized  books  (lor  chil- 
grown-ups)  Personalized  audio 
nd  stationery  available  also 
lL  TODAY!  (214)248-9100 

K  ENTERPRISES,  INC. 

6 Commander  Drive,  Suite  101 

)t.21 

ronton.  Texas  75006  


lucation/lnstruction 


LLEGE  DEGREE 

.ORS  •  MASTERS  •  DOCTORATE 

For  Work,  Life  and  Acailemic 
Experience  •  No  Classroom 
Attendance  Required 

Call  (800)  423-3244 

or  send  detailed  resume 
for  Free  Evaluation 

fie  Western  University 

]  N  Sepulveda  Blvd  ,  DepI  170 
OS  Angeles,  CA  90049  U  S  A 


BA  Degrees 

1  home  study  In  Marketing, 
ement,  Human  Resources, 
Care  Administration.  Save 
fort  and  money  for  AA,  BBA 
.  Get  ttie  facts  and  see  for 
!lf.  Call  (800)  477-2254, 
m  California  University,  202 
1  Lane-BW,  Justin  CA  92680 


am  MBA  At  Home 

3gram  also  available. 

JRSES  BY  CORRESPONDENCE 

idents  from  Fortune  SCO  companies. 

CHADWICK 

UNIVERSITY 
ng  not  limited  by  classroom  walls- " 

catalogue  call:  l-SOO-767-2'123 


^YS  TO  ADVERTISE 
HE  BUSINESS  WEEK 
ilARKET-PLACE 

The  Business  Week 
et-Place  Section  Is  a 
al  adveilising  feature 
aring  in  the  first  issue 
ch  month.  The  Market- 
!  provides  an  ideal 
vcase'  for  advertisers 
have  products  or  ser- 
that  appeal  to  Busi- 
Week's  more  than  6.8 
n  responsive  readers. 

rates  and  information 
write: 

BUSINESSWEEK 
MARKET-PLACE 
;ast  Ohio  St.,  Suite  632 
Chicago,  IL  60611 
call  (31 2)  337-3090 
FAX  (31 2j  337-5633 


Health/Fitness 


Executive  BackChair 


Engineered  for 
customized  orthopedic 
support  to  prevent  and 
relieve  back  pain 

•  Forward  lilt 
feature 

•  Adjustable 
neck  rest 

•  Built-in 
adjustable 
lumbar  support 

As  mentioned  in 
the  Wall  Street  Journal 


33  Jeffrey  .Ave.:  Dept.  BWE.  Hollislon.  M.A  017.16 


BODY  PAK-200  (No  cmc  gmr^c 

MADE  IN  THE 


BUY  THE 
REAL 
THING. 
DONT 
SETTLE 
FOR 
RUBBER 
BAND 
UNTTS. 
THOUSANDS 
50LD 


NEW  YORK  BARBELLS 
P.O. Boot  3473.EiinirB 
NY  14905-0473 
1-800-446-1833 
CALL  FOR  FREE 
FULL  UNE  CATALOG 


BP 200  is  a  cample 
uwipTU  IfiJnQ  tooi  that 
imrks  aS  niqfor  rruiade 
gnmifM   Grvat  Jbr  ITie 

by  Prqfeaaionat  Body 


Sports  Equipment 


Cheat 
At  Tennis 

[tennis  I  I  iorI  Your  Own 
Portable 
lip  Tennis  Ball 
Machine 

1-800-448-8867 

for  FREE  brochure 


Building  Systems 


30'x60- 


xlO' 

$4,876 

BUILD  IT  YOURSELF  AND  SAVE  MONEY. 
5000  SIZES,  ALL  STEEL,  CALL  TODAY  FOR 
BROCHURE  AND  PRICE  QUOTE, 

HERITAGE  BUILDING  SYSTEMS 
800-643-5555 


Wine  Cellars 


WINE  CELLARS  BY 

28  HANDMADE  WOOD  MODELS  ♦  1 1 4  TO  3400  BOTTLES  ♦  Mfihi  in  u  s  a 

FACTORY  DIRECT  TO  YOU  ^'^^TscovIr^^' 

SUGG  YOUR 

RETAIL  COST 

S2495  S1695 

2995  1995 

2695  1 795 

1395  995 

1795  1195 

2995  1995 

3995  2995 

^                      Designers' non  wood  model  60  bottle  glass  door  899  659 

Vinotemp  Int'l  ♦  1 34  W  1 3 1  st  St  (PO  box  6 1 6 1  E)  ♦  Los  Angeles,  CA  9OO6 1 
CALL  800/777-VINO  (777-8466)  or  213/719-9500  fax  213/719-9518 

IMMEDIATE  SHIPMENT  ON  MOST  MODELS  WE  WILL  NOT  BE  UNDERSOLD  ♦  CALL  US  FIRST 


MODEL 

DESCRIPTION 

APPRX  CAPACITY 

440 

Upright 

400 

700 

Upright 

600 

296 

Credenza 

280 

114 

Compact 

114 

230 

Two  Doors 

230 

700FUR 

Fur  Vault 

8  to  10  Furs 

700HH 

His  and  Hers 

300  bottles  4/5  Furs 

Menswear/Fashion 


men's  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

Extra  width  for  men 
who  need  it. 
Excellent 
variety, 
styling 
and 

quality. 
Send  for 
FREE  CATALOG 

Ttie  Widest  Selection  ol  the  Widest  Shoes  Anywtiere! 
HITCHCOCK  SHOES,  INC 

Dept.  55  K  Hingliam,  MA  02043 


The  best  underwear  anywhere. 


^   -^i  Con. 


DepI  12  306llPeachlreeRd  . 
Allanla.  CA  30306. 1-800-827.POND 


i.  bnelsandunderehirti 
quality.  100%  cotton 
s  including  Sea  Island 
jn-  Not  sold  in  stores 
exclusive  catalog  ^ 

CaREENPOND 
COMPANY 


Waterfront  Properties 


EXCLUSIVE  PFIOPEFITY 
ADIRONDACK  MT.  LAKEFFOtfT 

2.5  acres  and  over  200'  on  one  of  the 
area's  largest  unspoiled  lakes.  Century- 
old  trees  grow  along  unmatched  shore- 
line.Enjoy  spectacular  sunsets  In  a  very 
peaceful  &  prrvate  setting.  Ideal  execu- 
tive escape.    Uniquely  one  ol  a  kind. 

Offered  at  $229,000  with  financing. 
Call:    CHRISTMAS  &  ASSOCIATES 
518-359-9771.  Your  call  is  confidential. 


Automotive/Accessories 


FUEL  ENERGIZER 

15%  -25%  MOREMPGs 
Plus  Cleaner  Engine 
GUARANTEED 

Order  Today 

Gas  Cars,  Trucks  &  Boats 

$89.95  +  $4.50  S&H 

(Texas  buyers  add  7.25%  sales  tax) 

TECHNICAL  ADVANTAGE  GROUP 
P.O.  Box  190B 
Grapevine,  TX  76099 
817-481-8316  •  Fax  817-481-1575 

EPA  approved  for  California 
Allow  3-4  weeks  delivery. 


Sales  Promotion/Marketing 


Sales  Leads  &  Mailing  Lists 


•  9  Million  U  S  Businesses  * 

Telephone  Vended  with  ContacI  Name  and  Employee  Sue 

•  1.7  Million  High  Income  Ameiiuns  •  84  Million  Consomers/REsidetil', 

•  1.2  Million  Canadian  Bu5ine«K    •  OppoTtumly  Seekers 

FREE  Catalog  -  Call  (402)  331-7169  or  write 
American  Business  Lists 

PO  Box  27347,  Dept  01-062'Omaha.  NE  68127 


Classic  Car  Replicas 


REAL... 
NOT  A  DREAM 


1929  l^rcedes  Replica 


1952  MG-TO  Replica 


FIBERFAB  INTERNATIONAL,  THE 
COMPANY  THAT  LEADS  IN 
PRODUCT  ENGINEERING  AND 
INNOVATIONS,  OFFERS  THESE 
EASY-TO-ASSEMBLE  REPLICAS. 
CREATE  YOUR  OWN  AUTOMOTIVE 
LEGEND  TODAY  AND  MAKE 
YOUR  DREAM  A  REALITY.  For 
more  information  and  a  Compli- 
mentary Color  Brochure  write: 

Fiberfab  International 
6807  Wayzata  Blvd. 
Minneapolis,  MN.  55426 

or  CALL 

1-800-328-5671 

In  MN  (612)546-7336 


I 


ersonal  Business 


EDITED  BY  AMY  DUNKIN 


Workplace 


A  HOME  OFFICE  THAT'S  EASIER 
ON  THE  EYES— AND  THE  BACK 


or  s 
ise,  y 


I»53 


e: 


Irgonomics — the  science 
of  how  people  interact 
I  with  their  work  environ- 
ment— is  becoming  more  than 
a  buzzword  as  evidence 
mounts  that  desk  jobs  aren't 
as  benign  as  they  once 
seemed.  Many  ergonomists 
believe  tailoring  the  office  to 
human  physiology  can  im- 
prove productivity — and  the 
chances  of  continued  health. 
You  might  want  to  apply 
some  of  their  lessons  to  your 
home  office.  Don't  worry,  you 
needn't  start  redecorating: 
Thei'e  are  many  ways  to  ret- 
rofit your  existing  office  to 
make  it  more  ergonomic. 

Many  ergonomists  say  the 
most  important  item  in  your 
office — and  one  place  not 
to  skimp — is  a  decent 
chair.  A  good  ergonomic 
chair  lets  you  sit  with 
your  thighs  parallel  to  < 
the  floor  and  your  feet  ' 
flat  on  it.  The  seat 
should  be  horizontal  but 
slope  away  at  the  forward 
end  so  there  are  no  sharp 
edges  cutting  into  the  backs 
of  your  knees.  The  seat  and 
back  should  adjust  to  your 
height,  and  the  latter  should 
support  your  lower  back 
where  your  spine  curves  in. 
IN  ARM'S  WAY.  Although  the 
Ijest  chaii's  are  expensive — 
about  $400  to  $1,000  and  up— 
the  benefits  make  the  invest- 
ment worthwhile.  "Buy  quali- 
ty chairs,"  says  Bob  Betten- 
dorf,  president  of  the 
Institute  for  Office  Ergonom- 
ics, a  Stamford  (Conn.)  man- 
agement-consulting firm. 
"Cheap'  ones  don't  work." 

The  top  office-furniture 
makers  all  build  their  own 
versions  of  ergonomic  chairs. 
Some  leading  brands  are  the 
bulldog  from  Knoll  ($870),  the 
Criterion  from  Steelcase 
($600),  and  the  System  18 
from  Haworth  ($752).  Another 


type  of  chair,  called  "passive- 
ly" ergonomic,  often  has  few- 
er adjustments  but  is  de- 
signed to  flex  along  with  your 
movements.  The  Equa  ($800) 
by  Herman  Miller  and  Evo  by 
American  Seating  ($902)  fail 
into  this  category.  Which 
chair  you  pick  depends  entire- 
ly on  what  feels  best  to  you. 

If  you  love  the  chair  you 
already  have,  and  it  doesn't 
violate  any  basic  ergonomic 
principles,  you  might  consider 
modifying  it  with  handy  and 
inexpensive  accessories,  says 
Chris  Grant,  an  ergonomics 


exjjert  at  the  University  of 
Michigan.  You  can  buy  foam 
or  inflatable  pillows  to  fill  the 
lumbar  curve  in  your  lower 
back  and  footrests  to  anchor 
your  feet.  Some  footrests,  like 
old-fashioned  sewing-machine 
pedals,  rock  up  and  down  to 
flex  leg  muscles  and  improve 
circulation. 

For  anyone  who  talks  on 
the  phone  while  typing,  a  tele- 
phone headset  is  critical.  "It 
prevents  you  from  putting  a 
death  grip  on  your  neck," 
says  Grant.  And  because  they 
leave  your  hands  free,  "head- 


ifer  t' 


sets  allow  you  to  move 
is  a  primary  principle  o 
nomics."  Headsets  ar 
primarily  at  office-supj 
electronics  stores  and  c 
to  $100.  Plantronics  in  wler  U 
Cruz,  Calif.,  sells  a  $24  j, 
el  with  a  microphone  t 
ters  out  background  nc 
people  who  work  amid 
hubbub. 

Since  the  computer 
come  the  heart  of  mos 
ern  offices  and  the 
cause  of  numerous  c& 
repetitive  stress  injur 
position  and  accessibilil 


J'W  fill; 


fan  a( 
^  by  m 


«f  Ike  ii 
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crucial.  Ergonomists 
jtermined  that  the  top 
monitor  should  be  at 
^el  or  slightly  below, 
■wise,  you're  tilting 
jck  to  read  the  top  of 
een,"  says  Bettendorf. 
ter-accessory  compa- 
ch  as  Vision  Vu  in  Ty- 
:.,  sell  modular  slabs  of 
for  $5.95  each  that  you 
:k  under  your  terminal 
;  it,  but  a  phone  book 
iictionary  may  do  just 

r  yet,  get  a  new  com- 
ible.  While  stores  such 
luman  Factor  Technol- 
1  Londonderry,  N.  H., 
o!e  lines  of  ergonomic 
most  furniture  compa- 
fer  some  form  of  ad- 
!  computer  stand.  Of- 
these  have  two 
ely  adjustable  pieces 
the  monitor  and  lower 
board. 

GEOMETRY.  Ergono- 
;ay  keyboards  should 
be  used  at  elbow  level, 
rd  design,  however,  is 
ng  debated.  Currently, 
nists  agree  that  your 
are  reasonably  stress- 
'hen  extended  in  a 
;  line  from  your  fore- 
But  some  innovators 
yping  would  be  even 
itural  with  your  palms 
es  to  each  other.  Ad- 
I  keyboards  that  allow 
lude  the  TONY!  and  the 
t.  These  break  up  a 

keyboard  into  three 
;hat  can  be  turned  at 

angles. 

there's  the  Kinesis, 
livides  the  keypad  be- 
wo  recessed  pits  at  the 
)rners  of  the  board, 
eps  hands  at  shoulder 
and  repositions  the 
rmally  manipulated  by 
ik  pinkies,  such  as  EN- 
\  BACKSPACE  closer  to 
inger  thumbs, 
mother  keyboard,  the 
id,  has  two  separate 
i  hand  prints.  When 
ce  your  fingers  there, 
ink  into  little  wells 
they  can  activate  dif- 
keys  by  moving  for- 
)ackward,  to  the  left, 
,6  right. 

ergonomists  predict 
ch  keyboards  will  be 
/e  of  the  future.  For 


the  moment,  they're  just  be- 
ginning to  build  momentum. 
TONY!  is  still  a  prototype.  Ki- 
nesis ($690  from  Kinesis  in 
Bellevue,  Wash.)  and  Comfort 
($590  from  Health  Care  Key- 
board in  Menomonee  Falls, 
Wis.)  are  coming  out  in  a 


Simple  changes — and 
taking  lots  of  breaks 
— can  work  wonders 


month  or  two,  and  DataHand 
($1,200  from  Industrial  Inno- 
vations in  Scottsdale,  Ariz.)  is 
available  now. 

Until  such  keyboards  are 
more  widely  accepted,  most 
people  will  probably  get  more 
value  from  simpler  keyboard 
accessories.  Proformix  in 
Whitehouse  Station,  N.  J.,  and 
Flex-Rest  in  Provincetown, 
Mass.,  both  make  keyboard 
holders  that  can  be  attached 
to  the  edge  of  your  desk. 
These  hold  the  keyboard  just 
above  your  lap  and  angled 
slightly  away  from  you.  Al- 
though nothing  is  proven, 
some  ergonomists  think  this 
position  may  help  prevent  car- 


pal-tunnel syndrome,  an  ail- 
ment that  irritates  the  nerves 
in  the  wrist  when  you  type 
with  your  hands  bending  back 
toward  the  body. 

Both  holders  can  slide  un- 
der the  desk  when  not  in  use. 
And  Proformix'  product,  Pro- 
tex  ($300),  which  won  the  1992 
Industrial  Design  Excellence 
Award,  includes  a  built-in 
palm  rest,  document  holder, 
and  mouse  pad.  This  last 
piece  is  placed  above  the  key- 
board so  you  don't  have  to 
keep  reaching  out  to  the  side 
to  use  it,  thus  risking  poten- 
tial damage  to  your  shoulder. 

You  can  also  buy  a  cushion 
that  attaches  to  the  front  of 
your  chair's  armrests  or  to 
the  front  of  your  desk  to  sup- 
port your  forearms.  This  may 
be  one  way  to  take  the  pres- 
sure off  your  wrists  while 
typing. 

The  least  you  can  do  is  get 
a  wrist  rest,  a  soft  panel  that 
runs  along  the  base  of  your 
keyboard.  "People  often  mis- 
use them,"  says  Encino 
(Calif.)  ergonomist  Rani 
Leuder.  Rather  than  leaning 
on  them  while  typing,  she 
says,  people  should  rest  their 
hands  on  them  during  brief 
breaks  in  typing.  They  cost 


COMMON-SENSE  ERGONOMICS 

►  A  proper  chair  is  critical  to  a  healthy  office  and  hence 
probably  worth  the  $400-$!, 000  investment.  Cushions  or 
foam  padding  can  be  helpful  support  for  your  lower  back 

►  Equip  your  phone  with  a  headset  if  you  talk  and  type. 
This  saves  your  neck  and  frees  your  upper  body 

►  Position  your  computer  so  that  the  top  of  the  terminal 
is  at  eye  level  or  slightly  below  and  the  keyboard  is  at  el- 
bow level.  Books  can  lift  your  monitor,  and  stowable  racks 
can  adjust  your  keyboard 

►  Use  a  wrist  rest  to  support  your  wrists;  may  be  espe- 
cially helpful  during  brief  typing  breaks 

►  Position  your  monitor  to  avoid  glare  on  your  screen. 
Consider  a  visorlike  hood  for  the  top  of  your  terminal  or  a 
mesh  or  glass  antiglare  screen 

►  Many  offices  are  too  bright.  If  drawing  the  blinds 
doesn't  make  your  screen  easier  to  see,  try  removing 
some  light  bulbs  from  your  overhead  fixture  or  turn  it  off 
altogther.  A  Luxo  asymmetric  desk  lamp  wiU  light  up  your 
work  area  without  dimming  your  screen 

►  One  of  the  best  ways  to  avoid  aches  and  pains  is  to  take 
frequent  breaks,  and  fidget 


about  $20  in  computer  stores. 

Other  computer  accessories 
play  an  ergonomic  role  as 
well.  Document  holders 
placed  next  to  or  below  your 
screen  will  spare  your  neck 
and  head  a  lot  of  twisting  and 
turning.  And  keeping  the  doc- 
ument holder  in  the  same 
plane  as  the  screen,  ergono- 
mists say,  will  cut  down  on 
eye  strain  because  you  won't 
be  continually  refocusing  as 
you  look  back  and  forth  be- 
tween the  two. 

UP  AND  AWAY.  How  well  you 
see  is  also  an  important  part 
of  the  ergonomic  picture.  Ex- 
perts say  the  ideal  lighting  ar- 
rangement is  a  combination  of 
indirect  overhead  and  tabletop 
task  lighting.  Indirect  over- 
head lighting  is  soft  and 
doesn't  cause  glare.  Task 
lights  are  designed  to  illumi- 
nate your  immediate  work 
area. 

The  most  common  problem 
is  that  "typical  office  lighting 
is  much  too  bright,"  says 
Leuder.  The  easiest  remedy  is 
to  remove  a  bulb  or  two  from 
your  overhead  fixture  and  re- 
jwsition  your  computer  so  no 
light  falls  onto  the  screen.  To 
further  cut  down  on  glare, 
you  can  attach  $55  parabolic 
louvers  over  your  lights. 
These  three-dimensional  grids 
direct  light  downward — not  to 
the  side.  In  most  home  of- 
fices, the  desk  lamp  will  be 
more  important.  Rani  Leuder 
Ukes  the  Luxo  asymmetric 
task  models  ($150  to  $260). 
These  are  designed  to  cast  a 
shadowless  light  onto  your 
desk  and  keyboard  but  not  on 
your  screen. 

Another  cure  for  glare  is 
a  screen  that  covers  your 
monitor.  Mesh  screens  ($50) 
work  but  can  make  the  com- 
puter text  slightly  fuzzy. 
Glass  or  plastic  screens  ($90) 
are  treated  with  an  antireflec- 
tion  coating  and  are  much 
clearer,  but  like  a  camera  lens 
they  pick  up  dirt  and  finger- 
prints easily. 

Regardless  of  how  your 
home  office  is  outfitted,  if  you 
don't  take  frequent  breaks,  it 
may  not  matter  how  good 
your  furniture  is.  The  most 
important  part  of  ergonomics 
may  only  cost  you  a  change  in 
habit.  Pam  Black 
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STOCKS:  PLAYING 

THE  RUSH  TO  REFINANCE 


omeowners  aren't  the 
I  only  ones  profiting  from 
lower  mortgage  rates.  With 
the  average  rate  on  a  30-year 
fixed  loan  approaching  a  20- 
year  low  of  87t,  refinancings 
are  multiplying  and  the 
mortgage-banking  business 
is  booming.  So  much  so  that 
it's  time  for  investors  to  take 
a  closer  look  at  the  sector. 

Keep  in  mind  that  mort- 
gage banks  aren't  really 
banks.  These  companies  bor- 
row money  from  the  capital 
markets  to  make  mortgages. 
They  then  sell  the  mortgages 
to  one  or  more  intermediar- 
ies, such  as  the  Federal  Na- 
tional Mortgage  Assn.  (Fan- 


HOW  MORTGAGE 
BANKERS  COMPARE 


Company         Shore  price 
Aug.  3,  1992 

P-E 
ratio 

COUNTRYWIDE 
CREDIT 

30V4 

12.6 

GREEN  TREE 
FINANCIAL 

355/8 

7.7 

MARGARETTEN 

163/8 

9.8 

OPPEHHEIMER 
BANK  AVERAGE 

11.5 

*  Based  on  projected  1992  earnings 
DATA;  OPPENHEIMER  &  CO  . 
PIPER,  JAfFRAY  8.  HOPWOOD  INC. 


nie  Mae),  which  securitize 
the  loans  and  sell  them  to 
investors.  Mortgage  bankers 
make  their  profit  from  up- 
front finance  charges,  loan 
sales,  and  fees  for  servicing 
mortgages. 

While  many  homeowners 
have  already  refinanced,  a 
lot  of  potential  business  re- 
mains. Analyst  Jonathan 
Gray  of  Sanford  C.  Bernstein 
estimates  there's  still  up- 
wards' of  $1  trillion  in  mort- 
gages outstanding  that  carry 
rates  of  9.5%  or  higher. 

Countrywide  Credit  Indus- 
tries is  high  on  Wall  Street 
buy  lists.  Thanks  to  low 
overhead,  the  Pasadena 
(Calif.)  company  has  attract- 


ed even  more  business  by  of- 
fering lower  rates  than  com- 
petitors, Gray  says.  In  July, 
the  company  originated  $2.6 
billion  in  home  mortgages 
vs.  $814  million  a  year  ago. 

That  means  big  returns. 
Gray  projects  Countrywide's 
earnings  will  rise  by  an  as- 
tounding 857f  this  year,  to 
$2.35  a  share.  For  1993,  he 
sees  a  further  30%  gain,  to 
$3.05.  And  while  the  stock  is 
trading  at  12.6  times  project- 
ed earnings,  slightly  higher 
than  conventional  banks,  an- 
alyst Steve  Eisman  of  Op- 
penheimer  points  out  that 
Countrywide  has  none  of  the 
credit  risks  associated  with 
banks. 

Margaretten  Financial, 
which  was  spun  off  by  Pri- 
merica  in  January,  is  another 
pick.  It's  smaller  than  Coun- 
trywide, but  the  Perth  Am- 
boy  (N.  J.)  company  has  cut 
a  tentative  deal  with  Na- 
tionsBank to  service  $7.5  bil- 
lion worth  of  mortgages. 
That  would  more  than  dou- 
ble its  servicing  business. 
Eisman  says  Margaretten's 
earnings  could  rise  as  much 
as  79%  this  year,  to  $1.70  a 
share.  He  sees  a  possible 
21%  climb,  to  $2.05,  in  1993. 
ON  THE  MOVE.  Green  Tree  Fi- 
nancial of  St.  Paul,  Minn.,  is 
also  getting  attention.  Unlike 
other  mortgage  bankers. 
Green  Tree  specializes  in 
loans  for  mobile  homes.  With 
the  mobile-home  market  re- 
viving, analyst  Patrick  Bur- 
ton of  Piper,  Jaffray  &  Hop- 
wood  expects  Green  Tree's 
earnings  per  share  to  climb 
16%  this  year,  to  $4.65,  and 
10%  in  1993,  to  $5.10. 

Also,  watch  out  for  new 
issues.  Some  banks  and  fi- 
nancial firms  are  cashing  in 
on  the  mortgage  boom  by 
selling  all  or  pieces  of  their 
mortgage  units.  And  as  long 
as  rates  remain  low,  chances 
are  that  many  of  them  could 
prosper.  John  Mechan 


Tax  Tips 

DON'T  ROLL  OVER 
FOR  THIS  PAYOUT  PLOY 


Although  the  rules 
about  payouts  when 
you  leave  your  compa- 
ny are  complex,  there  has 
been  one  simple  way  to  shel- 
ter lump  sums  from  tax:  Roll 
over  the  check  from  the  com- 
pany's pension  fund  or  401(k) 
savings  plan  into  an  individual 
retirement  account  or  another 
eligible  plan  within  60  days. 
But  after  this  year,  once  you 
receive  that  check,  it  will  be 
too  late  to  avoid  a  stiff  new 
tax  bite. 

So,  you  must  arrange  in  ad- 
vance for  your  employer  to 
make  a  trustee-to-trustee 
transfer  to  a  cooperating 
bank,  brokerage  house,  or 
new  employer's  plan.  Other- 
wise, lump  sums  will  be  sub- 
ject to  a  20%  withholding  rate. 

A  major  concern  of  tax  ad- 
visers is  "people  being  un- 
pleasantly surprised,"  says 
Bill  Fleming  in  the  Hartford 
office  of  accountants  Coopers 
&  Lybrand.  Those  who  sud- 
denly change  jobs  or  fall  vic- 
tim to  cutbacks  are  the  most 
likely  to  "get  punished"  for 
not  knowing  the  tax  rules. 

Without  a  trustee  transfer, 
a  $100,000  nest  egg  would 
mean  a  check  for  only 
$80,000.  You  still  have  60  days 
to  roll  it  into  an  IRA,  tax-free 
until  withdrawal.  But  to  shel- 
ter the  full  $100,000,  you'd 
have  to  come  up  with  $20,000 
from  somewhere  else. 


U,9t 


If  you  don't  make 
difference  within  60  da 
$20,000  will  also  be  sut 
regular  tax  even  thouj 
never  saw  it.  And 
you're  59^/2,  you'll  face 
penalty.  Whether  yoi 
get  the  $20,000  back  d 
on  your  total  tax  bill  iw 
year.  For  instance,  you  « 
be  overwithheld   in  j  *  ' 
and  get  back  your  $20 
part  of  a  refund.  Or  yo 
even  end  up  owing  mo 
TAX  TRAP.  The  congr€ 
rationale  is  to  foster  t 
to-trustee  transfers  so 
will  keep  lump  sums 
away  for  retirement 
than  spend  the  mone 
they  have  a  check  ir 
But  few  employers  n^ 
set  up  to  handle  such 
fers,  so  Congress  is 
you  down  the  path"  to 
part  of  the  nest  egg 
away,  Fleming  says. 

By  making  with! 
mandatory  instead  of 
al,  as  it  is  now,  "they  { 
set  out  to  trap  people 
Alan  Prigal,  a  New  Y 
attorney  and  consult 
Bender's  Federal  Tax 
The  change  is  slated 
$2.1  billion  to  help  pay 
tended  unemploymeni 
fits  in  the  first  year  ar 
ly  nothing  after  that 
most  people  presumal 
have  learned  from  the 
got  burned.  Dick 
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to  Companies 

K  gives  the  starting  page  for  a  story  or  fea- 
0  significant  reference  to  a  company.  Most 
ies  are  indexed  under  their  own  names, 
es  listed  only  in  tables  are  not  included. 


Eli  Lilly  52 
ESPN  54 
E-Systems  32 
Exxon  62 


FCB/Leber  Katz  Partners  86 
Firestone  Tire  &  Rubber  29 
First  Albony  93 
First  Boston  52 
Flex-Funds  96 
Flex-Rest  112 
Ford  54,62,86,90 
Franklin  Adjustable  U  S 
Government  Fund  96 
Franklin  Resources  30,  31 
Fruit  of  the  Loom  98 
Furmon  Selz  86,  90 


Jones  Day  Reavis  &  Pogue  29 


Kerr-McGee  62 
Kinesis  112 
Knoll  112 


Lawrence  H.  Meyer  26 
Liberty  Financial  Services  96 
Link  Resources  44 
Lionel  39 

Lipper  Analytical  Services  30 
Little  Caesar  Enterprises  106 
Lockheed  39,  105 
Loral  39 
LTV  39 

M 


Gorber  Travel  Service  100 
GE  34 

Gibion  Greetings  58 
Gintel  Equity 

Management  98 
Gist  Enterprises  7 
GM  23,62,  86,  90,  118 
GMIS  98 
Gramercy  Capital 

Monogement  98 
Green  Tree  Financial  1 14 
Greenberg  Group  52 
Groupe  Bull  1 8 

H 


Hallmark  Cards  58 

Hal  Riney  &  Partners  86 

H&H  Music  28 

Hones  Activewear  98 

Hottie's  Chicken  Shock  39 

Haworth  112 

Heolth  Core  Keyboard  112 

Heor  Music  54 

Hellmon  &  Friedman  30 

Henderson  Land 

Development  48 
Herman  Miller  112 
Hitachi  31 

Hitochi  Data  Systems  33 
Hoechst  98 
Hondo  45,86 
Hongkong  &  Shanghai 

Banking  48 
Houston  Astros  106 
Houston  Lighting  &  Power  59 
Hutton(E.F.)  86 


IBM  32,33,44,62,99,  100 

Immunex  98 

Imperial  Chemical  105 

InoComp  99 

Industrial  Innovations  1 12 
Instrument  Systems  98 
International  Strategy  & 
Investment  Group  22 


Janus  Fund  96 

J.D.  Povv-er  &  Associotes  86 


Macy(R.H.)  52 
Major  League  Baseball  106 
Manufacturers  Hanover  62 
Margoretten  Financial  114 
Martin  Marietto  39 
Matsushita  Electric 

Industrial  31 ,  44 
McCullough  Andrews  & 

Cappiello  30 
McGraw-Hill  25 
McKesson  105 
Melvin  Simon  & 

Associates  52 
Merck  7 
Mesa  7 
Microsoft  100 
Midlontic  92 
MMS  International  25 
Morgan  (J. P.)  62 
Motown  54 
MTV  54 
Munder  Capital 

Management  30 

N 


NationsBank  114 
NBC  34 

New  World  Development  48 
Nikko  Securities  22 
Northwest  Airlines  52 


Occidental  Petroleum  62 
Olivetti  38 
Oneita  Industries  98 
Oppenheimer  31,34,93, 
114 


Pacific  Horizon  Funds  96 
Pacific  Information 
Management  26 
Parker  Hannifin  26 
PCS  105 
Phar-Mor  39 
Philip  Morris  7 
Philips  44 

Phillips  Petroleum  62 
Piper  Jaffray  & 

Hopwood  114 
Plontronics  112 
Policy  Management 

Systems  98 
Prentiss  Properties  108 
Primerico  114 
Prime  Ticket  34 
ProCyte  105 
Proformix  112 
Putnam  31 


QVC  Shopping  Network  54 


Rodio  Shock  44 
Renault  18 
Rhino  Records  54 
Robert  W.  Baird  62 
Rockwell  International  105 
Royol  Viking  Line  34 


Salomon  93 

Salomon  Brothers  22,  106 
Sam  Goody-MusicLand  54 
San  Diego  Padres  106 
Sanford  C.  Bernstein  114 
Son  Froncisco  Giants  106 
Sora  Lee  98 
Saturn  90,  118 
Scoop  Marketing  54 
Scudder  Global  Fund  31 
Signature  Financial  Group  96 
SIS  Human  Factor 

Technologies  112 
Sixth  Avenue  Electronics  44 
Smith  Barney  Harris 

Uphom  33,  59 
Sony  44 

Sports  Franchises  106 
Standard  &  Poor's  23,  62 
Steelcase  112 
Stone  &  McCarthy  Research 

Associates  62 
Sun  Hung  Kai  Properties  48 
Superconductor 

Technologies  32 


Tandy  44 

Templeton  Golbraith  & 

Hansberger  30,  31 
Templeton  Growth  Fund  31 
Texaco  62 
Toshiba  44 
Tower  Records  54 
Toyota  86,  90 
Toys  -R'  Us  39 
Triple  Five  52 


UBS  Phillips  &  Drew  51 
Upjohn  105 
U.S.  Trust  7 


Von  Eck  V^orld  Income 

Fund  96 
VH-1  54 
Viacom  54 
Visa  34 
Vision  Vu  1 12 

w 


V/arner  Brothers  54 
Vv'osserstein  Perella  52 
V^estern  Electric  29 
Wharf  (Holdings)  48 
Winston  &  Strawn  108 
Workgroup 

Technologies  100 
World  Income  Portfolio  96 


Xerox  38 
Z 


ZIM  Israel  Navigation  47 


a 'J  Ylr 

I    An  uncommon  combination  for 
'    productivity.  That's  what  you'll 
^«»s^    \  find  in  the  ten  member  cities 
jr  of  the  Piedmont  Municipal 

Power  Agency  in  upstate  South  Carolina. 


Productive  Work  Force  •  Worker  Training 
Provided  •  Low  Cost  of  Living  *  Affordable 
Electric  Rates  •  Economic  Development  In- 
centives •'  Excellent  Transportation  Networks 
•  Low  Construction  Costs  •  High  Tech 
Neighbors  •  Low  Tax  Rates  •  Low  Work 
Stoppage  •  Proximity  To  Urban  Resources. 


To  find  out  more  about  the  Piedmont 
Municipal  Power  Pn{l>MONr 
Agency  cities,  caU  NftlNlC^RXL 
Jim  Bauer  at  PC)VWR 
803-877-9362.  ^Hj^ 


men 
you  give  blood 
you  give 
anomer 
birthday 
anotiier  laugh, 
another  hug, 
another 
chance. 


+ 

American  Red  Cross 

Please  give  blood 
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Traditionally,  over 
cam  V-8  engines  h 
been  found  only  in  exp 
sive  imported  cafl' 
Ford  Motor  Comp 
changed  all  that.  Our 
liter  overhead  cam 


EEt  mi 


MM 

i 

captures  the  brilliiT 
performance  and 
exhilarating  power 
has  long  been  ou 
reach,  and  puts  it  ui*  *l 
the  hood  of  a  Fc" 
Lincoln  or  Mercury. 


Ford  •  Lincoln  •  Mercury  •  Ford!  '"""i 


SJOBi:  ITS  WORKING! 


Buckle  up-Together  we  can  save  lives 


Always  insist  on  genuine  Ford  Motor  Company  collision  repair  | 


iii 

*preie„| 
'itfjiio 


restment  Figures  of  the  Wee 


ARY 

etrenchment  and  uncer- 
!  financial  markets,  as  in- 
cfed  hesitantly  to  mixed 
dings.  The  Dow  Jones  in- 
irage  fluctuated  over  a 
ge,  with  the  biggest 
'  point  decline—coming  on 
backs  in  technology 
ibly  IBM,  set  the  tone  for 
e  bond  market  was  like- 
ster.  Traders  were  discou- 
ews  that  the  Treasury 
d  not  reduce  the  number 
bonds  to  be  sold  ot  its 
ifunding- 


STOCKS 


BONDS 


THE  DOLLAR 


July30-Aug.5               July       Jon.       July     July30-Aug.  5  July       Jan  July 

430       15001   I   1480  lOOr 


52-week  change 
+  8.1% 


—  425  1400 


52-week  change 
+  8.5% 


1450  90 

1443  bl 


1  -week  change 
+0.1  % 


July  29-Aug.  5 
 84 


52-week  change 
-6.2% 


1-week  change 
-0.2% 


[ET  ANAIYSIS 


%  change 


CKS 

latest 

Week 

52-week 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

1  IKDUSTRIAIS 

3365  1 

-0  4 

1  1.2 

90-DAY  TREASURY  BILL  YIELD 

3.23% 

3.25% 

5.53% 

NIES  (Russell  1000) 

223.3 

0.0 

9.4 

30-YEAR  TREASURY  BOND  YIELD 

7.43% 

7.45% 

8. 1 8% 

PANIES  (Russell  2000) 

194.5 

0.8 

12.4 

S&P  500  DIVIDEND  YIELD 

2.90% 

3.01% 

3.2% 

NIES  (Russell  3000) 

237.4 

0.1 

9.5 

S&P  500  PRICE/EARNINGS  RATIO 

24.6 

24  6 

19.9 

STOCKS 

latest 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

latest 

Week  ago 

Reading 

week 

52-week 

S&P  500  26-week  moving  average 

41 1.2 

410.7 

Positive 

KANCIAL  TIMES  100) 

2392.8 

-1.3 

-7.9 

Stocks  obove  26-week  moving  overage 

49.8% 

45.6% 

Neutral 

KEi  INDEX) 

15,983.6 

5.9 

-32.5 

Speculative  sentiment;  Put/call  ratio 

0.36 

0.41 

Neutral 

rSE  COMPOSITE) 

3406.2 

-0.5 

-3.5 

Insider  sentiment:  Vickers  sell/buy  ratio 

1.81 

1.85 

Positive 
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ILDING 

13.7 

57.1 

PHM 

27.2 
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25  % 

13.2 

25.] 

NIKE 

15.1 

65.1 

72  'A 

DENTATION 

13.2 

26.8 

HEWLEn-PACKARD 

14.0 

31.4 

74  1/4 

IDUCTORS 

1 1.2 

26.2 

ADVANCED  MICRO  DEVICES 

23.0 

-18.5 

9  Va 

fARES 

10.3 

12.4 

NEV/ELL 

15.9 

8.8 
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NICATIONS  EQUIPMENT 

-8.1 

-6.0 

NORTHERN  TELECOM 

-10.4 

-9.8 

34  Va 
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-5.9 

-1.2 

ROADWAY  SERVICES 

-9.1 

10.6 

58  Vs 

ASTING 

-5.8 

11,8 

TELE-COMMUNICATIONS 

-11.1 

24.1 

18 

ANTS 

-5.4 

31.9 

MCDONALD'S 

-7.6 

34.6 

42  3/4 

AND  LOANS 

-4.0 

-1.9 

GOLDEN  WEST  FINANCIAL 

-5.7 

10.9 

43  Vs 
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MORNINGSTAR  INC 


otal  return 

% 

LAGGARDS 

Four-week  total  return 

% 

STRATEGIES 

9.6 

DFA  JAPANESE  SMALL  COMPANY 

-12.2 

ETIME  EMERGING  GROWTH 

8.7 

T.  ROWE  PRICE  JAPAN 

-1  1.4 

SELECT  SOFTWARE  &  COMPUTER 

8.2 

CAPSTONE  NIKKO  JAPAN 

-10.0 

a)  return 

% 

52-week  total  return 

% 

SELECT  SAVINGS  &  LOAN 
SELECT  REGIONAL  BANKS 
VS  REGIONAL  BANK  B 

51.7 
48.5 
45.8 

LEXINGTON  STRATEGIC  INVESTMENTS 
UNITED  SERVICES  GOLD  SHARES 
G.  T.  JAPAN  GROWTH 

-42.4 
-34.7 
-32.4 

4-week  total  return 


L'^.C^^I-j^^i  Average  fund 
52-week  total  return 
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ounts 

the  present 
110,000 
>ne  year  ago 
>rtfolio 

es  indicate 
ital  returns 


Ti-easury  bonds 
$12,104 

-0.03% 


U.  S.  stocks 
$11,269 

+  1.64% 


nil 


Money  market  fund 
$10,371 

+0.06% 


Gold 
$9,895 

-1.81% 


DATA  RESOURCES  INC. 


Foreign  stocks 
$9,814 

+  1.29% 
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ps  incujde  S&P  500  companies  only;  performance  and  shore  prices  ore  as  of  market  close        detailed  explanation  of  this  page  is  available  on  request. 
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THE  PIDDIING 
TAX  BILL 


Congress  has  spenl  much  of  this  year  strugghng  to 
produce  an  "economic  recovery"  tax  bill.  Now,  such  a 
l)ill  is  before  the  Senate.  The  details  remain  uncertain, 
l)ut  one  thing  is  sure:  The  measure  will  do  little  to  boost  the 
economy.  And  the  fact  that  lawmakers  have  strained  so 
much  to  produce  this  pea  speaks  volumes  al)out  the  fail- 
ures of  leadership  in  Washington. 

Not  that  the  effort  didn't  get  off  to  a  quick  start.  After 
President  Bush  proposed  an  assortment  of  tax  changes— in- 
cluding a  caiiital-gains  rate  cut  and  new  incentives  foi'  savers, 
investors,  and  home  buyers— in  his  State  of  the  Union  mes- 
sage. Congress  took  up  the  measure  quickly  and  had  a  bill  on 
the  President's  desk  by  March.  But  because  Democratic 
lawmakers  tacked  on  a  "millionaire's  tax"— through  mixed  mo- 
tives of  fiscal  responsibility  and  political  point-scoring— Bush 
vetoed  the  bill,  then  seemed  to  lose  interest  for  months. 

But  the  tax  l)ill  wouldn't  go  away,  because  nearly  everyone 
wants  to  extend  the  research  and  experimentation  tax  cred- 
it and  an  assortment  of  other  credits  expiring  this  year. 
These  "extenders"  are  the  driving  force  behind  the  certainty 
of  some  sort  of  tax  legislation  in  1992.  That  has  kept  mem- 
bers of  the  House  and  Senate  tax-wi^ting  committees  redraft- 
ing their  pet  provisions,  while  the  lobbyists  keep  on  lobbying. 
Along  the  way,  versions  of  the  V)ill  have  acquired  such  mis- 
guided provisions  as  a  new  tax  break  for  the  owners  of  exist- 
ing commercial  real  estate  and  a  punitive  tariff  on  Japa- 
nese minivans. 

The  U.  S.  economy  desperately  needs  higher  savings  and 
more  investment.  But  the  1992  tax  bill  in  any  of  its  permuta- 
tions will  have  only  a  marginal  effect  on  the  economy.  It  has 
simply  l)ecome  an  election-year  waste  of  everyone's  time. 


MAKE  SATURN 

THE  STANDARD-BEARER 


In  the  late  1980s,  critics  said  General  Motors  Corp.'s 
small-car  spin-off,  Saturn  Corp.,  was  taking  too  long  and 
costing  too  much  money.  They  observed  pointedly  that, 
rather  than  needing  a  new  car  company,  (;M  desperately 
needed  to  remake  the  company  it  already  had. 

Today,  critics  of  the  import-fighting  Saturn  division  are 
harder  to  find.  Sales  are  so  brisk  that  Saturn's  Spring  Hill 
(Tenn.)  factory  can't  keep  pace.  The  cars'  high  quality,  along 
with  excellent  service  and  revolutionary,  low-pressure  sales 
tactics,  has  made  Saturn  buyers  among  the  happiest  in  auto- 
dom,  according  to  independent  research. 

Already,  Satui-n  has  had  an  impact  on  the  way  automobiles 
are  sold  in  the  U.  S.  Saturn  dealers  are  adopting  the  same 
simple,  one-price,  no-haggle  approach  at  their  other  fran- 
chises. And  they're  treating  all  of  their  customers  with  the 
kind  of  respect  and  pampering  once  reserved  strictly  for  lux- 
ury ear  liuyers.  Meanwhile,  rival  carmakers  are  frantically 


trying  to  train  all  of  their  dealers  to  do  the  same  t]| 

Now,  to  make  sure  Saturn's  $5  l)illion  investment 
pays  off,  GM's  brass  are  confronted  by  a  dilemma  (pag 
GM  must  give  Saturn  enough  capital  to  keep  its  momel 
rolling,  even  though  the  division  still  loses  money.  Thl 
start  will  soon  need  a  new  assembly  plant  to  meet  sol 
demand  and  new  models  to  keep  customers  in  Saturf 
they  age  and  need  bigger  cars.  That's  tough,  because 
tight  and  other  GM  divisions  are  desperate  for  monej] 
new  models,  too. 

More  important,  GM  managers  must  sweep  aside! 
paralyzing,  bureaucratic  roadblocks  and  adopt  the  innovq 
that  make  Saturn  a  success.  All  GM  divisions  should 
their  dealers  into  shape  before  nimble  competitors! 
them  by.  GM  and  the  United  Auto  Workers  should 
more  quickly  toward  the  kind  of  partnership  that  ha^ 
duced  such  stunning  quality  in  Spring  Hill.  And  Gm's 
neers  need  to  work  more  closely  with  suppliers,  as  Salj 
did,  to  design  the  kind  of  cars  consumers  want  to  bu 
other  words,  GM  should  accelerate  the  "Saturnization" 
whole  enterprise. 


MORE  OUNCES 
OF  PREVENTION 


Pul)lic  health  needs  constant  attention.  The  problj 
that  when  it  works,  fickle  politicians  turn  quick 
the  next  big  problem.  That's  what  happened  i^ 
early  1980s,  when  such  old  diseases  as  tuberculosis,  sj 
and  measles  seemed  to  have  been  defeated— and  AID^ 
still  unknown.  Then  the  budget  for  the  federally  ft 
Centers  for  Disease  Control  got  flattened  out,  so  the 
pared  spending  for  preventative-care  programs  such 
munization  and  infectious-disease  tracking.  Many 
houses  also  cut  back  their  public-health  departments. 

The  result  has  been  a  startling  increase  in  the  incideil 
measles,  sexually  transmitted  diseases,  aids,  and  infant| 
tality  (page  102).  And  to  those  in  the  field,  it  has  been 
necessary  and  costly  shame.  The  U.  S.  has  the  capacil 
mount  effective  public-health  programs— look  at  the  era 
tion  of  polio  and  smallpox.  It's  just  a  matter  of  convii 
Washington  that  the  proverbial  ounce  of  prevention  pal 
in  dollars  and  cents.  As  Health  &  Human  Services  Secrl 
Dr.  Louis  W.  Sullivan  often  points  out,  prevention  cosi 
less.  The  cost  of  AIDS  is  a  staggering  $10.3  billion  this 
but  in  1991,  prevention  programs  cost  about  $580  mi  ^'Orl;r 
Each  dollar  spent  on  a  measles  vaccination  saves  $ 
medical  costs.  An  $850  course  of  drugs  to  treat  a  latent : 
tion  of  the  new,  multidrug-resistant  variety  of  TB  can  sa 
much  as  $100,000  in  hospital  and  treatment  costs.  For 
ills,  diagnostic  testing  and  antibiotics  to  treat  the  diseas( 
a  few  dollars.  But  a  baby  born  with  congenital  syphi  "^-^ 
sharply  rising  occurrence— can  rack  up  $200,000  in  ho; 
costs  alone. 

Sullivan  has  presented  an  admiral)le  plan  in  his  "He 
2000"  report.  Now  the  time  has  come  for  the  Administr 
and  Congress  to  back  up  the  rhetoric  and  provide  en 
funding  to  achieve  the  primary  care  goals  he  has  outli 
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(Aistoiiicr  Service  Rcsp 


OPEN  IN  CASE  YOU  WANT 
THE  KIND  OF  SERVICE  THAT  MAKES 

50%  OF  THE  FORTUNE  500  OUR  CUSTOMERS. 

■  I- 


it  The  Travelers,  service 
33,000  names, 
hat's  the  number  of 
/elers  employees  dedicated  to 
tomer  satisfaction, 
did  that's  the  real  Travelers 
erence. 

)ne  that  can  be  measured  in 
ry thing  we  do  for  you . . .  from  24-hour 
■free  hotlines  to  an  investment  of  $200 
ion  to  provide  even  better  underwriting 
Is  and  management  of  your  claims. 
:'s  a  difference  you  will  experience  through 
!twork  of  local  offices  and  a  team  of  experts 
gned  to  your  account  —  people  whose 
mate  knowledge  of  your  business  enables 
licker,  smarter  response, 
's  a  difference  backed  by  over  $50  billion 
ssets  and  a  128  year  tradition  of  service, 
ervice  The  Travelers  Way. 


rhelravelersj 

u're  better  off  under  the  Umbrella! 


'  1992  The  Travelers  Companies,  Hartford,  CT  06183.  J 


FOR 

TWENTY  YEARS, 
WE'VE  BEEN  PROVING 
EAST  CAN  MEET  WEST 
IN  PARADISE. 


:SS  WEEK 
iLiqust 


^  JSH  " 


CAN  HE  PULL  THE  ►  EXECUTIVES: 
GOP  TOGETHER? 
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HOW  THEY  FEEL 

SURLINGAMt  PUBLIC  LIBB'SV 


Q042  03581473  7 


ST  24,  1992 


A  McGRAW-HILL  PUBLICATION 


RITISH  AIR'S  BOLD  GLOBAL  PUSH 


i^ith  USAir  as  partner, 
:  is  challenging 
jTierica's  carriers  at 
ome  and  abroad 
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CEO 


Epson  Reliability.  As  you'd 
expect  from  the  longest-running 
printer  company,  the  ActionPrinter 
is  built  to  last.  And  backed  solidly 
by  our  two-year  warranty. 


A  Simple  Lesson  I 


Unique  Paper  Tray.  The  only 
dot  matrix  printer  ivith  a  paper 
cassette  tray.  So  you  wont  get  fed 
up  handling  tractor  feed  paper 


Quick  &  Quiet.  In  case  you 
havent  heard,  the  ActionPrinter 
is  considerably  qtrieter  than  the 
average  dot  matrix  printer — 
ei>en  when  zipping  along  at 
250  characters  per  second. 


Easy  To  Use.  Setup  and  operation  couldnl  be  simpler.  And  Epsons  convenient 
Quick  Reference  Card  keeps  you  from  struggling 
through  hefty  user  manuals. 

Quick  Reference  Card 

nped  most  o^ten  Foi 

detailed  mfonTiation  on  any 


ioa 


All  (.ompanv  and/or  producl  names  are  trade  mar  Ls  and/or  regisiered  irddernarkj  ni  [heir  respective  manufacturers.  Epson  is  a  registered  trademark  of  Seiko  Epson  G^rp,  ©  1992  Epson  Amenta, Int  ,  'J'JTVO  Madrona  Ave,  Torrance,  (A  90509. 


Very,  Very  Affordable.  With  a  list  price 
oj  just  $299,  this  is  clearly  a  printer  anyone 
can  feel  at  home  with. 


sCA 


LABLE  FONTS 


Quality  Output.  You  can  print  a 
vanety  of  ktter-quality  type  in  a  variety 
of  sizes,  and  gwe  all  your  work  a  more 
professional  look. 


lome  Economics. 


mpact  &  Lightweight.  The  design  is 
olutionary:  the  ActionPrinter  sits  flat  or 
nds  upright,  fitting  easily  in  any  work- 
ice.  The  perfect  printer  to  have  around 
house  or  apartment. 


The  new  Epson  '  ActionPrinter"  3250  is  the  first 
dot  matrix  printer  buiU  specifically  for  the  home 
user.  Its  design  is  sleek  and  space-saving.  Its  features 
practical  and  easy  to  use.  Its  construction,  Epson  solid. 
All  for  a  price  that's  nothing  short  of  amazing. 

For  a  free  introductory  course  in  printers,  turn  to 
our  booklet, "Wliat  You  Should  Know  Before  Buying  A 
Dot  Matrix  Printer."  Just  call 
800-289-3776  for  your  copy, 
and  the  name  of  the  Epson 
dealer  nearest  you. 

Then  stop  in  soon. 
And  take  home  a  printer  that  could 
teach  the  others  a  lesson  or  two. 


r 


EPSON 

WmiTou 
Should 


BoT  Mot  Printer. 


D  p  !  t  (  0  p  I  D  I,  I    M  a  t  r  i  X  Notebooks  L  a  s  e  r  i  S  t  r  v  t  r  s 


For  dcjlrr  rrlrii.il. 800-BUY-EPSON(HIIII-'JW.:i7;t;l  In  (;.irijdj.(.ill  «OI)-(.()-b,PSON 


like  they  always  say,  time  sure  flies  when 
jre  having  fun.  Which  is  exactly  what  Lexus 
rs  have  been  doing  lately. 
And  why  not?  The  LS400s  32-valve  V8  can 
erate  from  zero  to  sixty  mph  in  7.9  seconds.* 
ng  forth  a  sound,  one  critic  wrote,  like  that 


of  tear- 
ing silk 

(notice  how  he 
didn't  say  polyester). 

Of  course  auto  buffs  aren't  the  only  ones 
talking  about  the  LS400.  Kiplingers  Personal 
Finance  Magazine  rated  it 
"best  in  class!' 

But  perhaps  the  more 
notable  statistic  of  late  is  how 
well  an  LS400  performs  on 
paper  (even  the  most  devoted 
aficionado  must  abide  by  his 
wallet).  It  recently  posted  the 
highest  retained  value  in  the 
luxury  class.*  Not  bad  for  a 
car  you  couldn't  even  find  a 
few  years  ago. 


asNoSuchThing 


Indeed,  the  times  they 
are  a  changing.  And  so,  as 
you  may  have  noticed,  is  the 
luxury  car. 


® 


The  Relentless  Pursuil  OJ  Peijeetion. 


y  of  Car  and  Driver  magazine.  *This  0-60  mph  performance  capacity  figure  is  for  comparison  only,  and  was  obtained  with  prototype  vehicles  under  teu-trach  con- 
orhighways.  iModelyear  1990  LS400.  N.A.D.A.  Official  Used  Car  Guide.® Van.  1992. 
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•PUTTING  PEOPLE  FIRST":  SIR  COLIN  MARSHALL  WILL  NEED  TO  MAKE  SERVICE  AS  IMPORTANT  AT  USAIR  AS  HE  DID  AT  BRITISH  AIRWAYS 


atlet 
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Cover  Story 


54  AIRRAID 

VVIien  British  Airways  nailed  down 
an  alliance  with  USAir,  it  was  a  bold 
bid  for  global  supremacy  that 
challenged  America  in  its  own  skies. 
Merging  the  two  behemoths  is  a  tall 
order,  but  even  so,  U.  S.  airlines  are 
fearful  of  the  onslaught — and  are 
lobbying  against  BA.  They  want 
Washington  to  use  its  approval  as  a 
wedge  to  gain  freer  access,  in  return, 
for  U.  S.  carriers  in  Eurojje 
61    BARELY  ALOFT 

Three  years  later,  KL.M-Northwest  is 
still  bouncing  along  the  runway 
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24  THE  GREAT  GOP  DIVIDE 

Behind  Bush's  dismal  poll  standings 
A  coalition  coming  apart 

26  COMMENTARY 

It's  not  too  late  for  Bush  to  get 
'the  vision  thing' 


28  VIEW  FROM  THE  CORNER  OFFICE 

CKOs  are  angry — and  Bush  can't 
count  on  their  once  ironclad  support 
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How  executi\  es  rate  Bush's  record 

30  A  FREE-TRADE  MILESTONE 

But  now  the  Bush  team  has  to  sell 
the  pact  to  a  suspicious  Congress 

31  COMMENTARY 

Mr.  lacdcca,  please  go  graciously 

32  THE  PHAR-MOR  SCANDAL 

Why  the  alleged  fraud  went 
undetected  for  so  long 

36  SPEEDING  DRUGS  TO  MARKET 

Hrugmakers  may  pay  some  FI>A  bills 

37  MOVING  MOUNTAINS— OF  TRASH 

Florida's  new  recycling  plan  may  be 
a  bellwether  for  other  states 

38  THE  MOUSE  THAT  DIDN'T  ROAR 

Four  months  after  a  splashy  debut. 
Euro  r)isneyland  isn't  doing  so  hot 

39  IN  BUSINESS  THIS  WEEK 

Warren  Buffett,  retiree  health  care, 
Zenith  Electronics,  ill-gotten  grease, 
Fluor,  a  GM  V-8  for  Toyota? 
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International  Business 

ASIA 

(.;M  steers  into  the  region's  rugged 
automobile  market 

SOUTH  KOREA 

Daewoo,  Samsung,  and  Goldstar  a 
trying  to  go  European 

INTERNATIONAL  OUTLOOK 

The  German  military  comes  out  of| 

the  barracks 

j 

Economic  Analysis 

ECONOMIC  VIEWPOINT 

Blinder:  I  was  wrong.  We  need  a  jcj 

ECONOMIC  TRENDS 

Capital-gains  ta.xes,  consumer  deb 
refinancing,  pension-fund  returns 

BUSINESS  OUTLOOK 

Business  is  busy  bailing  out 


Government 

41    WASHINGTON  OUTLOOK 

Al  Gore's  record  may  not  be  as  gro 
as  he  would  have  voters  think 
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CHEERIOS,  WITH  A  FRENCH  ACCENT: 
DETERMINED  TO  OVERCOME  ITS  LATE 
START  IN  EUROPE,  GENERAL  MILLS  IS 
SELLING  CEREALS  JOINTLY  WITH 
NESTLE,  AND  SNACKS  WITH  PEPSICO 


24   INVULNERABLE  NO  MORE: 
AFTER  YEARS  OF  UNITY  AND 
DOMINANCE,  THE  REPUBLICANS  ARE 
RIVEN  AND  SHAKY— AND  THEIR  LOCK 
ON  THE  WHITE  HOUSE  MAY  BE  BROKEN 


48   RAVELED  JEANS: 

HAIM  DABAH  AND  HIS  FAMILY 
STITCHED  GITANO  INTO  A  HUGE  HIT, 
BUT  NOW  THEY  HAVE  TO  PATCH  UP  THE 
MESS  IT  HAS  SINCE  BECOME 


People 

SPLITTING  AT  THE  SEAMS 

Sibling  rivalry  among  the  talented 
Dabah  clan  may  be  partly  to  blame 
for  jeansmaker  Gitano's  woes 

The  Corporation 

CAFE,  A  CROISSANT— AND  TRIX 

General  Mills  finally  tackles 
Europe — and  two  unusual  joint 
ventures  may  give  it  a  jump  start 

SCHOLASTIC  HITS  THE  BOOKS 

The  educational  publisher  moves 
into  the  tough  textbook  field 
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PRODUCTION 

change  from  last  week:  -0.3% 
Change  from  last  year:  1 .6% 

185  


1 967- 1 00  (four-week  moving  average) 


Aug  I 
179  9 


LEADING 

change  from  lost  week:  -0.2% 
Change  from  last  year:  1.1% 

220  


180. 


165 


July  25 
180  4r 


Aug.  1 
212.0 


Apr 
1992 


Aug 
1992 


200 


July  25 
212.4r 


1991  1991 
The  production  index  was  little  changed  during  the  week  ended  Aug.  I  On  a 
seasonally  adjusted  basis,  truck,  outo,  steel,  electric-power,  ond  paperboard  produc- 
tion increased  Crude-oil  refining,  coal,  paper,  and  lumber  output  declined,  while  rail- 
freight  traffic  was  unchanged  from  the  previous  week  Before  calculation  of  the  four- 
week  moving  overage,  the  index  rose  to  1 78  7  from  177  1  The  index  rose  to 
180  I  for  the  month  of  July  from  178.6  in  June. 

BW  production  index  copyright  1992  by  McGrow-Hill  Inc 


Aug 
1991 


Apr 

1992 


1991  1992  11 

The  leading  index  edged  slightly  lower  during  the  week  ended  Aug.  1,  re( 
ing  weokness  earlier  in  the  four-week  period.  In  rhe  latest  week,  higher  stock  pri 
lower  bond  yields,  and  improved  growth  rates  for  real  estate  loans,  materials  pr 
ond  M2  offset  the  negative  sign  of  a  rise  in  business  failures  Before  colculatior 
the  four-week  moving  averoge,  the  index  increased  to  212  3,  from  211  2  For  alj 
July,  the  index  stood  at  212.3,  down  from  213  in  June 

Leading  index  copyright  1  992  by  Center  for  Internotionol  B 
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Latest 
week 

Week 
ogo 

%  Change 
yeor  ago 

STEEL  |8/8)thous.  ofnettons 

1,727 

1,742# 

8.3 

AUTOS  (8/8)  units 

88,968 

62,490r# 

12 

TRUCKS  (8/8)  units 

72,389 

51,672r# 

39.8 

ELECTRIC  POWER  (8/8)  millions  of  kilowatt-hours 

63,431 

65,652# 

-10 

CRUDE-OIL  REFINING  (8/8|thous  ofbbl./doy 

13,900 

13,810# 

1.4 

COAL  (8/ 1 )  thous  of  net  tons 

18,363# 

18,623 

-4.0 

PAPERBOARD  (8/1)  thous  of  tons 

833, 5# 

815. 7r 

5,9 

PAPER  (8/1)  thous  otions 

743, 0# 

755.0r 

-4.5 

LUMBER  (8/1)  millions  of  ft 

482. 2# 

487  5 

-7  9 

RAIL  FREIGHT  (8/1 )  billions  of  ton-miles 

20  3# 

20.4 

5.2 

Sources:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports,  Edison  Electric  Institute, 
American  Petroleum  Institute,  Energy  Dept ,  American  Paper  Institute,  WWPA',  SFPA',  Association 
of  American  Railroads 

IM'HIHIIiV^IM.'MJHHHaHHI^H^H 

latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (8/12) 

128 

127 

137 

GERMAN  MARK  (8/12) 

1  47 

1  48 

1.75 

BRITISH  POUND  (8/i2) 

1.92 

1.92 

1.67 

FRENCH  FRANC  (8/12) 

4.97 

4.99 

5  95 

CANADIAN  DOLLAR  (8/i2) 

119 

1.18 

114 

SWISS  FRANC  (8/12) 

1.32 

1.32 

1  53 

MEXICAN  PESO  (8/12) 

3,080 

3,094 

3,036 

Sources:  Mo|or  New  York  bonks  Currencies  expressed 
pound  expressed  in  dollars 

n  units  per  U.  S. 

dollar,  exce 

at  for  British 

PRias 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (8/12)  $/troyoz. 

346.800 

350  750 

-2.5 

STEEL  SCRAP  (8/1  l)  #1  heavy,  S/ton 

88  50 

88.50 

-5  9 

FOODSTUFFS  (8/10)  index,  1967=100 

198.9 

197  7 

-2  0 

COPPER  (8/8)  c/lb. 

115  6 

1  19.1 

8  6 

ALUMINUM  (8/8)  c/lb 

60  5 

60  9 

4.1 

WHEAT  (8/8)  #2  hard,  $/bu. 

3.20 

3  40 

5.6 

COTTON  (8/8)  strict  low  middling  l-l/16in.,  C/lb, 

60  27 

59  61 

-12  9 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  market,  Memphis  market 

LEADING  INDICATORS 


Latest 

Week     %  Ch 

week 

ago  yeal 

STOCK  PRICES  (8/7)S&P500 

422.22 

419.88 

CORPORATE  BOND  YIELD,  Aoo  (8/7) 

7.99% 

8.01% 

INDUSTRIAL  MATERIALS  PRICES  (8/7) 

99.0 

98  9 

BUSINESS  FAILURES  (7/3 1) 

424 

357 

REAL  ESTATE  LOANS  (7/29)  billions 

$397.7 

$397.3 

MONEY  SUPPLY,  M2  (7/27)  billions 

$3,409  4 

$3,404.8r 

INITIAL  CLAIMS,  UNEMPLOYMENT  (7/25)  thous 


469 


400 


Sources:  Standard  &  Poor's,  Moodys,  Journal  of  Commerce  (index:  1980^100),  Dun  & 
sfreet  (failures  of  large  companies),  Federal  Reserve  Board,  Labor  Dept  CIBCR  seasonally  O' 
data  on  business  failures  and  real  estate  loans 


MONTHLY  ECONOMIC  INDICATORS 


lotest 
month 

Month 
ago 

%  Ch 
yeoi 

BUSINESS  WEEK  PRODUCTION  INDEX  (July) 

180.1 

178.6r 

BUSINESS  WEEK  LEADING  INDEX  (July) 

212  3 

213.0r 

EMPLOYMENT,  CIVILIAN  (July)  millions 

1 17.8 

1 17.6 

UNEMPLOYMENT  RATE,  CIVILIAN  (July) 

7.7% 

7.8% 

Sources:  BW,  CIBCR,  BLS 

MONETARY  INDICATORS 

Latest 
week 

Week 
ago 

%Ch 
yeai 

MONEY  SUPPLY,  Ml  (7/27) 

$962  8 

$961.4r 

BANKS'  BUSINESS  LOANS  (7/29) 

276  9 

277.8r 

FREE  RESERVES  (8/5) 

834 

730r 

NONFINANCIAL  COMMERCIAL  PAPER  (7/29) 

138  8 

140.6 

Sources:  Federol  Reserve  Board  (in  billions,  except  for  free  reserves,  \ 
two-week  period  in  millions) 

which  ore  expressed  W 

 . 

MONEY  MARKET  RATES  U 

Latest 
week 

Week 
ago 

-i 

FEDERAL  FUNDS  (8/ii) 

3.23% 

3.28% 

PRIME  (8/12) 

6.00 

6  00 

8.. 

COMMERCIAL  PAPER  3-MONTH  (8/ii) 

3  37 

3.39 

5..^ 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (8/i2) 

3  28 

3.32 

5.1 

EURODOLLAR  3-MONTH  (8/8) 

3.31 

3  31 

5.1 

Sources:  Federal  Reserve  Board,  First  Boston 


#Raw  data  in  the  production  indicators  ore  seasonally  adjusted  in  computing  the  BW  index  (chort);  other  components  (estimated  ond  not  listed)  include  mochinery  and  defense  equipn 
1  =  Western  Wood  Products  Assn      2  =  Southern  Forest  Products  Assn      3  =  Free  market  value     NA  =  Not  available     r= revised     NM^  Not  meaningful 
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If  you  have  time  to  do  extensive  research 
on  worthwhile  investments,  read  this. 


We  d  like  to  tell  ytni  aliDut  one  ot  the 
oest  kept  secrets  in  the  world  of  business: 
Freddie  Mac.  You  may  recognize  the  name. 
Dut  you  probably  don't  know  who  we  are 
ar  what  w-e  do.  Read  on.  The  facts  will 
surprise  you. 

First.  Freddie  Mac  is  a  publicly  held  ■ 
;orporation.  We  re  listed  on  the  New  York 
Stock   Exchange  (FRE), 
and  like  all  successful  cor- 
porations, we  work  hard 


FRE 


o  be  efficient  anil  competiti\-e.  i  See  the 
jox  below  to  find  out  our  ranking. ) 


Freddie  Mac  buys  hiime  mortgages 
frt>m  lenders,  packages  them  in  the 
form  of  securities,  and  sells  the  securities 
to  investors.  This  creates 
a  continuous  flow  of 
funds,  which  in  turn 
makes  mortgage  financ- 
ing more  available  and 
more  affordable.  That  s 
how  we  ve  been  helping  more  Americans 
to  buy  homes  for  21  years.  It's  a  rewarding 
business  to  be  in. 

It  s  also  rewarding  for  in\'estors.  In 


id 

Most  recent  net  income  (in  millions). 

IQQl.  our  net  interest  margin  i  revenue 
basei  was  approximately  Si -5  billion  Our 
net  income  was  $555  million.  And  our 
return  on  book  ec|uity 
has  been  more  than 
20%  for  ten  straight 
years  Which  brings  us 
to  the  bottom  line. 
Freddie  Mac  has  earned 
a  profit  21  years  m  a  row.  Of  course,  we  d 
be  happy  to  send  you  more  information, 
lust  write  to  us  at  8200  lones  Branch  Dr.. 
Mail  Stop  40S.  McLean.  VA  22102 


!3  4.59 

19  4.49 

18  4.81 

II  4.75 

15  4.74 

13  4.75 

11  4.54 

17  4.58 

14  4.84 
!1  4.91 
!1  4.76 
!9  4.76 

12  4.76 
10  4.67 
!8  4.72 
!8  4.80 
!0  5.76 

18  5.09 
14  5.15 
18  5.15 

17  5.21 

jdie  Mac  1992 

18  5.23 


9.60 
12.00 
7.58 
7.58 
728 
7.42 
8.50 
9.55 
720 
7.50 
8.60 
863 
8.30 
6,70 
8.60 
658 
8,30 
5.89 
8.20 
8.05 
5.45 
8.40 
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3-  94 

4-  94 
4-94 
4.94 
4-94 
4-94 
5.94 
6-94 
6-94 

6-  94 

7-  94 
894 

8-  94 

9-  94 

10-  94 

11-  94 

11-  94 

12-  94 
1-95 
1-95 


If  you  re  in  a  hurry  to  learn  about 
a  terrific  investment,  read  this. 


We  II  make  this  quick  The  terrific  invest- 
ment IS  Freddie  Mac. 

Freddie  Mac  is  a  publicly  held  corporation, 
listed  on  the  New  York  Stock  Exchange  I  FRE). 
We  rank  Ilth  on  the  FORTUNE  list  of  the 
50  Largest  Diversified  Financial  Corporations. 

Here  s  what  we  did  to  make  it  to  the  top  of 
the  list  Freddie  Mac  purchases  home  mortgages 


and  packages  them  as  securities  to  sell  to 
investors.  This  keeps  mortgage  money  flowing, 
so  financing  is  more  available  and  more 
affordable.  Our  business  helps  more  Americans 
to  own  homes.  And  m  the  process.  Freddie  Mac 
has  earned  a  profit  for  2 1  straight  years  Have  we 
piqued  vour  interest'  There  s  more  information 
above. 


105:03 
104:06 
100:27 
104:23 
100:12 
104:12 

98:18 
104:06 
103:23 

97:14 
104:23 


105:09 
104:12 
100:29 
104:29 
100:16 
104:18 

98.22 
104:12 
103:29 

97:18 
104:29 


6-Uo 
6.25 
6.29 
6.37 
6.36 
6.35 
6.43 
6,38 
6.47 
6.40 
6.47 


tl  4!] 
8.60 
8.38 
8.60 
9.50 
8.15 
830 

9.65^9?' 


If  you  re  about  to  turn 
the  page,  read  this. 


Freddie  Mac  has  earned  a  profit  21  years  in  a  row. 
Maybe  you  should  read  the  rest  ot  the  page,  li 
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STEADY  FREDDIE 


Freddie  Mac 


THE  IDEA  BEHIND  ONE  IN  EIGHT  AMERICAN  HOMES, 
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ROOTS:  CASTRO  IN  THE  VILLAGE  OF  LANCARA,  AT  THE  HOUSE  WHERE  HIS  FATHER  WAS  BORN 


GALICIA  GREETS 

ITS  MAN  FROM  HAVANA 


The  farmers  of  Lancara,  like  fellow 
Oalicians  in  hundreds  of  tiny  vil- 
lages in  this  misty,  northwestern 
cornel'  of  Spain,  don't  usually  make 
much  fuss  (iver  the  occasional  return  of 
New  World  relatives.  After  all,  this 
poor,  densely  populated  land  of  tiny 
plots  amon^'  oak  and  eucalyptus  ^'i-oves 
has  seen  tens  of  thousands  of  its  sons 
and  daujihters  to  seek  a  better  life  in 
Las  Americas  and  come  back  to  visit. 

Still,  they  jam  the  streets  to  see  the 
aj^inj^  son  of  Anijel  Castro,  who  left 
Lancara  as  a  younu'  bachelor  in  the 
1920s  and  made  it  bi.u-  as  a  [ilantation 
owner  in  Cuba.  Traffic  is  blocked  for 
about  10  miles  alon^"  the  narrow,  wind- 
ing road  leading  here,  as  police  \'ans 
race  in  front  of  the  motorcade  that  whiz- 
zes Fidel  Castro  and  his  Galician  hosts 
u].)  to  the  door  (.)f  the  tiny  stone  farm- 
house where  Ins  father  was  born.. 
Flanked  by  a  dozen  Cuban  bodyguards, 
Castro's  entourage  moves  up  the  [jath- 
way  to  his  ancestral  home — plowing 
through  a  throng  of  villagers,  T\' 
crews,  and  print  journalists. 

Amid  the  tumult,  Angel  Castro's 
son,  born  on  the  family  plantation  in 
eastern  Cuba  in  li)2(>  and  the  leader 
of  the  island  since  19.")1),  passes  slow- 
ly through  the  rloorway.  It's  his 
first  visit  to  his  father's  hometown. 
The  crowd  strains  to  catch  a 
glimpse  of  the  full,  gray  beard  and 
the  signature  green  fatigues. 
Moments  later,  apparently  im- 


mersed in  thought,  Castro  comes  out 
and  moves  toward  the  small  garden  be- 
hind the  house.  A  band  of  supporters 
from  Spain  and  Cul)a  cheers  and  chants: 
"Ci(ba.  Si!  Yaiiqiiis.  \u.'"  Castro 
pauses,  touches  the  corner  of  the  roof  of 
the  house,  and  walks  back  to  his  car. 
BIG  BARBECUE.  The  excitement  lasts  no 
moi'e  than  I'l  minutes.  As  the  motorcade 
whisks  Castro  from  Lancara's  single 
street  of  about  15  houses  to  a  massive 
barbecue  in  nearby  Armea  de  Arriba, 
the  townspeople  melt  away. 

In  contrast  to  the  cool,  critical  recep- 
tion that  Castro  received  in  Madrid  at 
the  Latin  American  summit,  he  gets 
high  marks  here.  "In  Lancara,  we're  all 
in  agreement  about  the  visit,  because  of 
the  job  he's  doing  back  home — doing  it 
back  there,  he's  doing  it  also  for  all  of 
us,"  explains  Felicia  Diez,  a  woman  not 
quite  old  enough  to  be  Castro's  mother. 
"Fidel  was  against  the  exploitation  his 


father  was  committing  and  wantec 
liberate  his  people  from  the  abuses; 
big  capital." 

Before  Castro's  arrival  in  Lane 
there  had  been  some  dissent.  But  M 
Cobas  reflects  the  town's  emotions.  ( 
dling  her  infant  son.  she  says:  "It's  r. 
velous.  It's  a  source  of  pride  for  all  I 
cara  for  a  person  like  this  to  cortii 
don't  share  his  political  views,  but  he 
very  famous  person." 
TRADE  TALK.  Today,  fame  clearly 
weighs  ideology.  The  man  respons 
foi'  Castro's  visit  is  Manuel  Fraga 
barne,  president  of  the  Galician  regie 
government.  Hardly  a  communist  s 
pathizer,  the  69-year-old  Fraga  serve' 
Cabinet  posts  under  dictator  Franc 
Franco  and  then  dominated  Spain's  d 
ocratic  right  wing  for  a  decade  follow 
Franco's  death  in  1975.  Knowii  ai 
shrewd  politician,  Fraga  thinks  he  se( 
way  to  foster  a  Cuban  transition  to 
mocracy  while  helping  his  native  reg 
Galicia  is  clearly  in  need  of  a  bO' 
Gallcgos  earn  only  80''  of  the  aver 
Spanish  income.  Unemployment  hov 
at  12'',  and  the  young  continue  to  le: 
To  help  the  economy.  Fraga  pitches  r 
trade  deals  with  Cuba.  To  speed  the 
of  communism,  he  hints  that  Galicia  r 
be  a  nice  place  for  Castro  to  retire. 

As  part  of  the  official  visit,  Castro 
Fraga  visit  Televes,  a  manufacturer 
satellite  dishes  in  nearby  Santiago 
Compostela.  Later  the  same  day,  Gas 
drives  two  hours  to  the  port  of  Pu6 
del  Caramihal,  where  Enrique  L6 
\'eiga,  Galicia's  fisheries  minister, 
corts  him  on  a  tour  of  a  tuna  boat.  I 
er,  as  Castro  makes  his  way  down 
gangplank.  Lopez  tells  me  that  a  cooj 
ative  fishing-industry  agreement  is 
the  works.  Init  he  won't  provide  det£ 
This  port  visit,  he  says,  is  a  very  gi 
sign,  and  Castro  "wouldn't  have  b' 
able  to  ask  the  questions  he  did  if 
hadn't  been  looking  into  this  serious! 

More  unlikely.  Galician  officials  ( 
cede,  is  the  prospect  of  Castro  settl 
down  here  in  retirement.  He  is  not 
swering  any  questions  about  Cuba's 
litical  future  or  his  personal  plans, 
though  he  does  .say  he  feels  at  ho 
here,  where  his  last  name  is  as  C( 
mon  as  Smith  is  in  the  U.  S. 
^      Castro  leaves  the  land  of  his  fc 
bears  with  only  one  cryptic  prom 
a  vow  not  to  do  anything  "of  wh 
my   fellow   Galicians  would 
ashamed."   If  by  that  he  me; 
Cuba  will  remain  Marxist,  Man 
Fraga  may  ha\-e  to  wait  a  while 
fore  he  can  export  democracy  ale 
with  satellite  dishes. 

GARY  ABRAMS 
Gary  Abra inson  reports  , 
B!'S/.\'ESS  WEEK  from  Madrid. 
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The  art  of  performance. 
September  1990: 
Pete  Sampras  becomes  the 
youngest  male  to  win 
the  U.S.  Open. 


Museum  Sports  Edition 
5695 


I  he  pertormance  of  design. 
September  1992: 
The  Movado  Museum  Sports 
Edition  Watch.  A  sportive 
interpretation  of  the  legendary 
gold  dot  dial. 
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BAILEY.  BANKS  &  BIDDLE 


DID  YOU  CATCH  US  AT 
THE  PGA  CHAMPIONSHIP 


If  you  watched  the  PGA  Championship  on  TV,  you  probably  saw 
us-your  old  friends  Dick  and  Dave-talking  about  Golf  l/lMSfratt'ti, 

With  Golf  \llustralcd.  we  keep  up  on  the  wkilc  golf  experience  Not 
just  tips  and  equipment,  but  advice  on  diets  and  exercises 
(Dave  loves  that  part)  and  insight  into  the  mental  game 
(That's  Dick's  specialty). 

So  pick  up  Golf  Illustrated  at  the  nearest  newsstand.  If  you 
don't  see  it,  raise  a  ruckus. 

Or  call  I-800-82I-CHIP  and  we'll  send  you  10  issues  for 
just  $14.95.  That's  57%  OFF  the  regular  newsstand  price! 

Call  today.  And  see  why  Golf  Illustrated  has  everybody  talking. .  .  including  Dick 


Golf  Illustrated 

Subscribe  today  and  watch  for  us  on  TV! 

1-800-82I-CHIP 
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THINK  HUMAN  CAPITAL  COMES 
FIRST?  THINK  AGAIN 


Rej^urdin^-  the  Alan  Blinder  column 
"We  should  focus  on  human  capital, 
not  capital"  (Economic  Viewpoint,  July 
27):  As  a  young  business  owner  (age  33) 
who  got  his  start  in  business  during  the 
Reagan  era,  I  am  always  amazed  at 
some  of  the  ivory  tower  theories,  such 
as  Blinder's.  Obviously,  he  has  never 
raised  capital  to  start  a  business  or  tried 
to  refinance  a  commercial  real  estate 
project. 

A  business  needs  capital  before  it  can 
even  utilize  its  "human  capital."  During 
the  Reagan  Administration,  capital  was 
available  for  businesses  such  as  mine, 
which  employed  more  than  200  people  at 
its  peak.  During  the  current  capital 
crunch  for  small  business  (which  is  very 
real),  human  capital  is  one  of  the  first 
things  to  go. 

R.  Birch  Dalton 
Chairman  &  CEO 
SEAR  Corp. 
Indianapolis 


A  PAY  PLAN  THAT  REWARDS 
LONG-TERM  THINKING  

Your  indictment  of  pay  for  perfor- 
mance ("The  SEC's  CEO  pay  plan:  No 
panacea,"  Top  of  the  News,  July  6)  suf- 
fers from  a  case  of  mistaken  identity. 
Giving  away  buckets  of  stock  options 
and  linking  bonuses  to  near- term  ac- 
counting measures  are  by  no  means  pay- 
for-performance  packages.  That  manag- 
ers so  paid  should  undertake  risky  but 
detrimental  ventures  and  cut  spending 
to  boost  profits  should  surprise  no  one. 
That  is  precisely  what  they  are  being 
paid  to  do.  Instead  of  illustrating  certain 
inadequacies  of  pay  for  performance, 
these  examples  only  testify  to  the  abject 
failure  of  traditional  compensation  meth- 
ods. What's  needed  are  incentive  plans 
that  encourage  managers  to  think  and 
act  like  long-term  owners.  Four  ways  to 
secure  such  commitment  include: 
■  Tying  bonuses  to  an  estimate  of  the 
company's  true  economic  profits  (value 
added  to  shareholders'  investment)  rath- 
er than  reported  accounting  earnings. 
(Among  other  things,  this  means  that 


R&D  and  process  improvements  are  capi- 
talized, not  expensed.) 

■  Setting  bonus  targets  by  formula,  not 
negotiation,  to  lift  incentives  for  games- 
manship that  often  corrupts  planning. 

■  Deferring  exceptional  bonuses,  with 
full  payout  tied  to  continued  stellar  per- 
formance, to  keep  managers'  interests 
aligned  with  shareholders'  over  time. 

■  Granting  a  significant  increase  in  ac- 
tual stock  ownership  but  requiring  man- 
agers to  buy  options  with  an  exercise 
price  that  rises  over  time  to  reflect  the 
cost  of  capital. 

G.  Bennett  Stewart  III 
Senior  Partner 
Stern  Stewart  &  Co. 

New  York 

'CONSERVATIVE'  TAX  POLICY: 
ADAM  SMITH  SAID  IT  BEST  

In  view  of  your  usual  high  standards, 
it  is  disappointing  to  see  you  use  the 
manipulative  term  "redistributionist  eco- 
nomics" in  such  a  partisan  way  ("The 
Democrats  finally  get  it,"  Editorials, 
July  27). 

All  changes  in  taxes — up  or  down — 
constitute  redistribution  of  wealth,  not 
just  those  that  ask  the  rich  to  share.  The 
truly  conservative  position,  in  contrast 
to  those  who  now  claim  to  be  conserva- 
tive, is  that  of  Adam  Smith.  In  Wealth 
of  Nations  in  1776,  he  wrote:  "The  sub- 
ject of  every  state  ought  to  contribute 
toward  the  support  of  government  as 
nearly  as  possible  in  proportion  to  their 
respective  abilities;  that  is,  in  proportion 
to  the  revenue  which  they  respectively 
enjoy  under  the  protection  of  the  state." 

Ward  McCabe 
San  Jose,  Calif. 

ADVERTISING  CREATES  AWARENESS 
—GOOD  PRODUCTS  CREATE  DEMAND 

In  reference  to  "Three  shops  with  plen- 
ty to  sweat  about"  (Marketing,  July 
20),  the  issues  you  raise  are  no  less  valid 
for  not  being  new:  Managers  who  grow 
up  in  a  really  strong  marketing  culture 
know  that  advertising  cannot  create  de- 
mand unless  the  product  or  service  gen- 
uinely meets  a  consumer  need.  Good  ad- 
vertising can  build  awareness,  and  if  it 
communicates  a  consumer-desired  mes- 
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How  A  Boston  Museum 
Sends  Early  American  Roosters 
For  Chicken  Feed. 


Recently,  the  Museum  ol  l  ine  Arts,  Boston, 


found  a  great  way  to  save  money.  Peter  Teren/i,  the 


Distribution  Manager  lor  the  Catalogue  Division, 


switched  to  Two  Dav  Priority  Mail™  Irom  the  Post 


Office.  He  dis 


covered  he  could  ship  \ 


Since  I  don't  have  to  send 


one  of  mv  own  trucks  to 


the  Post  Office.  I  cut 


lime  and  manpower  costs  as  well." 


Feter  worked  closely  with  his  Postal  Account 


pounds  in  2  days  for  Representative,  Dick  Gately,  to  arrange  for  regularly 


$2.90*  for  back  scheduled  pickup  times.  "He  really  got  me  going  on  the 


orders  during  the  Priority  Mailing,"  says  Peter.  "It's  like  having  someone 


Christmas  rush,  and  get  at  least  a         within  the  Post  Oftice  working  for  you  ' 


third  off  the  competition.  All  of  which  has  added  up 


To  put  Two  Day  Priority  Mail 


to  savings  of  $17,500  in  the  first  six  months  alone.  work  for  you,  call  1-800-843-8777, 

Rter  also  saves  on  the  pickup  service.  "For  Ext.  400,  and  order  a  Starter  Kit. 


$4.50  they  pick  up  an  entire  truckload  of  packages.  And  discover  the  fine  art  of  saving  money  yourself. 


WE  DELIVER 


If)  ntl  LM'S  •(.  hcik  sour  Pom  Oftlii'  l.irdcljik  Si.mi-  rcstnajons  dppiv 


THE  DIAMOND  ANNIVERSARY  BAND. 

Wketker  it's  your  1st,  Stli  or  lOtk  anniversary,  tkis  year, 
tell  ker  you'd  many  ker  all  over  again. 

A  diamond  is  forever 


Stone's  '  Daniel's  •  Pre  J  Meyer 


Suggested  retail  price  for  ring  S1,499.  For  more  information,  call  Feature  at  800  227-1827. 


Turn  your 
excess  inventory 
into  a  substantial 

tax  break  and 
help  send  needy 
kids  to  college. 

Call  tor  your 
free  guide 
to  learn  how  donating  you 
slow  moving  inventory 
can  mean  a  generous 
tax  write  off 
lor  your  company. 

Call  7()X-69()-()()l() 

Peter  Roskam 
Executive  Director 


Wfuit  are  we  goin^  to  do  with  your 
extra  robots.  Fenton '.' 


Maybe  a  small  college  football  team 
needs  a  new  front  line! 


P.O.  Box  .Wl.Glen  I  IImi  11  (i()138 
FAX  (708)690-056.^ 


Excess  inventor)'  today... 
student  opportunity  tomorrow 
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FIDELITY  BLUE  CHIP  GROWTH  FUND 


v 


How  to  Buy 
into  "Blue  Chips" 
for  $2,500 


Average  Annual 
Total  Returns  as 
of  March  31, 1992* 


16.53 

1  Year 


19.35 


% 


Life  of  Fund 

12/31/87-3/31/92 


People  invest  in  "blue  cliip  companies" 
when  they're  looking  for  the  strength  of 
some  of  todav  's  largest,  best  known, 
and  most  successful  corporations- 
stocks  that  have  stood  the  test  of  time. 

With  Blue  Chip  Growth  Fund, 

Fidelity  offers  you  the  opportunity  to 
invest  for  growth  from  these  blue  cliip 
companies.  And,  the  Fund "s  strategy  has 
gotten  results  as  you  can  see  from  the 
chart. 

If  you're  seeking  an  investment  for  long-term  growth  from 
stronger  and  more  established  corporations.  Blue  Chip  Growth 
Fund  ma\  be  worth  vour  consideration.  Minimum  investment 
$2,500,  $500forIRAs. 

It's  easy  to  transfer  your  IRA.  If  you  re  looking  for  a 
new  approach  to  investing  for  your  retirement,  consider  moving 
your  IRA  to  Fidelity  Call  today  for  a  Fidelity  VL\  Fact  Kit  and  ask 
for  \  our  free  copy  of  Fidelity's  Common  Sense  Guide  to  Plan- 
ning for  Retirefnent. 


Visit  a  Fidelity  Investor  Center  or  Call  24  Hours 

1-800-544-8888 


Fidelity 


Inuestments 


lor  iiiiiR'  ccmipk'lc  mloniKilKiii.  iikIihIihh  nianamiiR-iil  ft'i's.  expensi's.  anti  thu  l  uiul s  V'.,  sales  cliargi'.  please 
eall  iii  w  nie  tin  a  liee  piDspeeliis  Kead  il  earetiilK  helore  \im  imesi  or  send  iii()iie\.  Average  annual  relurns 
are  hisliirital  and  include  chaiii;e  m  share  pi  lee.  reinveslnieiil  iil  diMdends.nid  capital  naiiis  and  Iheefteel  dI  ihe 
tunds  V'.i  sales  ehars;e  Share  price  and  reliirn  will  \ar\  anil  \m  nia\  have  a  nam  or  hiss  when  vim  sell  vour 
shares  Fideliiv  l)istribnliirs(:<irp(irali(in  CODE:  BW/BCF/082492 
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S&ERLAJJ  OOYSSfY:  A  VOYAGE  INTO  THE  RUSSIAN  SOUL 
5. 


A  RUSSIA 
FROZEN  IN  TIME 


S ure.  I  ihoughi.  openir.g  Frederick 
Kenipe's  Siberia?!  Odyssey:  A 
Voyage  iiuo  the  Russian  Soul. 
'  Here's  an  author  who  thinks  he  can 
j  travel  through  Siberia  for  just  five 
I  weeks  and.  without  even  knowing  the 
I  language,  explain  the  secrets  of  the  in- 
scrutable Russians.  \Miat  presumption. 
^Tiat  arrogance. 
But  Kempe  surprised  me.  The  veteran 
I  Wall  Street  Journal  foreign  correspon- 
j  dent  has  wriuen  a  first-rate  travel  book. 
Kempe  takes  the  reader  down  the  Ob 
River,  through  Stalin's  old  death  camps, 
past  nuclear-weapons  fa- 
I  cilities.  into  heavily  pollut- 
ed steel  and  oil  towns, 
and  out  onto  the  tundra 
roam.ed  by  nomads.  His 
conversiitions  with  Siberi- 
ans come  across  as  genu- 
I  ine.  though  they  are  fil- 
tered      through  an 
interpreter.  And  by  the 
last  leg  of  the  journey. 
Kempe  decides  that  the 
Russian  sou!  is  not  so 
easy  to  understand. 

Still,  his  travelogue  is 
valuable  for  its  lessons 
about  reform  in  Russia. 
Yes.  incredible  changes 
have  taken  place.  But  at 
the  same  time,  mallions  of 
Russians  think,  work,  and 
live  much  as  they  have  for  decades.  \'al- 
les,  prejudices,  and  feare  built  up  over 
generations  cannot  be  transformed  over- 
flight, no  matter  ho-.v  much  resentment 
hs.d  festered  for  the  old  regime  and  no 
I  matter  how  radical  a  reform  the  Kremlin 
'  no'A'  attempts.  Even  though  Kempe  trav- 
j  eied  \isj-x  s'im.Tier.  before  the  failed  coup 
j  that  Ie<i  to  the  Soviet  Union's  ultimate 
I  collapse,  his  irfipre.--sions  remain  valid. 
I     There  L;  Torriiik  7,  the  closed  city 
I  where  the  innocuously  riamed  Siberian 
j  Giemioal  Comhine  produces  plutonium 
I  for  nuclear  bombs.  Never  before  had  an 
\  Ara'znf:itn.  vLsited  the  town.  As  hLs  hosts 
drove  him.  quickly  by  the  fence  enclosing 
riie  fadliw,  Kernpe  obsen'ed.  "T  was 
passing  the  epicenter  of  the  evil  emipire, 
riie  radioactive  core  of  the  Red  threat, 
the  well  from  which  Soviet  bombs  were 
made.  In  my  merciory,  however,  it  re- 
mains only  a  gray  blur." 
Later.  Ln  public,  a  former  plant  worker 


hands  Kempe  documents  detailing  the 
disappearance  of  plutonium  and  the  re- 
lease of  radioactive  gases  into  the  atmo- 
sphere. Only  a  few  years  ago.  this  would 
have  landed  Kempe  a  long  prison  term 
as  a  spy.  Nothing  happens  to  him.  al- 
though a  member  of  the  expedition.  Su- 
preme Sonet  member  Yuri  Kaznin.  later 
confiscates  the  documents.  Mistrust  of 
Westerners  does  linger.  "Why  are  you 
coming  on  this  trip  an\"way'?"  Kaznin 
asks  Kem.pe  early  on.  "Tou  wTite  for 
only  rich  people  who  only  want  to  ex- 
ploit Siberia." 


\$(mfronted  with 
the  chaos  of  reform, 
some  long  for  the 
predictability  of  the 
old  system 


At  Kolpashevo.  a  \illage  or,  the  O'c 
and  former  gulag  where  Stalin  executed 
more  than  a  half  million  "enemies  of  the 
people."  Kempe  talks  to  Anatoly  Pato- 
kjin,  a  lifeguard  on  the  river,  who  saw  it 
lay  bare  a  mass  grave  in  May.  19^79. 
"The  corpses  were  so  well-preser\"ed  fil- 
ter all  those  years  in  the  frozen  grotmd 
that  those  who  had  knov^m  the  dead 
would  have  recognized  their  fea- 
tures I  saw  that  in  ever].'  head  there 

was  a  hole,  a  btillet  hole."  he  rectilLs. 

In  Shpalozavod.  not  far  from  the  place 
where  Stalin  was  exiled  in  1912.  Kempe 
visits  an  elderly  couple  sent  there  by  the 
Soviet  leader  in  the  19o')s  in  a  crackdown 
on  hulaks.  private  farmers.  The  woni;m. 
S3-year-oId  Tatv^ana  Ivanoi."a.  "wore  fear 
as  ob\"iously  as  the  gray  scarf  wrapped 
around  her  head."  Kempe  writes.  Eyeing 
his  notebook,  she  as.ks,  "Maybe  you 
want  to  take  me  to  jailT"  In  another 
'.-illage.  the  granddaughter  of  a  man  exe- 


cuted by  StaUn  in  1937  remrics:  "It  has 
become  a  tradition  of  Soviet  eople  to  be 

afraid  of  each  other  Yo  must  be 

careful — even  now." 

Kempe's  resigned  Sibenns  assign 
their  troubles  to  sudba,  oi  fate.  Con- 
fronted with  the  chaos  of  deiocracy  andl 
a  market  economy,  some  log  for  the!  |  I 
predictabilitT,-  of  the  old  sysim.  "If  wel 
had  Stalin  now.  everythint  vvould  be  ' 
0.  K.  . .  If  -^he  leadership  of  country^* 
w  mor  order  we 

W'  -if."  the  arator  of  a 

m. ,:  -  r.oring  Stalin  coralains.  « 

\  .j.^ —  Kotykov,  who  Ke  to  head 
the  steel  factory  where  he  1-st  worked 
at  age  16.  confesses  that  heiates  capt 
talism.  He  finds  searching  fc  customers 
humiliating.  .\nd  Lieutenant  ulonel  Vb 
dimir  Lazik.  chief  of  Pn.'n  Colonj 
Xo.  -5.  on  the  Tom  River,  lourns  the 
demise  of  the  C'-mm'jnist  Pa:v.  "it  was 
in  our  noc  that  \\< 

wante::  :     .  t   ;ust  he  says, 

  --We  were  bought 

with  this  idelogy  ' 
now  we  ask  mx  we  can'4|||||M|  i 
put  our  thoirhts  intf ' 
reality." 

Such  lament  worry  en 
rrepreneurs.  Oe  reports:!!!  v  c, 
that  local  boses  wen 
combing  his  books  tc '  a'^ 
eatch  him  in  a  rime.  Says 
Kempe:     "Cmmunisi  "'' 
was  gone  butts  bureaifi  r  |, 
erats  remaine  in  plafit 
and  wanted  o  destroy  ■»c,2 
him."  Such  fers  haven'1  ^ 
changed   sine  Kemp< 
left.  Just  vxo  lonths  ago— ^^ 
a  suc-cessful  S)erian  en|  ' 
trepireneur  tol  me  thai 
security  agent  wanted 
search"  his  boss.  Entre|'  / 
prer:e-..rs  :ire  terrified  that  sue  contro|)rt\| 
couId  resume  at  any  moment 

From  the  start  of  tiie  tripn  Kemero  "  •;;,! 
vo  coal  eoontry  to  the  last  top  at  thf 
gulags  of  Vorroka.  Kempe  dscribes  Si  ■'  ' 
berian  scenes  vfixh  teffing  ietail.  H'  t  ^j^ 
even  notices  cans  of  air  fr^hener  lit 
tered  on  the  outskirts  of  Siekhard,  t:.-,.;:;:; 
eit].-  of  25.000  in  the  north.  Leal  youtk 
use  them  to  get  high.  But  fempe's  de'  ■  "'■^1 
scriptions  of  '.vomen  can  soietimes  b(  ^ 
off-putting.  He  several  time  describes 
them  as  "swooning"  over  imbers  oi  •: 
the  expeciitioa.  'V^Tiatever  thf.-hanns  ol 
Kempe  and  his  colleague:  Russiar^'w, 
women — a  tough  lot — rarely- woon.  _ 

But  this  is  only  a  small  qujble  about 
an  altogether  readable  book.i:  teaches. ; -l  , 
about  Russia  wh£e  it  entertais.  Read  il 
on  a  hot  dav  with  a  chilled  vuka. 

BYOSE  BRAW 

Brady  has  been  BL'SLSESS  WEK'^i  Moscou 
bun^au  chief  for  three  t/ears. 
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BOO 


INTRODUCING 
HE  WORLD^S  MOST  SUPPORTIVE 
COMPUTING  NETWORK. 


1  0  THANKS  TO  THE  MANY  SPONSORS  OF  THE  1992  COMPUTER  BOWL,  WHICH  RAISED 
0  R  $800,000  IN  CASH,  PRODUCTS  AND  SERVICES  FOR  THE  COMPUTER  MUSEUM.  THE 
IN  EDIBLE  SUCCESS  OF  THE  1992  COMPUTER  BOWL  HAS  US  OVERFLOWING  WITH  GRATITUDE. 


OMPUTER  MUSEUM'S  1  992  COMPUTER  BOWL:  PRESENTER:  The   Association    for  Computing   Machinery  (ACM) 

ERS:  Pat  Collins  Nelson  and  Dr.  David  L.  Nelson  ^I^Sj^  UNDERWRITERS:  Apple  Computer.  Inc.;  Digital  Equip- 
Corporation  THE  WINNING  WEST  COAST  TEAM:  John  F.  Shoch^^^Captain,  Asset  Managauait  Company  ;  Jeffrey  C.  Kalb, 
ir  Computer  Corporation;  Ruthann  Quindlen,  Alex.  Brou  n  &  Sons;  Vern  Raburn,  SLitc  Corporation;  Dr.  John  E.  Warnock, 
Systems.  Incorporated  THE  DEFENDING  EAST  COAST  TEAM:  Charles  W.  Bachman,  Captain,  Bachnuin  Information  Systems.  Inc.; 
tachrone,  Zifj-Davis  P uhlishing  Company;  Dr.  David  L.  Nelson,  fluent.  Inc.;  Andrew  S.  Rappaport,  The  Technology  Research 
.  Inc.;  Paul  Severino,  W'ellfleet  Communications.  Inc.  OFFICIAL  SPONSORS:  Bank  of  Boston,  The  Bank;  BASF  Information 
Systems,  The  Diskette;  Intel  Corporation,  The  M icroprocessor;  MasPar  Computer  Corporation,  The  Massii'ely 
Parallel  Computing  Company;  Merrill,  Pickard,  Anderson  &  Eyre,  The  Venture  Capital  Firm;  Price  Waterhouse, 


The  Accounting  Firm;  Radius  Inc.,  The  Systems  Enha ncement  Company;  Robertson,  Stephens  &  Co.,  The 
Investment  Bank;  Stratus  Computer,  Inc.,  The  Transaction  Processor;  Visix  Software  Inc.,  The  High  Perfor- 
Workstation  Software  Company;  Wellfleet  Communications,  Inc.,  The  Internetworking  Company  SATELLITE  SPONSORS:  Alex. 
1  &  Sons;  Fluent,  Inc.;  Microsoft  Corporation;  Xerox  Palo  Alto  Research  Center  TABLE  SPONSORS:  Advanced  Micro  Devices; 
Brown  &  Sons;  Asset  Management  Company;  Bachman  Information  Systems,  Inc.;  Gwen  and  Gordon  Bell;  Cunningham 
lunication  Inc.;  Theodore  Johnson/Gensym  Corporation;  HaL  Computer  Systems,  Inc.;  Karen  and  Gardner  Hendrie; 
orld;  IBM  Corporation;  International  Data  Group  (IDG);  I n te rme t rics.  Inc.;  Ins  Associates;  Mr.  Mitchell  Kapor  and 
len  Poss;  MacWorld;  Mary  and  James  McKenney;  Pat  and  Dave  Nelson;  Network  General;  Network  World;  PC  WEEK; 
orld;  Ropes  &  Gray;  Rourkc  &  Co.;  Slate  Corporation;  Spinnaker  Software  Corporation;  Sun  Microsystems,  Inc.; 
ology  Research  Group,  Inc.;  Testa,  Ilurwitz  &  Thibeault;  XRE;  Ziff-Davis  Publishing  Company  HIGH  TECH  TAILGATE  PARTY 
OR:  Business  Week  Magazine  MEDIA  SPONSORS:  Business  Week  Magazine;  BYTE  Magazine;  CIO  Magazine;  Communi- 
^  of  the  ACM;  Compute;  COMPUTERWORLD;  DEC  Professional;  Forbes  Magazine;  INFORMATIONWEEK; 
orld;  LAN  Computing;  MacWEEK;  MacWorld;  Network  World;  PC  World;  Software  Maga- 


(Jpside;  VARBUSINESS.  The  Computer  Bowl  is  a  project  to  benefit  the  educational  programs  of  <. 
imputer  Museum.  For  1993  Computer  Bowl  sponsorship  injormalion  call  (617)  426-2800.  extension  346. 


The 
Computer 
Museum 


Economic  Viewpoint 


O.K.,IWASWRONG. 

WE  DO  NEED  TO  STIMULATE  THE  ECONOMY 


BY  ALAN  S.  BLINDER 


Virtually  any  kind  of 
tax  cut  or  spending 
increase  will  help. 
But  what  I  suggest 
is  an  investment 
tax  cut  for  business, 
along  with  some 
emergency  relief 
for  beleaguered 
cities  and  states 


AlAN  S.  BLINDER  IS  THE  GORDON  S 
RENTSCHLER  MEMORIAL  PROFESSOR 
OF  ECONOMICS  AT  PRINCETON 
AND  THE  AUTHOR  OF  GROWING 
rOGFTHER 


Once,  when  John  Maynard  Keynes,  the 
gix'at  British  economist,  was  rel)uked 
foi"  chan,ij;inf^  his  mind  on  some  issue, 
lie  turned  the  tal)les  on  his  accuser  with  a 
sharp  i-etort:  "Sir,  when  I  learn  new  facts,  I 
sometimes  chanye  my  opinion.  What  do  you 
do?" 

Last  winter,  there  was  a  rising  chorus  of 
calls  for  fiscal  stimulus:  new  spending  or  tax 
cuts  designed  to  give  the  economy  a  swift 
kick  upward.  I  refused  to  join  those  calls,  ar- 
guing in  this  cohmin  that: 

■  The  deficit  was  alreafly  too  large. 

■  The  recession  had  been  unusually  mild. 

■  Interest-rate  cutting  by  the  Federal  Reserve 
should  and  would  power  the  r-ecovery. 

As  a  good  Keynesian,  I  hereby  change  my 
mind.  Several  new  facts  lead  me  to  conclude 
that  the  time  for  fiscal  stimulus  has  come. 

First,  we  now  know  that  the  rece.ssion  has 
been  neither  shallow  nor  short.  A  year  ago, 
the  data  showed  it  was  a  two-quartei-  reces- 
sion that  had  pulled  the  gi'oss  national  product 
down  a  mere  1.2%— aliout  half  as  much  as  an 
average  recession.  Then,  the  national  accounts 
wei'e  extensively  I'evised,  shifting  the  focus 
from  CXP  to  gross  domestic  product,  and  the 
Commerce  Dept.  estimated  that  GDP  had  actu- 
ally declined  1.6%.  Now,  the  most  recent  data 
revisions  tell  us  the  recession  lasted  three 
(luarters  and  brought  CDF  down  2.1%.  In  short, 
it  was  an  average  recession,  not  a  midget. 

Second,  we  now  know  that  this  is  the  recov- 
ery that  wouldn't.  While  the  U.  S.  economy 
has  expei'ienced  five  consecutive  "up"  quar- 
ters, the  average  annual  growth  rate  during 
this  period  has  been  a  paltry  1.6%.  That's  a  far 
cry  from  the  historical  norm  of  4%  to  6% 
growth  during  the  18  months  following  a  re- 
cession l)Ottom.  The  "double  chp"  we  all  feared 
actually  happened,  and  the  economy  is  now 
sputtering  again.  We  can  ill  afford  a  third  dip. 
DOING  WORSE.  It  is  easy  to  understand  why 
1.6%  growth  does  not  look  like  recovery  to 
most  Americans.  Because  both  i)opulation  and 
productivity  increase  each  year,  we  need  (\l)V 
growth  of  2%  to  2.5%  just  to  keep  a  stable 
rate  of  employment.  If  we  do  worse,  unem- 
ployment rises.  And  we  have  done  worse: 
Only  one  of  the  five  quarters  of  "recovery"  so 
far  has  reached  even  the  2%  to  2.5%.  bench- 
mark of  mediocr'ity.  So  here  we  are,  15  months 
after  the  recession  trough,  stuck  with  an  un- 
employment rate  higher  than  at  the  bottom. 
Fewer  Americans  have  jobs  now  than  before 
the  recession  l)egan,  even  though  our  labor 
force  has  grown  by  al)out  2  million  workers. 
That  is  not  a  recovery  worthy  of  the  name. 

Third,  the  interest-rate  elixir  that  was  sup- 
posed to  invigorate  economic  activity  has  failed 


to  do  so.  Not  that  it  hasn't  been  tried 
though  the  Federal  Reserve  was  a  bit 
getting  started,  it  has  cut  short-term  int( 
rates  repeatedly  and  vigorously— driving 
rates  down  to  levels  not  seen  in  this  cou 
in  almost  30  years.  But  the  results  have 
meager.  Six  months  ago,  many  economist; 
eluding  me)  counseled  patience:  Give  the 
icine  a  chance  to  work.  But  now,  the  tim^ 
patience  has  passed. 

Simply  put,  we  must  fire  both  eng: 
While  the  Fed  continues  its  campaign  of  : 
etai'y  ease,  the  government  should  open 
fiscal  throttle:  Damn  the  deficit  and  full  si 
ahead— at  least  for  a  while.  But  what,  in 
Crete  terms,  does  that  mean?  Virtually 
sort  of  tax  cut  or  expenditure  increase 
stimulate  the  economy.  But  I  would  advc 
two  in  particular. 

FAST  ACTION.  First,  enact  a  sizable  but  tei 
rai-y  investment  tax  credit  (ITC).  I  would 
gest  a  credit  of  at  least  10%,  lasting  at  mo; 
months.  The  idea  is  to  get  private  busine 
to  kick-start  the  economy  by  bi-inging  thei 
vestment  plans  forward  in  time.  If  Cong 
and  the  President  can  manage  the  legisl 
subtlety— a  dubious  proposition,  to  be  sur 
would  be  better  to  make  the  credit  "margi 
that  is,  to  apply  it  only  to  spending  th; 
above  some  specified  base  amount.  But 
important  thing  is  that  we  get  it— and 
Relative  to  many  other  proposed  tax  cu' 
temporary  ITC  has  two  important  virtue 
does  not  worsen  the  long-run  l)udget  de 
because  the  revenue  loss  is  transitory.  Ai 
l>uilds  for  the  future  by  promoting  in\ 
ment,  not  consiunption. 

Second,  provide  emergency  fiscal  relie 
beleaguered  cities  and  states  whose  bu' 
crises  are  now  forcing  them  to  cut  spen 
and  raise  taxes— precisely  the  wrong  th 
to  do  in  a  weak  economy.  This  part  of 
program  can  shar-e  the  same  two  virtues,  i 
is  given  as  explicitly  temporary  grant 
interest-free  loans  and  if  the  formula  is  e 
cially  generous  to  states  that  earmark  {\ 
foi-  public  investment.  In  apportioning  aid, 
vital  not  to  jjenalize  states  that  have  air* 
bit  the  fiscal  bullet.  That  is,  assistance  sh 
i)e  l)ased  on  per  capita  income,  unemployn 
or  some  such  thing- not  on  the  state's 
rent  budget  deficit. 

It  is  no  coincidence  that  this  plan  bea 
family  resemblance  to  proposals  advai 
months  ago  by  Senators  Paul  S.  Sarbanes  J, 
Md.)  and  Jim  Sasser  (D-Tenn.),  and  by  N  vr^^ 
laureates  Rol)ert  M.  Solow  and  James  T( 
Had  we  listened  to  them  months  ago,  th€  ^.^ 
tion  would  be  in  less  dire  straits  today. 

Better  late  than  never. 


'fttiolilcj 
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A  WOLF  IN  ACCOUNTANT'S  CLOTHING. 


The  Nissarf  Pathfinder"  isn't  the  only  car  you  can  get  for  $299  a  month  on  a  36-month  lease.  It  is, 
however,  the  only  car  at  that  price  that  offers  you  four-wheel  drive,  rear  anti-lock  bral<es,  a  V6  engine  and 
Pathfinder's  level  of  luxury.  And  very  possibly  the  only  one  youd  actually  want  to  drive. 


NISSAN 


THE  NISSAN  PATHFINDER. 

more  informauon  call  1-800-NISSAN-6  Smart  people  always  read  the  fine  prmt.  And  they  always  wear  their  seat  belts  *  Lease  rate  for  SE-V6  as  shown  with  optional  equipment  is  S33450  per 
tth  Actual  rate  of  $29900  for  36-month  closed-end  lease  of  a  1992  Path  fmder  SE  4x4  5-speed,  model  #09752  through  NMAC  Limited  time  offer  available  only  through  participating  Nissan  Dealers 
vahfied  lessees.  Subject  to  availability  Rate  based  on  MSRPof  $23.03500  including  freight  and  destination  charges  less  dealer  capital  cost  reduction  of  $1,37040  and  non-refundable  prepaid  rental 
iction  of  $1.50000  Actual  capitahzed  cost  of  $20,514  60  includes  a  non-refundable  acquisition  fee  of  $35000  Dealer  participation  may  affect  actual  cost  Taxes,  registration,  tide,  insurance,  options 
locally  reqwred  equipment  not  included  Total  of  monthly  payments  $10,764  00  First  month  payment  of  $29900.  a  refundable  security  deposit  equal  to  one  month's  payment  rounded  to  the  next 
•  00  increment  and  the  non-refundable  prepaid  rental  reduction  of  $1.50000.  tide,  registration  and  license  fees,  and  any  appLcable  taxes  required  at  consummation  Purchase  option  may  be  available 
he  end  of  the  lease  for  a  purchase  price  of  $13.12995  plus  apphcable  sales  tax  Lessee  pays  for  maintenance,  repairs,  and  excessive  wear  and  tear  as  disclosed  in  lease  agreement  Mileage  charge  of 
51  mile  for  mileage  over  15.000  per  year  Lessee  acquires  no  ownership  rights  in  the  lease  vehicle  if  the  option  to  purchase  is  not  exercised  by  payment  of  the  purchase  pace  Payments  may  be  slighdy 
Iff  in  AR.  CT  KY  MO.  NC  Rl.  tX.  VA.  WV  Actual  rate  of  $.134  50  is  based  on  MSRPof  $25,210  and  actual  capitalized  cost  of  $22.68960.  total  of  mondily  payments  $12,042.  first  mondi 
ment  of  $334  50.  purchase  option  price  $14.36970  All  other  terms  unchanged. 


BY  GENE  KORETZ 


CUTTING  CAPITAL-GAINS 
TAXES:  HISTORY 
SAYS  irS  A  MISTAKE 


If  there's  one  suhject  on  which  con- 
servatives, RepuliHcans,  the  invest- 
ment community,  and  most  business- 
people  seem  to  agree,  it's  tlie  l)eneficial 
impact  that  a  capital-gains  tax  cut  would 
have  on  the  economy.  Such  a  tax  cut, 
they  claim,  would  ])romote  more  sav- 
ings and  investment  and  thus  foster 
long-ter-m  growth. 

Opponents  of  prefei'ential  treatment 
of  capital  gains,  on  the  other  hanfl, 
argue  that  it  would  mainly  confer  huge 
tax  relief  to  the  top  ,1%  of  taxpayers 
who  account  for  the  overwhelming  Inilk 
of  such  gains.  Its  purported  benefits, 
they  say,  are  at  l)est  wildly  exaggerated. 
Under  present  law,  over  half  of  all 


DO  CAPITAL-GAINS 
TAX  CUTS  REALLY  WORK? 


n  I  I  I  I  I  I  I  I  I  I  I  I  I 
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▲  PERCENT  OF  GROSS  DOMESTIC  PRODUO 

DATA  COMMERCE  DEPT.,  JOSEPH  J.  MINARIK 


capital  gains  are  currently  untaxed  any- 
how, either  because  they  accrue  to  tax- 
exempt  pension  funds,  or  to  foreign  own- 
ei's  not  subject  to  U.S.  taxes,  or  because 
assets  held  until  death  escape  such  tax- 
ation. Taxpayers  are  also  able  to  defer 
taxes  on  unrealized  capital  gains  until 
years  when  their  overall  tax  liability  is 
low.  The  upshot,  note  tax-cut  ojjponents, 
is  that  the  effective  tax  rate  on  cajjital 
gains  is  alri'ady  under  10%. 

Such  details  are  unlikely  to  temper 
the  zeal  of  tax-cut  advocates.  But  in  an 
article  in  the  current  issue  of  Contemp- 
orary Policy  Issues,  Joseph  J.  Minarik, 
chief  economist  of  the  House  Budget 
Committee,  points  out  that  economists 
studying  capital-gains  taxation  "have  the 
benefit  of  a  series  of  uncontrolled  ex- 
periments in  the  real  world:  multiple 
changes  in  tax  treatment  of  capital  gains 
over  the  past  two  decades." 


Since  1975,  capital-gains  taxes  have 
been  raised  twice  (in  1976  and  1987)  and 
lowered  three  times  (in  1978,  1981,  and 
1984).  And  as  the  chart  shows,  the  be- 
havior of  U.  S.  savings  and  investment  in 
the  wake  of  these  changes  was  exactly 
the  oitposite  of  that  predicted  by  tax-cut 
advocates.  National  saving  as  a  percent 
of  gross  domestic  product  (which  in- 
cludes government,  Itusiness,  and  house- 
hold savings)  fell  sharply  in  the  years 
following  each  of  the  three  capital-gains 
tax  cuts.  And  it  rose  significantly  on 
the  heels  of  each  of  the  tax  hikes. 

To  be  sure,  national  saving  in  the 
198(ls  was  obviously  far  more  affected  by 
the  S(jaring  federal  deficit  than  by  shifts 
in  capital-gains  taxation.  But  saving  by 
households  exhiliits  the  same  basic  pat- 
tern. Notes  Minarik:  "In  the  early  1980s, 
taxpayers  received  two  capital-gains  tax 
cuts,  a  dazzling  ari-ay  of  other  tax  incen- 
tives for  saving,  and  record-high  real- 
interest  rates,  but  the  personal-saving 
rate  fell  like  a  stone."  In  contrast,  since 
the  repeal  of  the  capital-gains  exclusion, 
the  personal-saving  rate  has  stal)ilized 
and  trended  higher. 

As  for  investment,  commercial  real 
estate  did  soar  after  the  1980s  capital- 
gains  tax  cuts  went  into  effect.  But  in- 
vestment in  ecjuipment,  the  heart  of  pro- 
ductive business  investment,  traced  the 
same  jjei'verse  trends  as  overall  savings 
did— rising  after  capital-gains  tax  hikes 
and  falling  after  tax  cuts  (chart). 

Given  the  complex  factors  influenc- 
ing economic  behavior  in  the  real  world, 
none  of  this  proves  definitively  that  a 
capital-gains  tax  cut  wouk!  not  stimu- 
late some  savings  and  investment.  But 
Minarik  maintains  that  recent  history 
does  suggest  that  such  positive  effects 
would  l)e  minimal.  "The  burden  of 
proof."  he  says,  "rests  with  those  who 
would  reduce  the  taxes  of  the  wealthy 
for  benefits  that  api^ear  duliious." 


PENSION-FUND  RETURNS 
ARE  BOOSTING 
THE  BOTTOM  LINE 


Corporate  profits  ai'e  getting  a  helping 
hanfl  from  financial  markets.  Wyatt 
Co.,  a  consulting  firm,  reports  that  last 
year,  the  median  return  on  retirement 
funds  of  U.  S.  companies  was  25.1%— 
and  18.6%  more  than  salary  increases. 

The  combination  of  healthy  invest- 
ment returns,  modest  salary  hikes,  and 
job  cutbacks  indicates  that  pension  as- 
sets have  been  growing  far  faster  than 
liabilities.  And  that,  says  a  Wyatt 
spokesman,  means  lower  future  pension- 
fund  contributions,  with  the  savings 
"flowing  dii-ectly  to  the  bottom  line." 


IS  JOHN  Q.  PUBLIC'S 
DEBT  LOAD  EASING? 
WELL  NOT  REALLY... 


By  one  measure— installment  deb 
a  percentage  of  disposable  inco 
consumers  have  made  consider 
progress  in  reducing  their  oppres 
debt  V)urdens.  This  critical  ratio  has 
fallen  from  18.5%  in  early  1989  to  16 
its  lowest  level  in  six  years. 

Economists  L.  Douglas  Lee  and 
lene  Grabau  of  County  NatWest/W 
ington  Analysis  point  out,  however, 
declining  auto  loans  account  for  al" 
all  of  the  reduction.  In  fact,  nonaut 
stallment  debt  has  slipped  l)y  only  h* 
percentage  point  of  disposable  inc 
since  mid- 1990.  And  as  BUSINESS  W 
noted  recently,  (BW— July  20),  horn 
uity  loans  and  auto  leasing  have  pi 
up  much  of  the  slack  in  auto  credit. 

Indeed,  mortgage  debt  (inclu 
home-equity  loans)  continues  to  r 
new  heights,  rising  from  59.4%  of  dis 
able  income  at  the  start  of  1989  to  6' 
at  last  count.  And  that,  oliserves 
means  that  "total  consumer  debt 
percent  of  personal  income  has  ye 
decline."  Thus,  while  falling  inte' 
rates  and  mortgage  refinancings 
reduced  households'  actual  interest- 
ment  burden  over  the  pa.st  year, 
sumers  in  today's  uncertain  econ 
climate  may  be  more  concerned  a 
the  still-hefty  size  of  their  total  obi 
tions  than  they  are  heartened  by 
drop  in  interest  payments. 


...AND  REFINANCING 
DOESN'T  ALWAYS  GIVE 
CONSUMERS  MORE  CA 


Concern  over  the  size  of  debt  obi 
tions  isn't  the  only  reason  consu 
spending  has  remained  depressed, 
other  is  that  mortgage  refinancin 
putting  less  cash  in  consumer  poc 
than  the  statistics  suggest.  For 
thing,  refinancing  involves  hefty  ancil 
costs,  such  as  points  and  other  fees, 
l^erts  say  it  takes  homeowners  a  yea 
so  just  to  recoup  such  costs. 

The  steep  yield  curve  is  also  enc 
aging  many  households  to  replace 
year  mortgages  with  15-year  obligati 
That  reduces  interest  payments  but 
necessarily  total  monthly  payme 
since  boiTowers  amortize  their  mort 
es  more  rapidly.  In  essence,  such  ho 
holds  are  tying  themselves  into  fo 
savings  plans  that  leave  little  extra 
to  finance  increased  spending. 
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"7  I  his  brief  history  of  the  Republican 
'  '  Convention  is  the  third  of  four  such 
essays  that  ITT  is  presenting  in 
-  the  course  of  the  election  year. 
Whatever  our  political  beliefs  or  party  affili- 
ations, we  all  have  a  stake  in  the  outcome  of 
our  electoral  process.  One  way  to  encourage 
broad  participation  in  the  political  process, 
we  believe,  is  to  help  Amef  icans  understand 
how  the  system  works  and  where  it  came 
from.  Its  importance  cannot  be  overempha- 
sized; our  present  and  future  depend  on  it. 

Rand  V.  Araskog, 

Chairman,  President,  and  CEO,  ITT 


When  the  first  Republican  National 
Convention  gathered  in  Philadelphia  in  June 
1856,  the  party  was  only  two  years  old  but 
already  a  major  national  force.  It  was  a  product 
of  a  political  crisis  centered  on  the  issue  of  slav- 
ery. Antislavery  forces  in  both  major  parties  — 
the  Whig  and  Democratic  — 
wanted  to  prevent  slavery 
from  expanding  into  the  west-        Third  in  3 
ern  territories,  which  were        SBfieS  Of 
clamoring  for  statehood.  messaaeS 
Proslavery  forces,  also  in  both  ^ 
parties,  were  defending  their  ffOm 
right  to  extend  the  South's 
"peculiar  institution"  west- 
ward. As  disagreements  esca- 
lated to  intolerable  levels  in  the  mid- 1850s,  both 
parties  in  effect  dissolved  and  a  new  party 


system  emerged.  The  Democratic 
Party  survived  institutionally, 
although  with  a  dramatically 
changed  constituency.  And  a  new 
party,  squarely  committed  to  resist- 
ing the  spread  of  slavery,  attracted 
a  coalition  of  former  Whigs  and  for- 
mer Democrats.  The  party  formally 
launched  itself  at  a  meeting  in 
Ripon,  Wis.,  in  March  1854;  sever- 
al months  later,  it  adopted  the  name 
"Republican." 

Almost  immediately,  the 
party  showed  remarkable 
strength.  In  1854,  it  elected 
enough  representatives  to  Congress 
to  permit  it  to  organize  the  House  of 
Representatives  (in  a  coalition  with 
other  groups)  and  elect  the  Speaker. 
By  1856,  it  had 
replaced  the  Whig 
Party  as  the  princi- 
pal alternative  to  the 
Democrats.  At  its 
first  national  nomi- 
nating convention,  it 
chose  as  its  Presi- 
dential candidate 
the  explorer  John  C. 
Fremont.  And  it 
adopted  a  platform 
calling  on  Congi'ess 
to  bar  slavery  from 
the  territories.  Like 
the  Whigs  before 
them,  the  Republi- 
cans were  more 
inclined  than  the 
Democrats  to  sup- 
port government 
funding  for  such 
great  public  projects 
as  the  transconti- 
nental railroad.  And 
like  the  Democrats, 
most  Republicans 
insisted  that  they 
were  not  abolition- 
ists, that  they  want- 
ed to  stop  slavery 
from  expanding  but 
that  they  would 
leave  it  alone  where 
it  already  existed. 
Fremont  lost  in 
1856  to  the  Demo- 


crat James  Buchanan.  But  he 
received  a  third  of  the  popular  vote, 
a  remarkable  showing  for  a  party 
only  two  years  old. 

By  1860,  the  Democratic  Party 
was  deeply  divided  over  the  slavery 


Lincoln  won  the 
Presidency  with  under 
40%  of  the  popular  vote. 


issue  and  the  Republicans  were 
preparing  to  profit  from  their  oppo- 
nents' disarray.  At  the  Republican 
Convention  in  Chicago,  after  pro- 


An  1860  Republican  campaign  poster  for  Abraham  Lincoln  and 
running  mate  Hannibal  Hamlin. 


longed  and  intensive  bargainin 
party  leaders  settled  on  a  Candida 
of  firm,  but  not  radical,  antislaveij 
views:  Abraham  Lincoln  of  Illinor| 
a  former  member  of  Congress  wli 
had  won  national  attention  tw  j"'" 
years  earlier  during  an  unsuccessf  ii  »3S  i 
campaign  for  the  Senate.  Profitir  taW 
from  a  three-way  division  in  tl  iitfonn 
Democratic  Party,  Lincoln  won  t}  Jlitof 
Presidency  with  under  409(  of  tl  so? «' 
popular  vote.  His  election  helped  pr  :  ti  i" 
cipitate  the  Civil  War.  It  also  ident 
fied  the  Republican  Party  secure  i 
with  what  was  then  called  tV  .  ^ 
North,  with  the  cause  of  the  Unio:  sjetlioi 
later  with  the  abolition  of  slaver  .Me 
and  ultimately  (after  his  assassin,  sod  tl 
tion  in  1865)  with  Lincoln  himsel  mh. 
For  decades  thereafter,  Republ  tal  as  1 
can   Conventior  iihelp 
were  almost  alwaj  dofre 
occasions  for  "wa  hEl 
ing  the  bloody  shirt  sad : 
which  meant  remini  ansm  i 
ing  the  electorate  (  j,  Refc 
the  pro-Souther  iiJentl 
position  of  som  :Ba(lb( 
Democrats  durin 
the  Civil  War  an 
the  Republican 
firm  commitmer 
to  the  Union.  Bi 
after  passing  th' 
13th,  14th,  and  15t 
Amendments  to  tt  forms 
Constitution  an 
presiding  over  th 
controversial  pr(| 
cess  of  Reconstrui 
tion  in  the  Soutl 
the  party  slowl 
retreated  froi 
active  commitmeri 
to  the  rights  of  free; 
slaves.  Insteac 
it  focused  on  pre 
moting  economi 
development,  whic 
included  protectiv 
tariffs  and  generoO 
subsidies  to  rai 
roads.  Its  candidatt 
in  the  late  19th  cei 
tury  were  generall 
safe,  conservativ 
figures  not  muc 


iventi( 
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crested  in  social  or  political 
)rm.  In  that,  they  were  usually 
le  different  from  the  Democrats, 
[n  the  early  20th  century,  how- 
ir,  the  Republican  Party  again 
ame  a  force  for  political  change, 
at  was  in  part  because  of  the 
)rts  of  dynamic  western  progres- 
s  reformers  such  as  Robert  La 
lette  of  Wisconsin  and  Hiram 
inson  of  California.  But  it  was 
:n  more  a  result  of  Theodore 
)sevelt  of  New  York,  who  was 
ninated  for  Vice-President  at  the 
)0  Republican  Convention  over 
objections  of  some  party  leaders 
1  who  became  President  a  year 
er  on  the  death  of  William 
Kinley.  Roosevelt  was  not  as 
ical  as  his  critics  charged,  but 
did  help  infuse  the  party  with 
Dirit  of  reform. 

rhe  1912  Republican  Convention 
strated  the  divisions  that  pro- 
ssivism  had  created  within  the 
•ty.  Reform  forces  considered 
!sident  William  Howard  Taft, 
0  had  been  elected  to  succeed 


ipublican 

nventions  became 
itforms  for  articulating 
d  promoting  a  more 
>ertive  conservatism. 

)sevelt  in  1908,  too  conservative 
mtrust  with  the  party's  reform 
les.  Roosevelt  had  challenged  the 
sident  in  the  1912  primaries  and 
I  won  them  all.  But  party  leaders 
1  controlled  enough  delegates  at 
convention  to  deny  him  the  nom- 
tion.  Roosevelt  and  his  support- 
marched  out  in  protest  and 
ned  their  own  organization,  the 
gi'essive  (or  "Bull  Moose")  Party, 
h  Roosevelt  as  its  Presidential 
didate.  Like  most  independent 
tical  movements,the  new  party 
^ed  to  supplant  one  of  the  exist- 


ing  major  parties  but  was  unable  to 
do  so.  In  the  end  the  new  party  split 
the  Republican  vote  that  fall  and 
permitted  the  election  of  the  Demo- 
cratic candidate,  Woodrow  Wilson. 

But  the  election  of  Wilson  was 
something  of 
an  aberra- 
tion in  a  , 
long  period 
of  Republi- 
can domi- 
nance of 
American 
politics. 
From  1896 
to  1928,  the 
Republicans 
won  seven  of 
nine  Presiden- 
tial elections 
and  controlled 
Congress  for  all 
but  six  years. 
The  Democrats 
were  deeply 
divided  between 
their  urban, 
immigrant  wings 
and  their  south- 
ern and  western  agrarian  wings. 
The  Republicans  enjoyed  the  united 
support  of  a  broad,  middle  class 
coalition  consisting  primarily  of 
white  Protestants. 

The  Great  Depression  shattered 
the  Republican  Party's  dominance 
of  national  politics  and  created  a 
new  Democratic  coalition, 
led  at  first  by  Franklin 
Roosevelt,  that  dom- 
inated elections  for 
most  of  the  next 
30  years.  The 
Republicans 
revived  in  the 
early  1950s  with 
the  election  of 
Dwight  D.  Eisen-  'Wt 
hower,  and  again,  ^ 
more  decisively,  in 
the  late  1960s  in  the 
wake  of  the  social  and  politi- 
cal turmoil  that  accompanied  the 
Vietnam  War. 

Republican  Conventions,  with  a 
few  exceptions,  have  been  calm  and 


generally  harmonious,  a  reflection 
of  the  party's  greater  homogeneity. 
Beginning  in  1964  and  culminating 
in  the  1980s,  Republican  Conven- 
tions became  plat- 


iGOP 


Political  Conventions  are 
always  occasions  for  demonstration  and  ritual. 


forms  for  articulating  and  promot- 
ing a  new  and  more  assertive  con- 
servatism. Nothing  more  clearly 
defined  the  Republican  Party  of  our 
own  time  than  the  dramatic  accep- 
tance speeches  of  Ronald  Reagan  in 
1980  and  1984.  Nothing  more  deci- 
sively affected  the  1988  Presidential 
election  than  George  Bush's 
acceptance  speech  in 
which  he  tied  himself 
to  Reagan's  legacy. 
The  rise  of  the 
Republican  right 
has  given  its  con- 
ventions an  ideo- 
logical energy, 
even  a  sense  of 
mission,  that  has 
helped  transform 
the  party  and,  with  it, 
the  American  political 
landscape.  ■ 

This  text  was  written  by  Alan 
Brinkley,  Professor  of  History, 
Columbia  University 
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flood.  But,  then,  pumps  are  just  part  ^^P^IP^^^^ 
of  the  new  technology  that  has  made  us  a  world  leader  in  supplying  clean  water, 
treating  municipal  waste  water,  and  meeting  today's  challenges  to 
V  protect  the  environment.  There  are  nine  businesses  in  ITT.  This  is  the  one 
that  deals  with  the  most  precious  resource  in  the  world.  Water. 

ITT  FLUID  TECHNOLOGY 
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Iigher  productivity.  It's  every  economy's  mantra, 
because  it  gives  everyone  a  bigger  slice  of  the  pie. 
And  it's  sure  to  be  a  phrase  that  politicians  intone 
n  in  a  Presidential  I'ace  that  hinges  so  much  on  eco- 
lic  issues. 

he  way  to  achieve  better  productivity:  long-term  in- 
dents in  job  training,  state-of-the-art  machines,  new 
dings,  and  advanced  technologies  that  generate  more 
)ut  per  hour.  Unfortunately,  that's  not  the  way  Amer- 
is  going  about  it  right  now. 

Instead  of  looking  long-term, 
many  companies  are  just  trying 
to  survive  in  the  here  and  now. 
Three  and  a  half  years  of  eco- 
nomic stagnation  have  placed  tre- 
mendous pressure  on  businesses 
to  keep  expenses  in  line  in  order 
to  shore  up  earnings.  So  outlays 
for  productivity-enhancing  pro- 
grams are  often  shunted  aside 
in  preference  for  cost  cuts  that 
help  to  boost  profits, 
he  risks  to  corporate  survival  are  real.  Business  fail- 
;  jumped  16.8%  in  the  first  half  of  1992,  after  setting  a 
ird  in  1991,  according  to  Dun  &  Bradstreet  Corp.  D&B 
>  that  failures,  a  lagging  indicator,  will  rise  further  in 
!  as  the  weak  economy  continues  to  take  its  toll. 

■FICIENCY  In  this  tense  environment,  productivity 
MHS  ARE  gains  seem  to  be  the  by-product  of  corpo- 
KELY  rate  decision-making  rather  than  a  goal. 

)  FADE  Indeed,  productivity  is  posting  some  im- 
;sive  gains  this  year,  but  that's  mostly  because  compa- 
are  keeping  the  lids  on  their  payrolls, 
utput  per  hour  among  nonfarm  businesses  rose  at  an 
jal  rate  of  2.3%  in  the  second  ciuarter,  following  a  3.8% 
5  in  the  first  cjuarter.  But  in  both  periods,  hours 
ked  fell,  as  many  companies  continued  to  shed  work- 
Output  is  up  a  meager  1.8%  during  the  past  year, 
e  hours  worked  are  down  0.7%. 
3  far,  the  economy's  productivity  gains  look  like  the 
il  cyclical  advances  that  occur  duri?ig  and  after  a  reces- 
.  But  over  the  long  haul,  these  gains  are  likely  to  fade 
luse  of  America's  poor  record  on  investment.  In  the 
-  decade,  investment  in  new  plants  and  equipment  as 
jrcentage  of  gross  domestic  product  has  fallen  from 
to  10%.  Meanwhile,  such  investment  in  Germany, 
example,  has  risen  from  11%  to  14%.  Clearly,  global 
petition  reciuires  more  than  lean  payrolls. 


SLOW  PRICES, 
SLOWER  COSTS 


 INFLATION*  

  UNIT  LABOR  COSTS  ^ 

1     !     1     1     1     1     1     1     1     1     1  1 

For  now,  the  combination  of  cost-cutting  and  productiv- 
ity gains  does  have  one  major  benefit:  lower  inflation.  Unit 
labor  cost  determines  the  underlying  pressure  on  compa- 
nies to  raise  prices.  And  the  productivity  report  shows 
that  the  cost  of  workers  producing  a  single  unit  of  output 
barely  rose  for  the  third  consecutive  quarter. 

The  numbers  are  impressive.  Growth  in  wages  and 
benefits  has  slowed  from  a  yearly  pace  of  5%  in  the  sec- 
ond quarter  of  1991  to  just  3.3%  last  quarter.  At  the 
same  time,  productivity  growth  has  taken  a  180-degree 
turn.  It  was  declining  by  0.6%  a  year  ago,  but  since  then 
has  risen  by  2.6%.  The  result  of  these  two  trends:  The 
pace  of  unit  labor  costs  has  plummeted  from  5.6%  a  year 
ago  to  a  scant  0.7%  in  the  second  quarter— the  slowest 
yearly  pace  in  more  than  eight  years. 

The  slowdown  in  unit  labor 
costs  makes  inflation  in  the  2%- 
to-3%  range  for  1992  and  1993  a 
real  possibility.  In  fact,  bond  in- 
vestors are  lowering  their  infla- 
tion expectations.  Bond  yields  at 
7%— and  30-year  mortgage  rates 
below  7/L'%— now  look  likely. 

The  latest  price  reports  look 
tame.  Producer  prices  of  finished 
goods  rose  0.1%  in  July.  During 
the  past  year,  inflation  for  facto- 
ry goods  is  running  at  a  cool  1.8%.  The  core  rate,  which 
excludes  food  and  energy,  is  only  2.6%  (chait,  left).  More- 
over, the  Commodity  Research  Bureau's  futures  index  of 
commodity  prices  hit  a  six-year  low  on  Aug.  11. 

With  pricing  power  so  weak.  Corporate  America's  re- 
cent success  in  boosting  profits  is  largely  the  result  of  fat- 
ter margins.  While  economywide  inflation— measured  by 
the  GDP  fixed-weight  price  index— has  slowed,  unit-labor 
costs  have  decelerated  even  more  sharply  (chart).  That 
means  businesses  can  make  more  money  even  when  sales 
are  weak.  However,  sustained  profit  growth  requires 
stronger  demand. 

I JOB  GAINS  But  there's  the  rub.  Businesses  are  put- 
ARE  DEAD  ting  themselves  into  a  great  position  once 
IN  THE  the  economy  picks  up.  But  right  now,  job 

WATER  growth  is  suffering  greatly  as  businesses 

try  to  get  by  with  fewer  workers.  This  structural  change 
is  the  biggest  reason  why  consumers  remain  skeptical 
that  the  U.  S.  is  in  a  recovery— and  that's  why  their 
purse  strings  are  so  tight. 

True,  the  employment  picture  looks  better  now  than  it 
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did  on  July  2,  when  the  Lal)or  Dept.  released  a  stunnint^- 
ly  bleak  report  on  June  employment.  In  a  rosier-looking 
July  report,  Labor  said  that  nonfarm  payrolls  grew  by 
198,000  slots  last  month,  and  the  drop  in  June  jobs,  orig- 
inally reported  at  117,000,  was  revised  to  only  63,000.  In 
addition,  the  unemployment  rate  edged  a  bit  lower  last 
month,  down  to  7.7%,  from  June's  7.8%. 

But  the  cheerier  news  only  masked  the  churnings  in  the 
labor  markets  caused  by  cost-cutting.  One-third  of  the 
new  jobs  were  in  the  government  sector,  and  most  of 
those  came  from  an  expansion  of  federal  programs  that 
provide  temporary  summer  jobs  for  teenagers.  When 
these  youths  head  back  to  school,  government  payrolls  will 
show  a  big  drop,  probably  in  Septeml)er. 

Private  employment  added 
110,000  jobs  in  July,  barely  re- 
versing 82,000  jobs  lost  in  June. 
After  a  sharp  drop  during  the 
recession,  payrolls  have  gained 
almost  no  gi'ound  (chart).  Facto- 
ry employment  was  up  by  just 
1,000  jobs  in  July,  as  a  loss  of 
17,000  defense-related  positions 
offset  gains  elsewhere. 

Even  as  manufacturers  hold 
the  line  on  hiring,  though,  they 
are  keeping  the  workweek  at  a  fairly  high  level.  The 
factory  workweek  was  unchanged  from  June,  at  41.5 
houi's.  Long  hours  are  another  sign  of  the  campaign  to  get 
the  job  done  with  fewer  workers. 

That's  even  finer  among  the  ranks  of  white-collar  work- 
ers. Companies  are  making  serious,  structural  changes 
by  eliminating  many  managerial  positions.  During  the 
past  year,  for  example,  69%  of  factory  job  losses  have 
been  in  nonproduction  workers.  More  than  likely,  these 
are  not  layoffs  but  permanent  job  cuts. 

In  another  move  toward  belt-tightening,  businesses  are 
meting  out  smaller  pay  increases.  Nonfarm  wages  were 
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unchanged  last  month,  at  $10.58  per  hour,  and  factory 
rose  1<P,  to  S  11.45.  Nonfarm  hourly  pay  is  growing  at 
slowest  rate  in  five  years. 


THE  DEBT  BURD 
IS  STILL  SHRINK! 
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I THIN  The  weak  gains  in  income  are  puttir 

WALLETS  squeeze  on  consumer  spending.  And 
AND  FAT  debt  buildup  of  the  1980s  means  t 
lOUs  many  households  are  unable  to  use  crt 

Less  borrowing  is  another  reason  why  consumers  ar 
providing  their  usual  post-recession  spending  boost 

Consumer  installment  credit  fell  by  $1  billion  in  Ji 
its  fifth  drop  in  a  row.  The  nearly  two-year  decline  ir 
stallment  debt  outstanding  is  the  steepest  on  record. 

But  not  all  of  that  decline  re- 
flects an  aversion  to  Iwrrowing. 
Home  equity  lines  of  credit  are 
replacing  some  of  the  traditional 
installment  debt.  Since  early 
1990,  home  equity  loans  have  ris- 
en by  some  $8  billion,  while  oth- 
er tyi^es  of  installment  credit  has 
slipped  by  $12  billion. 

Even  with  the  gi'owth  of  home 
eciuity  loans,  households  are  par- 
ing down  their  debt  burden.  In- 
stallment debt  plus  home  equity  loans  stood  at  18°/ 
aftertax  income  last  quarter,  down  from  a  record  hig 
19.9%  in  the  third  quarter  of  1989  (chart).  That  tr 
will  continue  in  an  era  of  job  insecurity  and  miserly 
raises. 

Increasing  the  efficiency  of  workers  could  allev 
some  of  these  worries,  because  higher  productivity  w( 
mean  better  wages  without  higher  inflation  or  lower  p 
its.  However,  generating  greater  efficiency  will  tak 
bigger  commitment  on  the  part  of  corporations  to  inves 
technology  and  training.  Right  now,  though,  business 
ecutives  are  concentrating  on  short-term  survival  rat 
than  long-term  prosperity. 


INSHLLMENT  AND 
HOMHOUITY  DEBT 

AS  A  PERCENT  OF 
DISPOSABLE  INCOME 
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THE  WEEK  AHEAD 


HOUSING  STARTS 


Tuesddi/,  Any.  18,  8:S0  (um. 
Housing  starts  probably  increased  mod- 
erately in  July  to  an  annual  I'ate  of  1.2 
million,  from  a  1.17  million  pace  in  June. 
That's  tlie  expectation  of  economists  sur- 
veyed by  MMs  Intei-national,  a  division  of 
McGr-aw-Hill  Inc.  The  housing  recoveiy, 
which  began  in  early  1991,  started  to 
faltei-  in  the  first  half  of  1!'".)2,  as  jolis 
and  incomes  did  not  gi'ow  fast  enough  to 
boost  home  buying.  Mortgage  rates  fell 
sharply  in  July,  however,  after  the  Fed- 
eral Reserve  cut  short-term  interest 
rates.  These  cheaper  rates— now  at  their 
lowest  in  19  years— have  probably  re- 
vived the  housing  market  .somewhat  in 
the  summer.  And  a  rise  in  consumer 


demand  likely  caused  builders  to  pick 
up  their  hainmei's  once  again. 

MERCHANDISE  TRADE  DEFICIT  

Wednvtidaij,  Aug.  lU,  8:S0  a.m. 
The  foreign  trade  deficit  likely  narrowed 
in  June,  to  about  $6.5  billion,  after  in- 
creasing to  $7.4  billion  in  May.  The  MMS 
economists  expect  that  exports  I'ose  af- 
ter three  consecutive  declines.  And  im- 
ports also  increased  in  June,  but  by  a 
smallei'  amount.  Imports  had  fallen  l)y 
1.4%  in  May. 

INITIAL  UNEMPLOYMENT  CLAIMS 

Thursday,  Aug.  20,  8:30  a.m. 
New  filings  for  state  unemployment  ben- 
efits likely  dropped  back  to  an  annual 
rate  of  about  430,000  for  the  week  end- 


ed Aug.  8.  Claims  had  skyrocketed 
late  July  as  plant  closings  by  Gen 
Motors  Corp.  temporai-ily  pushed  ter 
thousands  of  auto  workers  onto  the 
employment  lines.  Those  layoffs  boo 
new  claims  to  an  annual  rate  of  469 
in  the  week  ended  July  25. 

FEDERAL  BUDGET 


Fridai/,  Aug.  21 

The  U.  S.  govei-nment  is  likely  to 
nounce  a  deficit  of  about  $30  l)illio 
July.  That  would  be  less  than  the  $ 
billion  budget  gap  reported  for  J 
1991.  Slower  payments  for  thrift 
outs  ai-e  stanching  some  of  the  red 
flow.  For  all  of  fiscal  1992,  the  Tr 
ury  Dept.  is  expected  to  {jost  a  defic 
$300  billion  to  $315  billion. 
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Our  area  of  expertise. 


Our  name  may  suggest  that  Union  Bank 
of  Switzerland's  strengths  lie  outside  the  United 
States.  But  this  perception  can  be  misleading. 

For  as  a  universal  bank  with  a  truly  global 
presence,  what  UBS  otters  clients  in  the  U.S.  is 
significant,  as  well. 

Our  U.S.  operations  have  consolidated  assets 
of  over  $30  billion.  And  we  employ  more  than 
1500  professionals  in  our  five  American  offices. 

All  of  which  makes  UBS  a  strong  and  grow- 


ing domestic  force  in  areas  as  diverse  as  corporate 
and  investment  banking.  Private  banlong.  Institu- 
tional asset  management  and  treasury  services. 

Sound  reasons,  indeed,  for  doing  business 
with  one  of  the  world's  largest  financial  institu- 
tions. And  one  of  a  very  few  rated  Triple- A. 

Union  Bank  of  Switzerland.  An  influential 
presence  in  any  financial  sphere  in  which  you 
wish  to  move. 


Jnion  Bank  of  Switzerland,  299  Park  Avenue,  New  York,  NY  10171 

Dfhces  In  North  America;  Chicago,  Houston,  Los  Angeles,  San  Francisco,  Toronto,  Montreal 
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THE  GREAT 
GOP  DIVIDE 


After  years  of  unity  and 
dominance^  the  Republicans 
are  riven  and  vulnerable 
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light  about  now,  Republican 
vention-goers  from  Augusta; 
Anaheim   should   be  a  gi 
bunch.  Time  to  pack  up  the  old  kit 
and  dust  off  that  goofy  hat.  Time  to 
on  the  convention  medals  that  make 
delegates  resemble  nothing  so  much 
preening  Third  World  colonels. 

But  as  the  party's  Aug.  17-20  com 
tion  in  Houston  draws  near,  someth  pit;  ^ 
is  clearly  amiss.  When  Republicans 
fired  up,  their  voices  can  be  heard  t 
ing  for  liberal  prey  clear  across  the  la 
Yet  as  the  party  faithful  prepare  to 
anoint  George  Bush  in  his  adop 
hometown  of  Houston,  the  chants 
"Four  more  years"  are  muted.  lnst( 
there's  growing  anxiety  over  the  G( 
ability  to  hang  on  to  the  White  Hons 
indeed,  over  the  very  soul  of  the  Gr 
Old  Party  itself. 

Inside  the  Republican  "big  tent," 
not  a  pretty  picture.  New  Right  activ 
are  battling  paleo-conservatives.  Tax-( 
ters  are  jabbing  fingers  at  budget- 
ancers.  Prochoice  GOP  women  are  bar 
on  speaking  terms  with  their  anti-al: 
tion  counterparts.  And  party  theori 
admit  that  despite  heated  debate.  Rep 
licans  have  failed  to  come  up  wit! 
post-cold-war  agenda — or  an  econo 
strategy  that  rises  above  Reagan! 
and  Bush's  drifting  incrementalism 

Is  this  any  way  to  kick  off  a  conv 
tion?  Hardly.  But  then,  Houston  wc 
be  your  typical  fun-in-the-sun  revel.  T  ^^^^^^^ 
woes  go  beyond  Bush's  dismal 
standings  or  the  belief  among 
staunch  supporters  in  the  business  c( 
munity  that  his  economic  policies  hi 
flopped  (page  28). 
'UNIQUE  CONTRIBUTION.'  There's 
concern  that  the  coalition  of  diehard  c 
servatives,  suburban  independents, 
blue-collar  workers  that  carried  Repul 
cans  to  the  White  House  in  five  outl 
the  past  six  Presidential  contests  is 
raveling.  "Normally,  party  dominance 
Presidential  elections  runs  in  cycles 
28  to  36  years,"  says  analyst  Kevin  Pi 
lips,  who  believes  revulsion  against  1 
publican  economic  excesses  is  tilting  1 
balance  of  power.  "George  Busl 
unique  contribution  will  be  to  acceler: 
that  timetable,"  he  says.  "The  fact  tl 
Bush  had  to  face  the  likes  of  Da 
Duke  and  Ross  Perot  is  only  a  sympti 
of  a  broader  decline  in  the  coalition 

Many  Republicans  dispute  this  noti< 
Says  Alan  Heslop,  a  political  scientist 
California's  Claremont  McKenna  C 
lege:  "Fascinating  as  Phillips'  den 
graphic  theories  are,  Bush's  major  prt 
lems  are  a  rotten  economy  and  the  f; 
that  in  Clinton,  he  is  facing  the  be 
most  silver-tongued  challenger  Dei 
crats  have  put  up  in  a  long  time 
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;  such  disclaimers,  signs  of  deeper 
blc  abound.  Amon^  them: 
ibellion  in  the  ranks.  Typically,  Demo- 
ic  conventions  are  New  Age  festi- 
where  the  party's  eccentric  factions 
t  in  full  plumage.  By  contrast,  (iOP 
:laves  are  displays 
)botic  harmony.  Not 

time.  While  the 
locrats'  New  York 
;ant  went  off  witli 
precision  of  a  Rock- 
s  matinee,  guess 

Republicans  are 
iding  the  days  leading  up  to 
r  Houston  hoedown? 
f're  battling  over  abortion. 
f're  buzzing  over  a  rene- 
;  movement  to  dump  Vice- 
sident  Dan  Quayle  and 
h  press  accounts  of  Bush's 
^ed  extramarital  affair. 

they're  watching  Housing 
etary  Jack  F.  Kemp's  lat- 
feverish  attempt  to  per- 
le  Bush  to  ditch  both  his 
.nced-budget  amendment 

his  stand-pat  economic 
1  in  favor  of  a  dramatic 
round  of  tax-cutting.  "Tax  simplifi- 
m,  expanding  the  economy,  energiz- 
the  inner  cities — that's  the  kind  of 
icious  agenda  the  President  needs," 
ires  Kemp.  "Negative  attacks  on 
ton  won't  do  the  trick." 
ish  Agonistes.  Propelled  by  an  upbeat 
sage  of  change,  Clinton  holds  a 
if  not  necessarily  deep.  20-point 
over  Bush.  Even  with  a  boffo  Hous- 
show.  White  House  strategists  fear 
President  could  still  be  staring  at  a 
oint  gap  after  Labor  Day.  "To  win, 
1  have  to  stage  one  of  the  most  re- 


markable political  comebacks  in  histo- 
ry," concedes  one  Presidential  adviser. 
■  The  econo-swamp.  After  four  years  of 
anemic  growth,  the  buoyant  economy 
Bush  needs  to  float  past  the  Democrats 
just  isn't  materializing.  July  unemploy- 
ment declined  a  tick,  to  l.T/',  but  10 
million  Americans  are  out  of  work, 
isunier  confidence  has  plunged. 


CAMPAIGNING  AT  A  PICNIC:  STALWARTS  DISMISS  SIGNS  OF 


and  the  jobless  rate  in  California  and 
key  industrial  states  is  well  above  the 
national  average.  In  the  Golden  State, 
source  of  54  electoral  votes  and  birth- 
place of  the  Reagan  Revolution,  the  pic- 
ture is  especially  grim.  With  his  lOUs 
bouncing  all  over  California,  Governor 
Pete  Wilson  has  found  it  necessary  to 
skip  the  convention.  As  a  measure  of 
just  how  grim  White  House  aides  consid- 
er the  economic  climate,  consider  this 
bit  of  gallows  humor  from  one  of  Bush's 
top  advisers:  "What's  the  difference 
between  Jimmy  Carter  and  George 


Bush?  Carter  had  more  housing  starts." 
■  The  agendo  gap.  Just  days  before  an 
Aug.  20  accefjtance  speech  that  will  be  a 
pivotal  moment  in  his  quest  for  survival, 
no  one  in  the  GOP  ranks  has  a  clue  as  to 
what  Bush  will  say  when  he  finishes 
scourging  "a  certain  governor  of  a  small 
state"  and  tries  to  outline  a  compelling 
second-term  agenda  (page  26). 

White  House  Chief  of  Staff 
Samuel  K.  Skinner  has 
launched  a  sweeping  domestic 
policy  review  aimed  at  filling  in 
the  blanks.  And  the  Adminis- 
tration is  humming  with  talk  of 
expanding  Bush's  health  plan 
and  maybe  stitching  together  a 
new  job-training  initiative.  But 
after  other  such  exercises,  in- 
cluding the  one  that  produced 
Bush's  underwhelming  January 
State  of  the  Union  address,  the 
letdown  has  been  enormous. 
"Millions  of  Americans  are 
looking  for  a  reason  to  vote  for 
George  Bush,"  says  Michael  K. 
Deaver,  deputy  chief  of  staff  in 
the  Reagan  Administration. 
"He  has  given  them  no  cause 


to  do  that.  Now,  'It's  Morning  Again  in 
America'  with  Clinton." 
■  Backlash  blues.  For  weeks,  Republican 
pollsters  have  watched  in  alarm  as  signs 
grew  of  a  possible  backlash  against  GOP 
congressional  candidates.  When  voters 
are  asked  how  they  intend  to  cast  their 
congressional  ballots  in  the  fall,  says 
GOP  pollster  Bill  Mclnturff,  "we're  see- 
ing Democrats  open  a  double-digit  lead." 
Bush  is  calling  on  voters  to  end  gridlock 
in  Washington  by  giving  the  Republi- 
cans control  of  Congress.  But  pollsters 
say  this  attempt  to  nationalize  the  elec- 


THE  MARCH  OF  THE  SWING  VOTERS 


'BEATS 

ing,  optimistic,  firm  believers  in  Amer- 
Moderates  who  loved  Reagan's  per- 
ality,  not  his  politics.  1396  of  electorate 


DISAFFECTED 

Pessimistic,  financially  pressured.  Historic-  , 
ally  Democratic,  but  voted  GOP  in  last  three 
Presidential  elections.  1096  of  electorate 


BYSTANDERS 

Young,  predominantly  white,  apolitical, 
uninformed,  poorly  educated. 
996  of  electorate 


VOTE 
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tion  may  misread  the  mood  of  angry 
voters,  who  are  taking  aim  at  all 
incumbents — and  could  reserve  special 
ire  for  Republicans  if  the  election  be- 
comes a  referendum  on  Bush's  economic 
stewardship. 

Many  of  these  problems  are  short- 
term,  and  GOP  political  operatives  agree 
that  few  are  insurmountable — especially 
with  Secretary  of  State  James  A.  Baker 
III  riding  to  the  Bush  campaign's  rescue 
with  six-guns  blazing.  More  troubling  to 
Republicans  in  the  long  term  is  evidence 
that  under  Bush's  tenure,  the  alliance  of 
economic  conservatives,  social  conserva- 
tives, suburban  independents,  and  Rea- 
gan Democrats  has  fractured. 

Economic  conservatives,  though  they 


may  yet  drift  back,  consider  Bush's  per- 
fidy on  his  "Read  my  lips"  tax  pledge  an 
act  of  surpassing  treason.  "Bush  has 
just  thrown  these  people  away,"  fumes 
Adam  Meyerson,  editor  of  the  Heritage 
Foundation's  quarterly  Policy  Review. 
"Conservatives  feel  his  economic  policies, 
have  been  so  disastrous,  Clinton  couldn't 
be  much  worse."  Adds  Burton  Yale 
Pines,  chairman  of  the  National  Center 
for  Public  Policy  Research:  "Kennedy, 
Roosevelt,  and  Reagan  did  not  get  peo- 
ple inspired  with  economic  laundry  lists. 
They  did  it  with  promises  to  'Get  the 
country  moving  again.'  Bush's  campaign 
credo  seems  to  be:  'Prudent  change — 
but  not  too  fast'  " 
Social  conservatives,  notably  the  reli- 


gious right  and  anti-abortion  forces, 
still  in  the  Republican  corner,  thanksj 
Bush's  odes  to  "family  values"  and 
opposition  to  abortion.  But  that  very 
legiance  is  driving  a  wedge  through  ( 
ranks,  as  alarm  over  the  Supre 
Court's  narrowing  of  Roe  v.  Wade  \ 
pels  suburban  GOP  v/omen  to  proch( 
Democrats.  "This  is  a  very  serious  n 
ter  for  the  Republican  Party,"  s; 
Rutgers  University  political  scienB^ 
Ruth  B.  Mandel.  "It  now  has  the  opt 
of  seeing  prochoice  Republican  won 
stay  home  on  Election  Day,  cross  o 
and  vote  for  Democrats,  or  maybe  v 
for  Bush." 

Beginning  in  1968  and  throughout 
Republicans'  long  ascent  to  Presiden 
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Commentary/by  Douglas  Harbrecht  and  Howard  Gleckman 

IT'S  NOT  TOO  LATE  FOR  BUSH  TO  GET  'THE  VISION  THING' 
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In  1988,  George  Bush  dismissed  the 
importance  of  offering  Americans  a 
clear  picture  of  where  he  aimed  to 
take  the  nation.  He  lacked  "the  vision 
thing,"  he  shrugged.  Big  mistake.  The 
Bush  Administration's  general  aimless- 
ness  is  a  big  reason  why  vot- 
ers' have  lost  faith  in  his  Pres- 
idency. Now,  as  worried 
Republican  delegates  prepare 
to  rendezvous  in  Houston, 
Bush  finds  himself  under  in- 
tense pressure  to  show  the 
nation  a  newly  focused  agen- 
da for  a  post-cold-war  future. 

Even  as  the  White  House  frantically 
sifts  policy  options  for  Bush's  Aug.  20 
acceptance  speech,  the  President,  lapsing 
into  a  bit  of  vintage  Bushspeak,  still  de- 
rides the  need  for  bold  action.  It's  "all 
part  of  the  change  thing,"  he  says.  Yet  if 
there  is  to  be  a  second  term,  he'll  have  to 
bring  to  domestic  issues  the  sort  of  sus- 
tained leadership  he  dis- 
played in  organizing  Opera- 
tion Desert  Storm.  "The 
electorate  is  just  waiting  for 
someone  to  say,  'I  can  trans- 
form the  system  if  you  want 
me  to,' "  says  Bush  cam- 
paign issues  adviser  James 
P.  Pinkerton. 

But  will  Bush  rise  to  the 
challenge? 

HYPERCAUTIOUS.  Transform- 
ing the  system  is  a  tall  or- 
der for  a  man  whose  watch- 
words have  always  been: 
"Don't  mess  things  up." 
Just  the  same,  there  are 
ways  that  even  the  hyper- 
cautious   Bush  could  help 


cure  the  nation's  ills.  He  could  take  real 
steps  toward  slashing  the  deficit,  boost 
growth  through  tax  incentives,  and  get  a 
grip  on  soaring  health  costs.  He  could 
restructure  the  crazily  askew  relation- 
ship between  the  federal  government 
and  the  states  and  push  Con- 
gress toward  the  internal  re- 
form it  so  desperately  needs. 
With  just  a  little  imagination. 
Bush  could  still  end  up  a  suc- 
cessful two-term  President. 

He  won't  accomplish  much 
without  first  tackling  the  defi- 
cit that  has  paralyzed  his  Administration 
for  four  years.  Bush  has  spent  his  term 
trying  to  balance  Ronald  Reagan's  view 
that  the  deficit  doesn't  matter  with  his 
own  gut  feeling  that  it's  a  major  drag  on 
the  economy.  This  is  the  time  for  him  to 
stop  trying  to  pretend  he's  The  Gipper's 
ideological  heir.  And  that  means  no  more 
"Read  my  lips — no  new  taxes"  vows.  No 


NOTES  ON  A  SECOND-TERM  AGENDA 


George  Bush  may  have  trouble  spelling  out  a  bold  vision.  But  tackling  a 
fev/  real-world  projects  could  make  the  President's  second  term  a  success. 


CUT  THE  DEFICIT  Bush  could  cut  the  $330  billion  annual  federal  budget 

entitlement  growth.  And  real  action  to 
mic  recovery 


more  avoiding  tough  spending 
with  clever  changes  in  the  bud{ 
cess.  Balancing  the  budget  mea 
ting  spending  and  raising  taxes- 
Bush  could  put  together  a 
plan  to  cut  the  deficit  in  half  by  1 
ought  to  make  certain  that  all  An: 
share  the  burden  fairly.  And  un 
earlier,  halfhearted  efforts,  i\ 
must  show  results.  The  payoff:  V 
deficit  on  a  downward  track.  Bus 
lean  on  Federal  Reserve  Chairm; 
Greenspan  to  keep  interest  rates 
BITTER  BATTLE.  How  to  do  it?  Fo 
ers.  Bush  might  adopt  part  of  Rc 
ot's  game  plan  and  tax  Social 
benefits  the  same  way  private  p 
are  taxed.  Then,  he  should  tackle 
the  biggest  spending  programs- 
care — by  requiring  middle-incom 
ees  to  pay  a  bit  more.  Together 
two  programs  soak  up  $400  billior 
$1.4  trillion  annual  federal  budge 
also  needs  to  dumji; 
quaint  relics  as  the 
Electrification  Adm 
tion  and  Radio  Free  1 
But  Bush's  secoH' 
needn't  be  all  pain  a: 
ery.  The  purpose  of  i 
cal  policy  is  to  enck 
economic  expansior 
Bush  needs  to  renewi 
cus  on  growth. 

For  four  years,  ihi^ 
dent  has  been  fighn 
frustrating  battle  wit 
gress  over  capital-gai^ 
es.  And  he  has  majori' 
port  for  a  plan  thatv 
cut  taxes  on  inveso 
But  he  sabotages  h' 
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er,  the  support  of  ethnic,  blue-collar 
locrats  has  been  essential  to  victory, 
resistance  to  taxes,  plus  a{)peals  to 
iotisni  and  the  skillful  exploitation  of 
il  tension,  usually  succeeded  in  keep- 
these  nominal  Democrats  in  the  COP 
mn.  But  after  four  years  of  having 
A'allow  Dr.  Bush's  less-than-amazing 
omic  elixir,  some  of  these  Reagan 
locrats  are  ready  to  bolt.  "They're 
h  more  ready  to  be  Democrats  this 
'  than  Reaganites,"  says  Democratic 
iter  Peter  Hart. 

iATENED  PENSIONS.  Moreover,  "look 
le  some  of  these  older  suburbs,  and 
11  find  55-year-old  men  who  thought 
!rica  was  on  top  of  the  world  when 
were  in  the  service,"  says  Phillips, 
w,  they  wonder  whether  their  jobs 
ensions  are  going  to  be  there.  Bush 


has  done  squat  for  them,  which  is  why 
they  drifted  to  Perot  and  are  now  with 
Clinton." 

There  are  more  discouraging  portents 
for  the  GOP.  The  bloc  of  under-30  voters, 
once  a  mainstay  of  Reagan's  support, 
has  left  Bush  City  in  search  of  the  over- 
the-horizon  glow  of  Clinton-Gore  Came- 
lot  (charts,  page  25).  Dan  Quayle's  claim 
to  be  a  generational  lure  for  these  youn- 
ger voters  now  seems,  like  so  much  else 
about  his  selection,  to  be  laughable.  And 
while  the  Vice-President  struggles  to 
rally  fractious  GOP  conservatives,  an  un- 
ruly crop  of  party  rivals,  among  them 
Kemp,  Texas  Senator  Phil  Gramm,  Pat 
Buchanan,  and  former  Bush  drug  czar 
William  J.  Bennett,  are  already  looking 
past  Quayle  in  preparation  for  a  bruis- 
ing Presidential  slugfest  in  1996. 


None  of  those  fault  lines  will  be  readi- 
ly apparent  when  the  hordes  inside  the 
Astrodome  start  chanting  their  huzzahs. 
But  look  beyond  the  bombast,  and  you 
may  conclude  that  Houston  looms  less 
as  celebration  than  an  elegiac  gathering 
of  some  lost  and  angry  tribe. 

To  understand  why,  consider  these 
musings  from  Lyn  Nofziger,  a  diehard 
Reagan  loyalist:  "Bush  is  in  serious  dan- 
ger of  losing  this  thing.  I'm  not  sure  this 
is  all  bad.  Parties  get  tired.  They  can 
stay  in  the  White  House  too  long.  After 
a  while,  they  just  govern.  It  can  take  a 
defeat  to  remind  them  of  what  they 
stand- for.  So  if  we  don't  lo.se  this  time, 
we'll  lose  next  time.  Because  we're  old. 
We're  old,  and  we're  tired." 
By  Lcc  Walczak,  with  Richard  S.  DanhaiH 
and  Douglas  Harbrccht.  in  Washington 


every  time  he  insists  the  cut 
revenues  to  the  budget.  Instead, 
i  propose  the  tax  cut  along  with 
IS  of  paying  for  it.  That  would 
le  1990  budget  agreement's  de- 
it  tax  cuts  be  offset  by  revenue 
.  He  should  also  include  new 
3  for  business  investment  in  cap- 
iment,  perhaps  with  a  temporary 
t.  And  as  a  long-term  project, 
1  plow  the  ground  for  proposals 
le  double  taxation  of  corporate 


I  to  cut  the  deficit 
sustained  without 
le  nation's  health 
;em.  But  the  Presi- 
ov.'n  plan,  built 
ealth  care  vouchers 
credits  for  low-in- 
Tiilies  is  too,  well. 
It  tinkers  with  the 
the  problem,  won't 
overage  as  much  as 
i,  and  would  do  lit- 
itain  costs, 
is  an  alternative, 
lid  embrace  a  pro- 
cked  by  conserva- 
nocrats  and  many 
ins.  The  plan  al- 
ployers  to  deduct 
nefit  expenses  only 
buy  coverage  from 
-care  networks.  The 


federalism"  rhetoric  by  giving  the  states 
real  freedom  to  innovate.  Bush  talks  of 
experimentation,  but  when  Oregon  came 
up  with  a  radical  new  approach  to  medic- 
aid built  around  medical  rationing,  he  re- 
jected it.  "The  confused  relations  be- 
tween state  and  federal  governments 
have  only  added  to  the  sense  of  grid- 
lock," says  economist  John  F.  Cogan  of 
the  conservative  Hoover  Institution. 
"Bush  could  rationally  sort  out  govern- 
ment responsibility."  That  would  require 


RETIREES  AT  PLAY  IN  ARIZONA:  ALL  SOCIAL  SECURITY  COULD  BE  TAXED 


lower-cost, 
deductions 
limited  to  basic  coverage — em- 
would  get  no  tax  breaks  for 
travagant  benefits.  The  plan 
so  protect  the  poor  and  help 
rkers  who  otherwise  couldn't  af- 
rance. 

/ould  have  to  take  on  employers 
'y  about  loss  of  their  tax  deduc- 
i  small  insurers  that  couldn't 
in  a  managed-care  world.  But 
up  and  fighting  is  what  second 
3  supposed  to  be  for. 
esident  also  could  back  his  "new 


Washington  to  bear  the  full  burden  of 
some  programs  while  turning  over  oth- 
ers completely  to  the  states.  For  exam- 
ple, the  feds  could  take  charge  of  medic- 
aid and  let  states  assume  control  of  aid 
to  families  with  dependent  children. 
MILITARY  SAVINGS.  To  complete  his  bud- 
get plan.  Bush  must  come  down  hard  on 
the  Pentagon  by  setting  national  security 
objectives  and  figuring  out  what  it  will 
cost  to  achieve  them.  He  should  dump 
unnecessary  weapons  systems  and  end 
the  duplication  of  roles  among  the  ser- 
vices. 'To  cushion  the  blow,  Bush  could 
spend  at  least  some  of  the  savings  on 


programs  aimed  at  retraining  workers. 

Overseas,  Bush  needs  to  refocus  his 
attention.  First  and  foremost,  "we  need  a 
Japan  policy,"  says  Ellen  L.  Frost,  senior 
fellow  at  the  Institute  for  International 
Economics.  Bush  doesn't  have  a  single 
Japan  expert  among  his  top  cadre  of  for- 
eign policy  aides.  A  national  security  ad- 
viser with  an  economics  background 
would  be  a  good  start.  And  on  the  trade 
front,  instead  of  reacting  to  whichever 
domestic  industry  makes  the  most  noise, 
the  Administration  should 
decide  which  industries  and 
technologies  will  be  key  to 
U.  S.  competitiveness  and 
focus  its  market-opening 
pressure  in  those  areas. 
Picking  winners  and  losers? 
No,  that's  setting  priorities. 

Bush  could  do  the  same 
with  Congress.  Although 
they  usually  resent  outsid- 
ers' advice  on  how  to  run 
their  affairs,  lawmakers 
could  use  a  hand  in  cleaning 
their  Augean  stables.  Bush 
should  embrace  a  bipartisan 
effort  to  streamline  the 
complex  web  of  committees 
and  cut  the  Hill's  $3  billion- 
a-year  budget. 
In  New  York  last  month. 
Democrat  Bill  Clinton  compared  Bush  to 
ill-fated  Civil  War  General  George  B.  Mc- 
Clellan,  who  built  a  great  army  but  re- 
fused to  use  it.  Privately,  a  lot  of  Repub- 
licans now  are  making  the  same  point. 
The  Presidency  is  the  most  powerful  of- 
fice in  the  world.  But  in  his  first  four 
years,  the  self-proclaimed  "foreign  poli- 
cy" President  was  never  willing  to  lead 
the  charge  on  the  domestic  front.  Unless 
he  has  a  better  battle  plan  for  the  next 
four  years,  even  the  glow  of  a  stunning 
come-from-behind  victory  in  November 
will  fade  in  the  cold  light  of  a  visionless 
second  term. 
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EXECUTIVE  OPINION  I 


BUSH  CAN'T  EVEN  COUNT  ON 
THE  CORNER  OFFICE 


CEOs  still  mostly  back  the  big  boss — but  with  notably  little  enthusiasm 


R 


,eagan  Democrats  are  deserting 
the  Grand  Old  Party.  The  gender 
Lgap  is  wider  than  ever.  California 
is  all  but  lost  for  George  Bush.  Even  his 
home  state  of  Texas  is  up  for  grabs.  But 
for  solace,  the  President  can  always  look 
to  Corporate  America,  right? 
Maybe  not. 

On  the  record,  most  chief 
executives  are  Bush  backers. 
Scratch  a  little,  however,  and 
it's  clear  that  support  is  weak 
among  corporate  chieftains. 
They  fault  Bush  for  failing  to 
push  his  domestic  agenda,  then  blaming 
Congress.  "That's  an  insufficient  an- 
swer," complains  one  CEO  who  has 
raised  money  for  Bush.  "His  job  is  to  be 
as  persistent  with  Congress  as  he  has 
been  with  the  Arabs  and  the  Israelis." 

Indeed,  just  when  Bush  needs  the  sup- 
port most,  the  GOP's  lock  on  America's 
executive  suites  may  be  cracking.  A  few 
big-name  CEOs  now  say  they'll  vote  for 
the  change  that  Democratic  candidate 
Bill  Clinton  promises.  Among  them:  Xe- 
rox Corp.  Chief  Paul  A.  Allaire  and  Sara 
Lee  Corp.  CEO  John  H.  Bryan.  "Clinton 
will  invest  in  America  so  our  competi- 
tiveness is  improved,"  says  Allaire.  "It 
won't  be  just  spending."  Others  appear 
to  feel  the  same  way:  On  Aug.  10,  Clin- 
ton met  in  New  York  with  26  CEOs  who 
back  him  or  are  leaning  his  way. 
DUMP  DAN.  There's  more  bad  news  for 
Bush  in  ursiNESS  WEEK's  new  poll  of 
executives  (page  29).  It  shows  strong 
dissatisfaction  with  his  economic  man- 
agement: 767(  rate  it  fair  or  poor.  A 
staggering  61%  think  he  should  dump 
'Vice-President  Dan  Quayle.  But  Clin- 
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ton's  program  gets  mixed  reviews,  too, 
with  most  respondents  nixing  his  health 
care,  tax,  and  employee-training  plans. 

Certainly,  there  is  no  rush  to  Clinton 
among  CEOs.  But  frustration  and  anger 
with  Bush  is  spilling  into  the  open.  "We 
have  no  national  agenda," 
griped  TRW  Inc.'s  Joseph  T. 
Gorman  at  an  auto  confer- 
ence on  Aug.  5.  "The  fabric 
of  our  society  is  coming 
apart,  and  we're  not  getting 
the  leadership  we  need." 
It's  bad  enough  there  is  lit- 
tle confidence  that  Bush  is  steering  the 
right  economic  course;  worse,  there's  no 
enthusiasm  for  a  Bush  second  term — 
even  among  rock-ribbed  Republicans. 
"People  look  at  his  lack  of  action,  and 
they've  projected  the  Re- 
publicans as  the  party 
that  can't  do  anything," 
says  Howard  P.  Allen,  re- 
tired chairman  of  SCE- 
corp,  where  he  heads  the 
board's  executive  com- 
mittee. "My  father  would 
turn  over  in  his  grave, 
but  we  need  some  sort  of 
a  wPA-type  program — 
more  action  to  encourage 
investments." 

Chrysler  Corp.'s  Lee  A. 
lacocca,  who  for  a  while 
backed  Ross  Perot,  sees 
defeat  in  Bush's  inaction: 
"I  told  Bush,  'We're  losing  80  to  nothing 
at  the  half,'  and  urged  a  change  in  the 
game  plan.  And  he's  telling  people, 
'Stick  with  the  plan.  Don't  change  any- 
thing.' He's  going  to  lose."  Other  CEOs 
agree  that  to  win.  Bush 
must  announce  a  major 
program  to  address  the 
country's  deep  concerns 
about  the  future.  Says 
ARCO  Chairman  Lodwrick 
M.  Cook,  a  big  Bush 
fund-raiser:  "The  Presi- 
dent has  to  respond  to 
the  things  that  are  being 
said  about  his  inability  to 
deal  with  the  economy." 

Bush's  economic  policy 
isn't  the  only  thing  trou- 
bling executives.  They're 
struck  by  his  seeming  in- 
ability to  make  any  do- 


mestic decisions.  "This  Administra 
takes  one  tack  one  day  and  another  1 
another  day,"  says  the  chief  of  a 
western  company.  Many  are  mysti 
by  his  campaign  behavior,  too.  "He 
fallen  behind,  everyone  is  waiting 
him  to  do  something,  and  he  isn't  d(  i(DPlSI 
anything.  No  one  knows  why,"  .says  i 
How  much  trouble  does  this  spell 
the  nation's  CEO?  At  this  point,  prob; 
not  much.  Clinton's  campaign  would 
to  release  a  list  of  CEO  supporters, 
some  corporate  stalwarts  just  won't 
a  Democratic  lever.  "I  believe  that 
government  in  the  life  of  our  societ 
best.  Government  doesn't  create  j  ff^^^^ 
business  creates  jobs.  Republicans 
that  better  than  Democrats,"  says  IV 
rice  R.  Greenberg,  CEO  of  American 
ternational  Group  Inc. 
KEY  CLINTON  TEST.  Others  don't  tlf-my.™ 
Clinton  has  succeeded  at  product  dif 
entiation.  "He's  cloaking  it  well,  but 
a  tax-and-spend  Democrat,"  says 
CEO.  Others  fear  a  different  spec 
"Any  businessperson  who  has  thou^ 
of  Clinton  paired  with  a  Democratic  ( 
gress  will  rush  immediately  to  a  hq[''^ 
and  vote  for  Bush,"  says  Timken 
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CEO  W.  R.  Timken  Jr.  "Look  at  w 
happened  last  time,  when  Carter  was 
the  White  House.  We  had  207-  inflal 
and  interest  rates." 

Clinton  will  soon  have  a  chance 
show  he  won't  cave  in  to  Congress 
interest  groups:  in  his  reaction  to 
North  American  Free  Trade  Agreem( 
which  unions  oppose.  Says  one  C 
"Business  is  watching  him  on  NAFT 
To  win  its  support,  Clinton  must 
an  agreement  with  only  modest  envir 
mental  and  worker-retraining  provisic 

Allaire  believes  Clinton  can  chai 
the  stereotype.  "As  more  and  more  bi 
nesspeople  listen  to  what  he's  sayi 
you'll  find  many  will  move  away  fr 
their  fear  that  he's  a  tax-and-spend( 
If  he's  right,  that  could  be  one  m 
crack  in  the  GOP's  electoral  coalition. 

By  Judith  H.  Dobrzynski  in  New 
irith  Ronald  Grover  in  Los  A?igeles 


icyihorlc( 

Mmy'sci 

lidentBui 
ttotullr 


Yc  i 


)iioiiiit[ec 

'12yeQi 
is  to  tote 
(stmemt . 


tiboii 


Sit  iDsn 


28  BUSINESS  WEEK/AUGUST  24,  1992 


Business  Week/Harris  Executive  Poll 


Resisting  burdensome 
new  regulations  .... 


Assuring  fair  trade  with 
America's  allies  ....  8%. 

Keeping  taxes  down     7% . 


51%. 
50% 


 CORPORATE  AMERICA  KNOCKS  THE  ADMINISTRATION 

IE  GOP  IS  BAD— BUT  OEMS  MIGHT  BE  WORSE 

Which  of  the  following  statements  do  you  most 
jree  with: 

e  Republican  Administration  has  done  a  good  job 
anaging  the  economy  under  the  circumstances  and 

;serves  another  turn  at  the  wheel  16% 

e  Republican  Administration  has  done  a  rather 
lor  job  of  managing  the  economy,  but  the  Democrats 

5uld  be  even  worse   58% 

e  Republicans  have  done  a  poor  job  of  managing  the 

onomy,  and  the  Democrats  might  do  better  20% 

e  Democrats  have  a  better  approach  to  managing  the 

onomy,  and  they  should  get  their  turn   4% 

3t  sure   2% 

sensitive 


5%  .  .  40%  .  .  35%  ,  .  18%  .  .  2% 


32% . 
27%  . 


8% 
16% 


1% 
0% 
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-free.  Tiie  final 
 res  62.5%  North 
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ys,  due  to  congressioncing-  ^ut  the  m- 
.  .  ...  ..  )t  the  figure  it- 
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how  local  con- 
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(Jhrysler's  biggest  share- 
holder, Kirk  Kerkorian, 
declared  he  was  uncom- 
fortable with  Chairman 
lacocca's  planned  Dec.  31 
retirement.  Kerkorian 
added  that  he  would  seek 
to  name  one  or  two  board 
membei's.  That  bombshell 
dropped  a  few  days  after 
the  two  met  in  Spain  on 
Kerkorian's  yacht  during 
the  Olympics. 

This  simply  isn't  the 
time  to  resurrect  doubts 
about  lacocca's  willing- 
ness to  relinquish  control. 
Under  pressure  from  oth- 
er large  shareholders  wor- 
ried about  the  succession 
issue,  Chrysler's  board 
last  March  tapped  Robert 
J.  Eaton,  a  former  Gener- 
al Motors  Corp.  executive, 
as  CEO-designate.  Key  in- 
siders say  that  Eaton  has 
quietly  forged  alliances  with  top  Chrys- 
ler managers — including  President 
Robert  A.  Lutz,  whom  he  beat  out  for 
the  top  job.  If  lacocca  finagles  too 
much  power  for  his  post-retirement  po- 
sition as  head  of  the  board's  executive 
committee,  he'll  undercut  Eaton. 
SKEPTICAL  BUYERS.  Meanwhile,  Chrys- 
ler's troops  need  to  focus  all  their  ener- 
gy on  launching  new  models.  Cars 
such  as  the  new  LH  midsize  sedans 
must  generate  healthy  profits,  or 
Chrysler's  comeback  will  stall.  A  quali- 
ty problem  or  marketing  blunder  now 
could  scuttle  Chrysler's  chances.  lacoc- 
ca's shenanigans  are  a  distraction. 
"The  best  thing  for  Chrysler  would  be 
if  lacocca  would  peacefully  retire," 
says  one  former  executive. 


QUAYLE  SHOULD  START  JOB-HUNTING 

■  Do  you  think  President  Bush  Keep  Dan  Quayle   .  .  .  37% 

should  keep  Dan  Qucyle  as  his         Pick  someone  else  ...61% 

Vice-Presidential  running  mate,         m  . 

 ,  ,    o        Not  sure   2% 

or  should  he  pick  someone  else? 

CLINTON-GORE:  NOT  MUCH  OF  A  'NEW  BREED' 

our  view  of  the  Clinton- 


KERKORIAN:  LOOKING  TO 
NAME  BOARD  MEMBERS 
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lACOCCA:  A  LAST-DITCH 
EFFORT  TO  KEEP  POWER 
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TRADE  I 


A  FREE-TRADE  MILESTONE, 
WITH  MANY  MORE  MILES  TO  GO 


0.  Tti 


The  Bush  Adininistration  now  faces  the  unenviable  task  of  selling  the  pact  to  a  suspicious  Congre 


station 


There  was  champagne  all  around 
when  negotiators  from  the  U.  S., 
Mexico,  and  Canada  finally  agreed 
on  a  historic  free-trade  pact  in  the  early 
hours  of  Aug.  12.  They  had  been  holed 
up  in  Washington's  Watergate  Hotel  for 
two  weeks  of  almost  nonstop  haggling 
over  everything  from  auto  parts  to  oil 
rigs.  After  the  toasts,  officials  lined  a 
corridor  outside  the  ne-ams. 
gotiating  suite  and  ap-  S  to 
plauded'  as   the   traded,  then  blaming 
ministers,  Michael  Wil-nsufficient  an- 
son  of  Canada,  Carla  CEO  who  has 
Hills  of  the  U.S.,  andHis  job  is  to  be 
Jaime  Serra  Puche  of 'ess  as  he  has 
Mexico,  filed  through  to  the  Israelis." 
hail  the  birth  of  a  huge  needs  the  sup- 
unified  market.  :  on  America's 
But   now   the   Bush  racking.  A  few 
Administration    team  -hey'll  vote  for 
must  run  a  more  formi-  'atic  candidate 
dable  gauntlet:  selling  long  them:  Xe- 
the  pact  to  a  suspicious  Haire  and  Sara 
Congress  and  an  elec- '^yan.  "Clinton 
torate  worried  that  the  >  our  competi- 
accord  will  cost  the  ys  Allaire.  "It 
U.  S.  jobs.  Environmen-  Others  appear 
talists,  nervous  about  Aug.  10,  Clin- 
pollution  along  the  bor-  h  26  CEOs  who 
der  from  Tijuana  to  way. 
Matamoros,  also  are  bad  news  for 
sounding  alarms.  And  s  new  poll  of 
with  the  President  and  shows  strong 
Congress   facing   the  economic  man- 
voters  in  November,  the  ir  or  poor.  A 
political  climate  for  the   should  dump 
pact  may  have  changed  yle.  But  Clin- 
radically  by  the  time  a 
new  Congress  begins  to 
consider  it  in  earnest 
early  next  year. 
'GHOST  TOWNS.'  Over 
the  long  run,  the  North 
American  Free  Trade 
Agreement  looks  like  a 
winner  for  the  U.  S. 
economy.  Building  on  a 
1988  market-opening 
accord  with  Canada, 
NAFTA  will  sweep  away 
tariffs  and  other  barri- 
ers to  create  a  $6  tril- 
lion megamarket  of  363 
million  consumers.  U.  S. 
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exports  to  Mexico,  already  America's 
third-largest  customer,  could  soar.  Tak- 
ing advantage  of  low  wages — a  tenth  of 
U.  S.  levels,  in  many  industries — would 
allow  U.  S.  companies  to  cut  their  labor 
costs  to  better  take  on  their  Japanese 
and  European  rivals.  "By  sweeping 
aside  barriers,  Nafta  will  make  our  com- 
panies more  competitive  everywhere  in 

cue  leciuei  .lunj  vv<„  ii^v,>... 

It's  bad  enough  there  is  lit- 
tle confidence  that  Bush  is  steering  the 
right  economic  course;  worse,  there's  no 
enthusiasm  for  a  Bush  second  term — 
even  among  rock-ribbed  Republicans. 
"People  look  at  his  lack  of  action,  and 
they've  projected  the  Re- 
publicans as  the  party 
that  can't  do  anything," 
says  Howard  P.  Allen,  re- 
tired chairman  of  SCE- 
corp,  where  he  heads  the 
board's  executive  com- 
mittee. "My  father  would 
turn  over  in  his  grave, 
but  we  need  some  sort  of 
a  wPA-type  program — 
more  action  to  encourage 
investments." 

Chrysler  Corp.'s  Lee  A. 
lacocca,  who  for  a  while 
backed  Ross  Perot,  sees 
defeat  in  Bush's  inaction: 
"I  told  Bush,  'We're  losing  80  to  nothing 
at  the  half,'  and  urged  a  change  in  the 
game  plan.  And  he's  telling  people, 
'Stick  with  the  plan.  Don't  change  any- 
thing.' He's  going  to  lose."  Other  CEOs 
agree  that  to  win.  Bush 
must  announce  a  major 
program  to  address  the 
country's  deep  concerns 
about  the  future.  Says 
ARCO  Chairman  Lod wrick 
M.  Cook,  a  big  Bush 
fund-raiser:  "The  Presi- 
dent has  to  respond  to 
the  things  that  are  being 
said  about  his  inability  to 
deal  with  the  economy." 

Bush's  economic  policy 
isn't  the  only  thing  trou- 
bling executives.  They're 
struck  by  his  seeming  in- 
ability to  make  any  do- 
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the  world,"  says  President  Bush, 
can  brag  about  the  deal  at  the  Aug 
20  Republican  convention  (page  24). 

But  Bush  is  reluctant  to  note 
there  will  be  plenty  of  pain  before| 
benefits  start  to  flow.  Many  high-pa 
manufacturing  jobs  will  disappea 
companies  shift  work  to  Mexico, 
while  U.  S.  producers  of  wheat  and  { 

 1  try  stand  to  gain, 

a  tax-and-spend         ^nd  tomato  gm 
CEO.  Others  fe:  ers  will  feel  the  p 
"Any  busmesspe  of  south-of-the-bo 
of  Chnton  pau-ed  competition.  na| 
gress  will  rush    'vill  turn  indust  ..„^,^„„^ 
and  vote  for  Bi  communities  into  gJiBlfe 
P  towns  by  sending  g 
paying  jobs  to  Mexi 
fumes   AFL-ClO  V 
President  William 
Bywater. 

TRUST  FUND.  Labor 
environmental  acti\ 
also  charge  that  the 
cord  doesn't  do  eno 
to  prevent  Mexico  f 
becoming  a  toxic  du 
ing  ground.  Those  f(  pjjjy^ 
were  underscored  b  t^\[^ 
General  Accounting 
fice  report  that  fo 
U.  S. -owned  plants 
Mexico  often  violate 
nation's  poorly  enfoi 
environmental  laws, 
ministration  official; 

Sist  that  NAFTA  is 

"greenest"  trade  j 
ever.  They  also  vow 
ease  the  transition 
helping  displaced  An 
ican  workers.  Yet 
have  not  spelled 
how  that  would  worl- 
who  will  pay. 

That's     not  g' 
enough  for  many  D 
ocrats.  "A  free-tr 
agreement  without 
vironmental  protect 
is  like  a  balloon  with 
helium,"  says  Repres 
tative  Ron  Wyden 
Ore.).  "It's  simply 
going  to   fly."  Hoi 
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)rily  Leader  Richard  A.  Gephardt 
lo.)  and  Senator  Max  S.  Baucus  (D- 
t.)  want  the  Administration  to  set  uj) 
nd  to  pay  for  cleanup  and  worker 
lining.  Baucus  says  this  "free-trade 
t  fund"  could  be  paid  for  out  of  ex- 
g  tariff  revenues,  plus  a  0.57'  fee  on 
s-border  trade  for  5  to  10  years. 
)ngress  will  have  plenty  of  time  to 
linate  over  the  pact.  A  final  text  of 
agreement  won't  be  finished  until 
ember.  Then  the  President  must 
Congress  90  days'  notice  before  he 
s  it.  After  that,  Congress  and  the 
linistration  will  consult  on  imple- 
ting  legislation.  Finally,  the  Hill  gets 
vorking  days  to  approve  the  pact, 
^g  the  process  well  into  next  spring, 
le  White  House  had  hoped  to  wrap 
;he  NAFTA  negotiations  in  time  for 
1  to  sign  the  pact  before  Election 
.  Indeed,  progress  was  swift  earlier 
le  year.  But  the  talks,  which  began 
lonths  ago,  bogged  down  as  negotia- 
grappled  with  the  most  sensitive 
3s:  autos,  agriculture,  and  access  to 
ico's  protected  energy  market. 
)r  starters,  the  U.  S.  wanted  stiff 
3  to  prevent  Japanese  auto  makers 
1  slapping  Japanese-made  parts  to- 
er  in  Mexico,  then  sending  finished 
into  the  U.  S.  duty-free.  The  final 
promise,  which  requires  62.5%  North 
!rican  content  to  qualify  for  duty- 
import,  disappointed  Detroit's  Big 
;e.  "We  are  concerned  that  the 
lement  does  not  require  a  657f'  auto- 
ve  rule  of  origin,"  says  Ford  Motor 
rman  Harold  A.  Poling.  But  the  in- 
ry's  real  worry  is  not  the  figure  it- 
but  concerns  about  how  local  con- 
will  be  defined  in  the  fine  print. 
:  PARTY.  Mexican  negotiators  also 
;ted  U.  S.  pleas  for  a  crack  at  Mexi- 
energy  sector.  Yet  U.  S.  economists 
the  final  deal,  which  will  let  U.  S. 
Canadian  companies  eventually  bid 
70%  of  procurement  by  Pemex,  the 
3-owned  oil  monopoly,  was  more 
!rous  than  expected, 
le  completed  NAFTA  bargaining 
ds  in  sharp  contrast  to  the  stalled 
'ear  multinational  trade  talks  in  Ge- 
L  Indeed,  some  European  and  Japa- 
officials  fear  NAFTA  could  further  a 
d  toward  rival  regional  economic 
e  blocs.  "Some  [Japanese]  companies 
have  been  operating  in  any  of  the 
e  countries  are  very  likely  to  be  dis- 
inated  against,"  says  Hajime  Ohta, 
:tor  of  the  international  economic  af- 
;  department  of  the  Keidanren,  a 
inese  big-business  association.  Creat- 
1  North  American  market  that  could 
oe-to-toe  with  super-Europe  and  Ja- 
Inc.  was  the  main  impetus  behind 
rA.  That  Japan  is  howling  suggests 
negotiators  did  their  job  well. 
/  Amy  Borrus  in  Washington,  with 
au  reports 


Commentary/by  David  Woodruff 

MR.  lACOCCA, 
PLEASE  GO  GRACIOUSLY 


In  a  recent  Chrysler  Corp.  TV  com- 
mercial, Lee  A.  lacocca  strides  to- 
ward the  camera  and  says  pointed- 
ly: "In  the  car  business,  you  lead, 
follow,  or  get  out  of  the  way."  After  a 
dramatic  13  years  at  Chrysler's  helm, 
it's  time  for  the  67-year-old  lacocca  to 
heed  his  own  advice  and  step  aside.  No 
waffling,  no  hedging,  no  looking  back. 

Just  as  Chrysler's  turnaround  is  ac- 
celerating, lacocca  has  up- 
set the  company's  hard- 
won  equilibrium  in  a  last- 
ditch  effort  to  stay  in 
power.  On  Aug.  7,  his  pal 
and,  not  incidentally, 
Chrysler's  biggest  share- 
holder, Kirk  Kerkorian, 
declared  he  was  uncom- 
fortable with  Chairman 
lacocca's  planned  Dec.  31 
retirement.  Kerkorian 
added  that  he  would  seek 
to  name  one  or  two  board 
members.  That  bombshell 
dropped  a  few  days  after 
the  two  met  in  Spain  on 
Kerkorian's  yacht  during 
the  Olympics. 

This  simply  isn't  the 
time  to  resurrect  doubts 
about  lacocca's  willing- 
ness to  relinquish  control. 
Under  pressure  from  oth- 
er large  shareholders  wor- 
ried about  the  succession 
issue,  Chrysler's  board 
last  March  tapped  Robert 
J.  Eaton,  a  former  Gener- 
al Motors  Corp.  executive, 
as  CEO-designate.  Key  in- 
siders say  that  Eaton  has 
quietly  forged  alliances  with  top  Chrys- 
ler managers — including  President 
Robert  A.  Lutz,  whom  he  beat  out  for 
the  top  job.  If  lacocca  finagles  too 
much  power  for  his  post-retirement  po- 
sition as  head  of  the  board's  executive 
committee,  he'll  undercut  Eaton. 
SKEPTICAL  BUYERS.  Meanwhile,  Chrys- 
ler's troops  need  to  focus  all  their  ener- 
gy on  launching  new  models.  Cars 
such  as  the  new  LH  midsize  sedans 
must  generate  healthy  profits,  or 
Chrysler's  comeback  will  stall.  A  quali- 
ty problem  or  marketing  blunder  now 
could  scuttle  Chrysler's  chances.  lacoc- 
ca's shenanigans  are  a  distraction. 
"The  best  thing  for  Chrysler  would  be 
if  lacocca  would  peacefully  retire," 
says  one  former  executive. 


KERKORIAN:  LOOKING  TO 
NAME  BOARD  MEMBERS 


lACOCCA:  A  LAST-DITCH 
EFFORT  TO  KEEP  POWER 


That's  not  to  belittle  lacocca's  contri- 
butions. He  snatched  Chrysler  from 
oblivion  in  1980  by  winning  federal 
loan  guarantees  and  nursing  it  back  to 
health.  lacocca  invented  catchy  mar- 
keting ploys,  such  as  cut-rate  financing 
and  rebates,  to  move  drab  products 
such  as  the  K-car.  He  also  helped  turn 
the  minivan,  now  Chrysler's  biggest 
product,  into  a  runaway  hit. 

In  recent  years,  howev- 
er, he  has  lost  touch.  He 
steered  Chrysler  into  non- 
auto  businesses — only  to 
sell  them  off.  When  prof- 
its rose,  he  bought  back 
stock  while  neglecting 
new-product  investment. 
And  insiders  say  that  he 
no  longer  understands  the 
tastes  of  younger  buyers. 

TEAMWORK  TIME.  What's 

more,  his  autocratic  man- 
agement style  is  out  of 
step  with  the  teamwork 
ethic  that  is  fueling 
Chrysler's  comeback.  The 
sexy  Dodge  Viper,  rugged 
•leep  Grand  Cherokee,  and 
sleek  LHs  are  hits  in  part 
because  strong,  indepen- 
dent design  teams,  fash- 
ioned after  those  of 
Honda  Motor  Corp.,  didn't 
cave  in  when  lacocca  tried 
to  countermand  their  deci- 
sions. The  new  products 
are  mostly  the  work  of 
Lutz  and  his  lieutenants. 
"The  product  guys  are  the 
ones  who  are  really  turn- 
ing this  company  around," 
says  Daniel  P.  Becker,  an  analyst  with 
Waddell  &  Reed  Inc.  in  Shawnee  Mis- 
sion, Kan.,  a  large  Chrysler  investor. 
"It's  best  for  [lacocca]  to  get  out." 

Whatever  lacocca  does,  he's  unlikely 
to  win  a  power  struggle.  Kerkorian 
aside,  most  big  shareholders  back  Ea- 
ton and  the  board.  Indeed,  the  board 
faced  down  lacocca  last  spring,  when 
he  tried  to  delay  retirement. 

The  lesson  here  goes  well  beyond 
Chrysler.  Directors  never  should  let 
CEOs  stay  on  too  long.  That  puts  one 
person's  vanity  above  the  interests  of 
thousands  of  employees  and  sharehold- 
ers. Gifted  as  he  is,  even  lacocca  is  no 
exception.  If  he  won't  step  aside  gra- 
ciously, his  board  should  nudge  him 
firmly  into  the  passenger  seat. 
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INVESTIGATIONS! 


A  SCANDAL  WAITING 
TO  HAPPEN 


Why  did  the  alleged  fraud  at  Phar-Mor  go  undetected  for  so  long? 


When  Colorado  officials  were 
shopping  around  for  investors 
for  their  Colorado  Rockies  ex- 
pansion baseball  franchise  (page  69),  Mi- 
chael I.  Monus  of  Youngstown,  Ohio, 
looked  like  just  the  ticket.  Monus,  who 
had  other  sports  interests,  was  the  high- 
living  president  of  Phar-Mor  Inc.,  the  $3 
billion  drugstore  chain.  That  was  good 
enough  for  everybody. 
"We  were  comfortable 
with  Monus,"  says  Jerry 
McMorris,  another  Rock- 
ies investor.  "Phar-Mor  is 
a  big  company." 

Until  a  couple  of  weeks 
ago,  everybody  was  com- 
fortable with  Mickey 
Monus.  Then,  on  Aug.  4, 
came  a  startling  revela- 
tion. In  an  unfolding  scan- 
dal that  threatens  the 
company's  survival,  Phar- 
Mor  Chief  Executive  Da- 
vid S.  Shapira  has  accused 
Monus,  Chief  Financial 
Officer  Patrick  B.  Finn, 
and  two  others  of  master- 
minding a  three-year,  $850 
million  fraud  to  siphon  off 
some  $10  million  in  cash 
and  overstate  the  value  of 
the  company's  inventories 
and  earnings.  The  FBI  and 
the  U.  S.  Attorney's  office 
in  Cleveland  now  are  in- 
vestigating Monus,  who 
has  disappeared.  Through 
his  attorney,  he  declines 
to  comment.  Shapira,  who 
co-founded  Phar-Mor  with 
Monus  a  decade  ago,  says 
he's  dumbfounded:  "It's  a  scheme  that 
couldn't  possibly  work  in  the  long  run." 

Part  of  the  reason  the  scheme  worked 
as  long  as- it  did,  a  BUSINESS  wrek  inves- 
tigation has  found,  is  that  Monus  operat- 
ed with  amazingly  little  oversight.  In  the 
past  10  years,  Monus  took  stakes  in,  or 
purchased  outright,  more  than  two  doz- 
en companies.  He  also  founded  a  fledg- 
ling pro  basketball  league  and  sponsored 
women's  pro  golf  tournaments. 
Along  the  way,  the  executive  acquired 


Phar-Mor 
co-founder 
Shapiro 
accuses 
Monus  and 
three  others 
of  a  $350 
million  scam 


some  powerful  backers,  including  PNC 
Financial  Corp.  and  Westinghouse  Credit 
Corp.  Youngstown  shopping-mall  mag- 
nate Edward  J.  DeBartolo  and  the  pres- 
tigious Lazard  Freres  &  Co.'s  Corporate 
Partners  investment  fund  took  stakes  in 
Phar-Mor.  J.  P.  Morgan  was  the  agent 
bank  for  the  Rockies  partnership  deal. 
Most  of  those  high-powered  outfits 
aren't  commenting,  and 
those  who  are  talking 
have  been  pointing  fin- 
gers. Colorado  Governor 
Roy  Romer  says  he 
thought  the  Rockies  part- 
ners had  investigated 
Monus.  The  partnership 
says  it  figured  the  Nation- 
al League  did  that  job. 
The  league  says  it's  not 
taking  any  blame:  "Since 
Phar-Mor  didn't  know 
about  this  until  recently,  I 
don't  see  how  baseball 
could  have  known,"  a 
spokeswoman  says. 

For  their  part,  Phar- 
Mor  execs  blame  the  com- 
pany's outside  auditor, 
Coopers  &  Lybrand,  for 
much  of  their  troubles. 
Coopers,  which  now  has 
been  replaced  by  Deloitte 
Touche,  isn't  buying  it. 
"Responsible  boards  have 
oversight  of  their  man- 
agement and  knowledge 
of  their  company's  opera- 
tions," says  Harris  J. 
Amhowitz,  Coopers'  gen- 
eral counsel.  "This  whole 
affair  is  unusual  and  ap- 
parently designed  to  posture,  bluster, 
and  transfer  blame." 
FAMILY  BACKERS.  Many  of  Monus'  big- 
league  ties  seem  to  have  been  drawn  in 
by  Phar-Mor's  blitzkrieg  success.  The 
drug  chain,  after  all,  took  just  10  years 
to  grow  into  a  305-store  behemoth.  In 
fiscal  1992,  ended  in  June,  revenues 
topped  $3  billion.  It's  true  that  financial 
information  for  private  companies  is 
scarce,  but  few  investors  seemed  even  to 
ask  for  details — indeed,  one  Phar-Mor 


backer  says  that  he  only  started  rec 
ing  actual  financial  statements  this  y 
Nonetheless,  Phar-Mor  had  m 
some  filings  with  the  Ohio  Securi 
Div.  They  show  the  drugstore  chain 
money  in  fiscal  1984  and  1985  and  n( 
cleared  more  than  $1.4  million  in  an] 
the  next  three  fiscal  years.  In  the 
six  months  of  1988,  the  latest  period 
which  Ohio  has  a  profit  report,  the 
tailer  made  almost  $5  million  on  salei 
$462  million. 
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1982  Michael  "Mickey"  Monus  and  Da- 
vid Shapira  open  first  Phdr-Mor  store. 
Monus  named  president,  Shapiro  CEO 


1987  Monus  launches  World  Basketball 
League.  Phar-Mor  grows  to  68  stores 


1989  Phar-Mor  sales  reach  $1  billion; 
chain  grows  to  1 62  stores 

1990  Monus  invests  in  the  Colorado 
Rockies  baseball  team.  Phar-Mor  hits  200 
stores;  soles  top  $2  billion 

JUNE,  1991  Corporate  Partners,  a  La- 
zard  Freres  fund,  pays  $200  million  for 
17%  of  Phar-Mor 


OCTOBER,  1 99 1  Phar-Mor  sells  $  11 2  mil- 
lion more  of  stock  in  private  placement 


MARCH,  1992  Phar-Mor  wins  33%  in- 
crease in  credit  line,  to  $600  million.  Elev- 
en insurance  companies  lend  an  addition- 
al $155  million  ^  V; 


JULY,  1992  Phar-Mor  opens  its  300th 
store;  sales  reach  $3  billion.  Shapiro  in- 
vestigates alleged  embezzlement,  fraud 
in  Phar-Mor  financials.  Monus  is  fired 


AUGUST,  1992  WBL  folds.  Monus  gives 
up  position  OS  a  Rockies  partner,  sells 
stake  in  the  team,  and  disappears.  Phdr- 
Mor  takes  $350  million  charge  to  earn- 
ings, alleges  that  Monus  diverted  $10  mil- 
lion to  WBL,  and  calls  in  FBI.  Phar-Mor 
lays  off  nearly  700  workers 


ven  if  they  hadn't  seen  those  filings, 
stors  might  have  wondered  about 
lus  himself.  In  the  stuffy  drugstore 
e,  the  flamboyant  44-year-old  was 
of  place.  He  traveled  by  white  limou- 
,  often  with  an  entourage.  In  his  ([ui- 
ometown  of  Youngstown,  Monus  is 
;hing  but  quiet.  About  the  time  his 
.  marriage  broke  up,  Monus  began 
Qg  a  local  teenage  girl.  And  he  was 
iing  a  new  18,000-square-foot  home, 
plete  with  indoor  basketball  court. 


Monus  also  seems  to  have  avoided 
scrutiny  based  on  the  company  he  kept. 
Much  of  Phar-Mor's  management  and 
startup  money  came  from  the  venerable 
Tamarkin  Co.,  the  family  grocery  chain 
and  distribution  firm.  The  family  isn't 
talking.  There's  also  the  Shapira  fam- 
ily's Giant  Eagle  Inc.,  a  50-store  Pitts- 
burgh supermarket  chain  with  an  esti- 
mated $1.5  billion  in  sales.  The  company 
bought  Tamarkin,  where  Monus  was 
working  as  a  vice-president,  in  1981.  Gi- 


ant Eagle  bankrolled  Monus  and  Sha- 
pira's  idea  for  a  discount  chain  of  drug- 
stores in  exchange  for  507'  of  the  action. 
That  backing  gave  Monus  enormous  cre- 
dibility, since  Shapira  is  a  member  of 
Pittsburgh's  establishment. 

But  running  one  of  the  nation's  larg- 
est private  drugstore  chains  wasn't 
enough  for  Monus.  Friends  say  he  saw 
Phar-Mor  as  a  means  to  branch  out  into 
professional  sports — his  real  passion.  In 
1987,  he  co-founded  the  World  Basket- 
ball League.  Basketball  was  just  the  be- 
ginning. By  1990,  Monus,  a  low-handicap 
golfer,  started  sponsoring  two  Ladies 
Professional  Golf  Assn.  tourneys  at  a 
cost  of  more  than  $1  million  a  year.  In 
1990,  he  invested  in  the  Rockies. 
FAST  LANE.  Packaging  the  games  was 
the  next  step.  Monus  planned  to  use  his 
part-ownership  in  Sure  Shot  Teleproduc- 
tions  &  Transmissions  Inc.,  a  satellite 
communications  firm,  to  televise  his 
sports  events,  including  the  Rockies.  Ad 
dollars  would  be  squeezed  from  Phar- 
Mor's  huge  suppliers,  such  as  Coca-Cola 
Co.  and  Fuji  Photo  Film,  former  wbl 
owners  explain.  "He  fancied  himself  the 
new  Ted  Turner,"  says  Michael  C. 
Smith,  an  original  WBL  partner  and  part- 
owner  of  the  Calgary  88s. 

But  the  WBL  was  Monus'  downfall. 
Shapira  contends  at  least  $10  million  in 
Phar-Mor  money  was  funneled  to  the 
money-losing  WBL,  which  peaked  at  10 
teams.  Eric  Newsome,  a  former  Youngs- 
town Pride  player  and  part-owner  of  the 
now-defunct  Boca  Raton  team,  says 
Monus  treated  players  like  members  of 
the  National  Basketball  Assn.,  putting 
them  up  in  first-class  hotels.  Monus  let 
star  players  live  in  his  Youngstown 
home  and  frequently  co-signed  car  loans 
for  them,  Newsome  says. 

As  the  league's  general  partner, 
Monus  controlled  at  least  607  of  each 
team.  That  meant  he  was  on  the  hook 
for  most  of  the  league's  expenses — and 
losses.  Whenever  the  teams  needed 
cash,  the  owners  say  they  called  Phar- 
Mor  CFO  Finn,  or  a  contact  at  Phar-Mor's 
small-business  division.  Finn's  attorney 
declined  to  comment. 

Blair  Habuda,  a  CPA  who  headed  that 
division  from  last  November  until  he 
was  laid  off  recently,  confirmed  that  his 
group  handled  the  personal  investments 
of  Monus  and  other  Phar-Mor  backers. 
He  said  the  division  had  a  check-writing 
machine  with  Monus'  signature  that  was 
routinely  used  to  move  Phar-Mor  funds 
to  the  WBL  and  elsewhere. 

Still,  the  league  was  doomed  from  the 
start.  Travel  cost  a  fortune.  U.  S.  fans 
stayed  away  in  droves.  In  Youngstown, 
announced  attendance  of  1,200  people  or 
so  was  regularly  inflated  by  100%  or 
more,  local  sportswriters  say.  It  was 
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PowerPoint  3.0.  Becau^ 
deserves  a  great  pr(i 


It's  been  said  that  the  most  val- 
uable currency  in  the  '90s  will  be 


-ill  as 


ideas.  But  having  an  idea  and  com 
municating  an  idea  are  two  entire 
ly  different  things.  Which  brings  u  littiei 
to  our  point.  Or  rather,  PowerPoinpiti 
How  do  you  turn  your  ideas,  the 
points  that  you  want  to  make,  intdjour 
powerful,  convincing  presentations  i? 

Consider  Microsoft  PowerPoinV^ 
presentation  graphics  program  fo 

InsiiJr  tlw  50  Vmted  Slates,  a.r  'WO)  541-I2fil.  DcparlmenI  /\24:  miktde  the  50  United  States,  call  (206)  936  8661  Customers  m  Canada,  call  (800)  563-9048  ©  1992  Microsoft  Corporation.  Ml  rights  reserved  Printed  in  0^ 


'^CtNICRAmiCS' 


Willi  our  iimque ,  hapf  'Ifnil,  yon  iircdn '/  be  an  artist  to  I'usity  create  terrific  diagrams  that 
result  III  lye-catch'ng,  profeisivnul  overlmads,  35rnrn  slides  or  on-screen  presentations. 


eat  idea 


tion. 


indows."  It  will,  most  immediate- 
help  you  get  your  ideas  down, 
id  then  help  you  organize  exactly 
[lat  it  is  you  want  to  say  Secondly, 
vvill  assist  you  in  making  sure  all 
your  presentation  materials  not 
dy  look  great,  but  make  a  very 
rong  business  impression  as  well. 
Let's  begin  with  ideas.  First 


iPOi 


you  want  to  get  them  down. With 
PowerPoint,  you  can  work  out  your 
entire  presentation  in  Outline  View 
Or  you  can  develop  your  thoughts 
right  on  your  slides.  The  next  step 
is  to  graphically  express  those  ideas. 
With  PowerPoint,  your  choices  are 
astounding.  Over  150  templates 
you  can  easily  apply  at  any  time  to 
give  your  presentation  a  profes- 
sional look.  A  ShapeTool  that  lets 
you  easily  create  diagrams  from  a 
palette  of  commonly  used  shapes. 
Plus  84  styles  of  graphs,  including 
3-D  graphs  that  rotate.  And  with 
the  Slide  Master  feature,  you  can 
easily  make  last-minute  changes  to 
your  mas- 
ter slide 
(like  add- 
ing a  logo, 
for  exam- 
ple), and  all 
your  other 
slides  will  automatically  change.  So 
only  one  change  is  necessary. 

Now  everything  is  in  place.  Ev- 
erything makes  sense.  Everything 
looks  terrific.  So  go  ahead.  Feel  confi- 
dent about  your  presentation.  After 
all,  now  it's  as  great  as  your  ideas. 

If  you'd  like  to  hear  more  about 
the  PowerPoint  program,  including 
our  90-day  money-back  guarantee, 
call  (800)  541-1261,  Dept.  A24.0r 
visit  your  nearest  Microsoft  reseller. 

Mkmsoft 

Making  it  easier 


B 
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PowerPoint  takes  full  udvantagc  of  new  Windows  3.1. 
and  is  a  part  of  Miemsoft's  funiily  of  integrated  software 
proJiiets  for  the  Windows  operating  system. 


oft  and  PowerPoint  are  registered  trademarks  and  Windows  is  a  trademark  of  Microsoft  Corporation. 


hard  to  take  the  vvbl  seriously:  One 
team's  mascot  was  a  hehum-filled  pig. 

After  Menus  failed  to  pay  bills 
through  most  of  the  1992  season,  the 
league  folded  on  Aug.  1.  Local  owners 
were  left  with  debts  of  over  $200,000. 
"Monus  left  a  trail  of  unpaid  bills  and 
broken  promises,"  says  Milton  Kantor,  a 
Dayton  (Ohio)  grocery  distributor  and 
pai-tner  in  the  local  WBL  franchise. 
POSH  PARTY.  If  the  WBL  wasn't  enough 
to  raise  red  flags  among  Monus'  back- 
ers, his  other  business  failings  might 
have.  In  1989,  he  invested  in  and  became 
a  director  of  British  Columbia-based  Bat- 
tery One-Stop  Inc.  Last  December,  its 
U.  S.  operations  filed  for  Chapter  11,  af- 
ter expansion  plans  failed. 

Phar-Mor  had  its  own  ups  and  downs. 
Indeed,  retail  consultants  and  some  dis- 
tributors say  Phar-Mor  had  a  cash 
crunch  beginning  in  the  first  quarter  of 
1991,  at  least  partly  because  of  massive 
new  store  openings.  Phar-Mor  wasn't 
paying  many  bills  and  was  taking  sub- 
stantial unauthorized  deductions  from 
contract  prices.  Relations  with  suppliers 
grew  so  bad  that  Phar-Mor  brought  200 
together  for  a  posh  reception.  Says  one 
who  attended:  "We  all  joked  that  you 
didn't  get  an  invitation  unless  Phar-Mor 
owed  you  more  than  $1  million." 

The  crisis  passed  after  the  company 
raised  badly  needed  capital  (table,  page 
33).  Between  June,  1991,  and  last  March, 
Phar-Mor  raised  some  $467  million,  in- 
cluding the  $200  million  Corporate  Part- 
ners paid  for  a  17%  stake.  Phar-Mor  also 
upped  its  revolving  credit  line  bv  a  third, 
to  $600  million. 

With  revelations  of  inflated  earnings 
and  inventories,  it's  doubtful  that  Phar- 
Mor  ever  posted  anything  but  meager 
profits.  Shapira  confirms  that  Phar-Mor 
hasn't  been  in  the  black  for  the  past 
three  years,  perhaps  longer.  Now,  to 
keep  afloat,  Phar-Mor  must  keep  sup- 
plies coming  in.  And  amid  the  scandal, 
many  suppliers  are  stopping  shipments. 
Indeed,  Phar-Mor  has  laid  off  nearly  700 
employees,  most  of  them  from  its  huge 
distribution  facility  near  Youngstown. 

Besides  layoffs,  Shapira  has  halted 
the  planned  expansion  of  another  300 
stores  over  the  next  five  years  and 
stopped  building  a  new  distribution  cen- 
ter in  Jacksonville,  Fia.  One  investor  es- 
timates that  up  to  30  existing  stores  may 
be  closed.  Yet  Shapira  remains  upbeat. 
"The  company  has  suffered  a  tremen- 
dous blow,  but  I'm  confident  it  will 
emerge  strong,"  he  says.  A  lot  will  de- 
pend on  how  deep  Monus'  alleged  fraud 
runs — and  whether  Monus  turns  up. 

By  Michael  Schroeder  in  Pittsburgh  and 
Zacharii  Schiller  in  Youngstouni,  with 
Sandra  Atchison  in  Denver,  with  bureau 
reports 


DRUGS I 


GETTING  DRUGS  TO  MARKET 
IN  HALF  THE  TIME 


A  plan  to  speed  approvals  by  having  drugmakers  pay  some  FDA  cost: 
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DATA  FOOD  S  OBUG  ADMINISTRATION 


Since  1981,  the  Food  &  Drug  Ad- 
ministration has  been  party  to  an 
annual  budget  charade.  The  Presi- 
dent and  the  Office  of  Management  & 
Budget  propose  that  a  chunk  of  taxpay- 
er funding  for  the  agency  be  replaced  by 
fees  levied  on  drugmakers  and  other 
regulated  companies.  Then  the  script 
calls  for  the  industries  and  Congress  to 
squelch  the  idea,  blasting  it  as  a  tax  on 
innovation. 

But  this  year,  the  game  may  have  a 
different  ending.  Key 
members  of  Congress 
and  the  pharmaceutical 
industry  have  agreed  to 
support  "user"  fees  if  the 
money  is  used  to  expand 
the  FDA's  corps  of  drug 
reviewers  and  speed  up 
the  approval  process  for 
new  products.  A  bill  set 
to  go  before  Congress  in 
September  would  require 
drug  companies  to  ante 
up  $75  million  a  year  in 
fees.  While  the  measure 
still  faces  hurdles,  congressional  sources 
say  its  chances  of  passing  this  year  are 
running  at  least  50-50. 
'MAJOR  CRISIS.'  Why  the  sudden  switch? 
The  main  trigger  is  stark  budgetary  re- 
ality. A  blue-ribbon  panel  convened  in 
1989  by  Health  &  Human  Services  Secre- 
tary Louis  W.  Sullivan  concluded  that 
the  FDA  is  simply  unable  to  perform  its 
basic  tasks  of  regulating  everything 
from  sushi  to  AIDS  drugs.  Vice-President 
Dan  Quayle's  Competitiveness  Council  is 
loudly  complaining  that  the  drug  approv- 
al process  is  too  slow.  Making  matters 
worse,  the  number  of  new  drugs  (chart) 
and  other  products  requiring  FDA  review 
is  soaring.  Without  additional  money, 
says  David  Beier,  vice-president  for  gov- 
ernment affairs  at  Genentech  Inc.,  "we 
will  all  be  facing  a  major  crisis." 

The  extra  money  just  isn't  available, 
however.  "I  can't  imagine  the  FDA  get- 
ting more  than  a  39^  or  47r  increase  a 
year,"  says  a  top  0MB  official.  Indeed, 
for  fiscal  1993,  the  agency's  allotment  is 
expected  to  climb  to  $779  million,  a  boost 
of  only  2.6'! — less  than  inflation.  That's 
why  Representatives  John  D.  Dingell  (D- 
Mich.)  and  Henry  A.  Waxman  (D-Calif.) 
turned  their  attention  to  a  user-fee  bill 
earlier  this  year. 


NEW  DRUGS  CU)G 
THE  PIPELINE 


The  key  was  getting  the  drug  in^ 
try  to  agree  to  the  new  levy — and 
took  some  fancy  stepping.  The  phar 
ceutical  companies  "had  some  condit 
they  thought  were  impossible  to  me 
says  a  top  Waxman  aide.  They  insi; 
that  fees  couldn't  replace  taxpayer  fi 
ing,  that  the  money  be  used  only 
drug  reviews,  and  that  the  added 
sources  buy  them  faster  decisions. 

To  everyone's  surprise,  the  lawn  i 
ers,  with  FDA  help,  met  the  conditi 
The  proposed  bill 
the  fees  would  be  le 
only  if  Congress  bo- 
the  agency's  budget 
certain  amount,  thus 
moving  the  temptatioi 
skimp  on  regular  tax] 
er  funds.  The  meas 
limits  the  use  of  the  f  »|... 
which  would  range  u;  llrin 
$150,000  per  drug  app 
tion,  to  the  approval 
cess.  In  addition,  if 
bill  passes.  FDA  chief 
David  A.  Kessler 
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promised  to  add  620  new  drug  reviev  etyding 
to  his  payroll  and  to  try  to  cut  aver 
approval  time  from  more  than  2  year 
12  months.  That  could  add  millions  of  iiaper. 
dollars  to  companies'  revenues  from  imiieir 
portant  new  drugs.  "Any  move  to  a(  toJow 
erate  the  review  process  is  a  posi  [I  all  .Ji 
step,"  says  Russ  McLauchlan,  presic  me  lle^5 
of  U.  S.  Bioscience,  a  small  drug  con  lec  eoods 
ny  near  Philadelphia.  "And  having  iroii!>tn] 
industry  pay  the  costs  can't  do  anytt  iw.  acwr 
but  help."  iai>'se!t 
There  are  still  some  knotty  detail!  riiie  [ 
be  worked  out.  One  is  figuring  out  1  o  i,  tfe 
much  the  FDA  budget  has  to  rise  hei  asappiif, 
the  user-fee  provision  kicks  in.  Anol  CMaajf 
is  arriving  at  equitable  fees,  so  1  I'^-^^j 
small  companies  don't  have  to  shell  iie-;ii,„| 
as  much  as  big  ones.  But  for  very  dif  ttinfef  at 
ent  reasons,  those  who  were  once  bi  s 
enemies  on  this  issue  have  a  stak( ,  au^  (v. 
overcoming  these  obstacles.  "The  nlaMiri.fj 
conservative  Administration  officials  rc.'r.;,;j 
eager  to  do  it  to  save  money,"  says  isiDis^i] 
mer  FDA  Counsel  Peter  Barton  H  fe., 
"while  the  most  liberal  congressi  ei.  r  ,j 
want  it  to  improve  the  FDA."  Vll'  •,, 
strange  political  bedfellows  like  tl  n 
FDA  user  fees  may  be  an  idea  whs'^/j^, 
time  has  finally  come.  If 
By  John  Carey  in  Washing 
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NVIRONMENTI 


I'S  "TRASHMORE":  FLORIDA  RESIDENTS  WANT  NO  NEW  I  SO-FOOT-HIGH  GARBAGE  PILES 


ORIDA  PLANS 

I  MOVE  MOUNTAINS— OF  TRASH 


olicy  to  buy  products  made  from  its  recyclables  may  be  a  bellwether 


Recycling  works  a  lot  better  in  the- 
^ory  than  in  practice.  Millions  of 
kAmericans  now  dutifully  separate 
of  paper,  plastic,  glass,  and  other 
in  their  offices  and  homes.  But 
to  do  with  all  that  waste?  Even 
jh  all  50  states  have  some  sort  of 
ure  designed  to  spur  markets  for 
led  goods,  supplies  of  used  materi- 
ir  outstrip  demand, 
w,  eager  to  make  recycling  work, 
ia  is  set  to  test  a  program  aimed  at 
ring  the  market  for  recycled  trash. 

0  it,  the  state  intends  to  become 
a  supplier  of  waste  and  a  buyer  of 
lets  made  from  recyclables.  The  na- 

program  still  has  lots  of  details 
aeed  hammering  out,  but  it  already 
von  the  attention  of  such  corporate 
s  as  Rubbermaid,  Waste  Manage- 
,  and  Georgia-Pacific.  If  it  works, 
Ja's  program  could  become  a  model 
rograms  in  other  states. 

1  SIDES.'  The  Sunshine  State  has  lit- 
hoice  but  to  meddle  in  recycling 
ets.  Even  though  Florida  now  recy- 

of  its  waste,  up  from  less  than 
n  1988,  its  booming  population 
s  that  just  as  much  waste — about 
iUion  tons  a  year — still  ends  up  in 
ills.  The  state  can't  bury  its  solid 


waste,  since  its  groundwater  levels  are 
too  high.  Ocean  dumping  is  a  no-no.  And 
creating  more  huge  trash  mountains, 
such  as  the  1-50-foot  "Mount  Trashmore" 
south  of  Miami,  is  unacceptable  to  the 
state's  residents. 

Enter  the  new  program.  Under  it, 
Florida  would  contract  with  waste  haul- 
ers, handlers,  processors,  and  manufac- 
turers, who  would  cart  away  the  paper, 
plastics,  motor  oil,  glass,  and  other  recy- 
clable materials  generated  by  state 
agencies  and  facilities.  But  the  key  to 
the  program  is  that  the  state  would  then 
buy  back  products  made  from  those  re- 
cyclable materials.  "We'll  give  private 
industry  both  sides  of  the  equation,  and 
it  can  start  the  entrepreneurial  thinking 
on  how  to  make  this  profitable,"  says 
Lieutenant  Governor  Buddy  MacKay. 

But  turning  a  profit  in  these  ventures 
promises  to  be  dicey.  "There  is  no  one 
who  isn't  a  skeptic,"  says  one  waste  han- 
dler. Critics  maintain  the  program  raises 
antitrust  problems  and  is  too  complicat- 
ed to  work.  "Everyone  involved  thinks 
it's  a  good  idea,  but  economically  it's  not 
going  to  work,"  says  another  doubter. 

Don't  tell  that  to  Robert  McKnight, 
Governor  Lawton  Chiles's  point  man  on 
the  project.  He  maintains  that  the  pro- 


gram won't  create  more  bu- 
reaucracy or  require  more 
funding  than  Florida's  cur- 
rent recycling  effort.  .'\s  for 
antitrust  concerns,  compa- 
nies must  follow  existing 
laws.  Meanwhile,  he  says, 
companies  have  the  opportu- 
nity to  profit,  since  the  state 
would  create  a  huge  market 
for  recycled  goods.  "We 
hope  we  put  in  the  funda- 
mental economics  to  make  it 
work,"  he  says.  "But  this  is 
an  entrepreneurial  scheme 
the  private  sector  should 
drive." 

PIONEERS.  Some  companies 
are  already  kicking  the 
(used)  tires.  Georgia-Pacific 
Corp.  in  June  launched  a  pi- 
lot project  similar  to  the 
state's  program.  Under  it, 
homes  and  schools  in  Winter 
Park,  Fla.,  separate  milk 
and  juice  cartons  from  other 
recyclable  materials.  Once 
that's  done.  Waste  Manage- 
ment Inc.  hauls,  sorts,  and 
bales  the  stuff,  which  then 
is  sold  to  a  Ponderosa  Fibres  of  America 
plant  in  Augusta,  Ga.  That  company  re- 
covers the  paper  and  sells  it  to  Georgia- 
Pacific,  which  makes  tissues  out  of  it  to 
sell  in  Florida. 

Now,  Florida's  state  government  is 
set  to  start  its  first  official  recycling 
venture.  This  August,  it  will  issue  de- 
tails on  an  initiative  to  recycle  motor  oil, 
car  batteries,  and  antifreeze  and  will  ask 
for  bids  from  companies.  Depending  on 
the  level  of  interest  by  cities  and  coun- 
ties, participants  could  end  up  purchas- 
ing 1..5  million  gallons  of  recvcled  motor 
oil,  615,000  oil  filters,  100,000  batteries, 
and  162,000  gallons  of  antifreeze  a  year. 

Elgin  (Ill.)-based  Safety-Kleen  Corp., 
the  nation's  largest  re-refiner,  will  bid 
on  the  deal.  Rubbermaid  Commercial 
Products  Inc.  wants  to  get  in  on  future 
plans  to  recycle  plastics:  It  will  use  the 
stuff  to  make  wastebaskets.  "This  is 
truly  a  pioneering  effort,"  says  Charles 
J.  Lancelot,  director  of  Rubbermaid's 
materials  and  process  technology.  "It 
has  as  good  a  chance  of  succeeding  as 
any  program  I've  seen." 

Other  states  are  watching  closely. 
Jonathan  Burgiel,  director  of  materials 
recovery  in  the  Orlando  office  of  R.  W. 
Beck  &  Associates,  a  leading  recycling 
consultant,  says  he's  getting  dozens  of 
calls  from  state  and  local  governments 
that  want  more  information  on  Florida's 
program.  "I  can  see  this  working  here 
and  taking  it  to  other  states,"  he  says.  If 
so,  Florida's  brainstorm,  like  its  trash, 
could  be  recycled. 

By  Gail  DcGeorge  in  Miami,  with  Peter 
Hong  in  Washington 
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TOURISM  I 


ATTENDANCE  IS  BELOW  EXPECTATIONS,  AND  THOSE  WHO  DO  SHOW  UP  AREN'T  SPENDING 


THE  MOUSE 
ISN'T  ROARING 


Euro  Disneyland  was  prepared  for  a  rocky  start — but  notliing  like  this 


Vast  and  elegant,  the  Newport 
Bay  Club  is  the  largest  of  six 
hotels  in  Euro  Disneyland,  and 
one  of  the  biggest  in  Europe.  But  come 
October,  this  posh  centerpiece  of  Walt 
Disney  Co.'s  four-month-old  amusement 
park  near  Paris  will  shutter  its  1,100 
rooms  until  spring — even  though  the 
park  itself  will  stay  open.  It's  a  "sum- 
mer theme"  hotel,  park  officials  explain, 
not  suitable  for  winter.  Privately,  how- 
ever, Disney  insiders  admit  they  had 
planned  to  keep  the  Newport  open  all 
year.  Why  the  change  in  plans?  Advance 
bookings  for  the  hotel  are  simply  grim. 

It's  enough  to  wipe  the  smile  off  Mick- 
ey's mug.  Ever  since  its  splashy  April 
opening,  Disney's  $4  billion  European 
venture  has  been  overwhelmed  with  bad 
breaks.  Attendance  is  far  below  expecta- 
tions: The  park  is  on  track  to  draw  9.6 
million  visitors  this  year,  analysts  say, 
vs.  the  11  million  Disney  had  projected. 
ORLANDO-BOUND.  Those  who  do  come 
are  underspending  on  food  and  souve- 
nirs. Disney  figured  each  visitor  would 
buy  $33  worth  of  the  stuff  every  day, 
but  analysts  think  spending  is  running 
about  12%  less.  Now,  European  tour  op- 
erators, unable  to  meet  their  commit- 
ments to  fill  the  park's  hotel  rooms,  are 
demanding  that  Disney  renegotiate  their 
deals. 


Disney  admits  that  the  park  will  likely 
lose  money  in  its  fiscal  year  ending  Sept. 
30.  Analysts  think  red  ink  will  flow  fur- 
ther into  the  future.  "We'll  have  to  wait 
two  or  three  years  before  we  see  a  prof- 
it," predicts  Nigel  Reed,  an  analyst  with 
Paribas  Capital  Markets  in  London. 
Stock  in  Euro  Disney — 497f'-owned  by 
Walt  Disney  and  51%  by  the  public — has 
plunged  like  a  roller  coaster  (chart). 

It's  not  "cultural  imperialism"  that's 
doing  Mickey  in,  but  high  prices.  "It's 
really  (luite  expensive,"  complains  Karen 
Gee,  marketing  manager  of  Airtours 
PLC,  a  British  travel  agency.  Instead  of 
heading  for  Paris,  Air- 
tours'  clients  are 
flocking  to  Walt  Dis- 
ney World  in  Florida. 
Because  of  a  cheap 
dollar  and  an  Atlantic 
fare  war,  a  London- 
Orlando  package  costs 
$115  a  day  for  plane, 
hotel,  and  park  entry. 
Brits  must  pay  $200  a 
day  for  a  similar  Euro 
Disney  package.  "And 
Florida  has  sun  and 
beaches,"  adds  Gee. 

Lodging  is  the  big 
difference.  Orlando's 
forest  of  cheap  motels 
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doesn't  exist  at  Euro  Disneyland — wl 
rooms  start  at  $110  and  go  to  $380  at 
Newport.  Aliette  Menard,  who  run 
government  tourist  office  in  the  p 
promoting  trips  to  nearby  chateaus 
cathedrals,  says  people  instead  ma 
ask  her  how  to  find  a  cheap  hotel. 
Parisians  who  don't  need  rooms  also 
the  park  cher.  A  Paris  newspaper 
ures  a  family  of  four  spends  $280  a  ( 
including  les  hamburgers  and  les  m 
shakes.  French  visitors,  expected  to 
50%  of  the  market,  are  almost  invisi 
In  true  Mouseketeer  fashion,  park 
ficials  deny  they  have  a  problem.  N(  j,yex 
theless,  they're  taking  steps  to  fix 
They've  cut  rates  up  to  25%  at  two 
tels.  Restaurants  are  offering  chea 
meals.  Disney  is  launching  a  Paris 
blitz,  with  posters  proclaiming:  "Call 
nia  is  only  20  miles  from  Paris."  E 
Disney  officials  say  they're  getting 
suits.  August  crowds  have  been  he; 
And  hotel  occupancy  has  been  100%, 
August  is  not  the  worry,  howeve 
it's  the  rest  of  the  year.  "On  a  foj  ;fOIA 
February  day,  how  appealing  will  ^ 
park  be?"  asks  Airtours'  Gee,  who  s 
her  winter  bookings  are  dismal. 

To  a  degree,  Euro  Disney's  U.  S 
ent  is  shielded  from  French  troubles, 
investment  is  less  than  $200  million 
fraction  of  the  total.  And  whether  or 
there's  a  profit,  Walt  Disney  gets  1095 
ticket  sales  and  5?J  of  merchandise  sa 
BETTER  DAYS.  Still,  the  French  pai 
rocky  start  is  a  blow  to  Disney  pr 
Insiders  blame  Europe's  sluggish  eci 
mies,  plus  competition  from  Spa: 
World's  Fair  and  Olympics.  But  tl 
concede  their  market  forecasts  were 
optimistic  and  say  they  erred  in  build 
too  much,  too  soon.  Disney  has  dela;  f||Jjp 
plans  for  an  adjoining  Disney  mgm  S  mu* 
dios  Tour  park,  from  1995  to  1996. 

Many  observers  expect  Disney  to 
its  French  park  humming  eventua 
Jean-Jacques  Limage,  an  analyst  w 
DLP  James  Capel  in  Paris,  thinks  in\  it; 
tors  have  overreacted  and  says  Ei  te, 
Disney  stock  is  a  b 
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patronize  the  pa 
once  they  return  fr 
August  vacations, 
says.  With  time,  ilfii 
tels  will  pop  up,  j(  f 
ing  the  Novotel  f( 
miles  from  the  pa 
At  $29  a  night,  it's  i  ik 
the  Newport  Bay. 
sticker-shocked  Eu 
peans  are  glad  of  i' 
By  Stewart  Toy  in  f 
is,  with  Patrick  Ostei  i"!  Wj] 
Euro  Disneyland 
Ronald  Grover  in  i 
Angeles 
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lUHTING  LEMONS 

'ider  most  states'  auto 
mon  lows,  dealers  or  car 
akers  must  replace  defec- 
e  autos  that  aren't  success- 
lly  repaired  after  three 
(empts  or  that  idle  in  the 
op  for  30  days.  Florida  is 
3  only  state  that  tallies  such 
insoctions.  Here's  its  1991 
mon  Index,  weighing  car- 
akers'  lemons  against  state- 
de  market  share: 

Lemon  Index 

(1.0  =  average) 
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FFETT:  PLAYING 
E  GAME  AGAIN 


arret!  Buffett  is  back.  A 
•  after  taking  a  hiatus 
II  investing  to  resurrect 
idal-plagued  Salomon 
thers,  Buffett  is  buying 
stakes.  On  Aug.  12,  Wells 
^0  announced  that  Buf- 
's  Berkshire  Hathaway 

purchased  an  additional 
500  shares  of  the  San 
acisco  bank,  boosting  his 
.e  to  10.75%.  The  deal  fol- 
5  Buffett's  July  purchase 
5%  of  General  Dynamics, 
uffett  paid  $66  each  for 

Wells  shares — but  he 
d  have  paid  much  more. 

Federal  Reserve  ap- 
red  his  reciuest  to  acquire 
e  of  Wells  Fargo  a  year 
.  when  shares  were  trad- 
as  high  as  $98.  But  Buf- 
,  caught  up  in  the  Salo- 


mon problems,  delayed  the 
deal.  The  waiting  period 
saved  the  Omaha  billionaire 
some  $20  million. 


RETIREES  TAKE 
A  NASTY  BLOW 


►  Forget  about  retiring  with 
all-expenses-paid  health  care 
from  your  employer.  About 
657'  of  U.  S.  companies  have 
altered  retiree  health  insur- 
ance plans  during  the  past 
two  years,  or  will  do  so  by 
1993,  says  a  new  survey  by 
benefits  consultant  A.  Foster 
Higgins  &  Co.  Most  of  them 
are  sharply  reducing  benefits 
by  asking  retirees  to  pay 
more  of  the  costs.  Some  com- 
panies are  eliminating  the 
plans  altogether. 

Blame  soaring  medical  ex- 
penses and  an  accounting 
rule,  due  to  take  effect  next 
year,  that  requires  companies 
to  post  long-term  retiree  med- 
ical benefits  as  liabilities  on 
their  balance  sheets. 


ZENITH  BREATHES 
A  LITTLE  EASIER 


►  Zenith  Electronics'  financial 
picture  may  be  brightening. 
The  company  says  it  has  lined 
up  an  unnamed  lender  for  a 
three-year,  $60  million  work- 
ing capital  agreement  by 
pledging  its  accounts  receiv- 
able as  collateral.  The  new 
credit  line  will  replace  one 
that  was  secured  by  all  of  Ze- 
nith's patents  and  trademarks 


IS  HAIR  FROM  THE  BARBER'S  FLOOR  NEXT? 


Tough  times  render  rancid 
crimes.  In  fact,  slick  thieves 
have  taken  to  stealing  used 
grease  from  behind  Detroit-area 
restaurants — that's  right,  the 
stuff  in  which  french  fries,  moz- 
zarella  sticks,  and  the  like  are 
cooked.  Ray  Castine,  president 
of  Cedar  Springs  Rendering  Co., 
a  Michigan  company  hired  by 
eateries  to  haul  the  goo  away 
for  recycling,  says  lard  bandits 
cost  his  tiny  outfit  $250,000  a  year. 

The  crooks  sell  the  hot  oil  for  cash  to  recyclers,  who  refine  it 
for  use  in  cosmetics,  paint,  plastic,  and  animal  feed.  The  crime 
wave  hardly  alarms  local  cops.  "Detroit  and  Pontiac  police 
have  given  us  incredible  looks,"  says  Castine.  "They  say,  'un- 
less they  are  doing  it  with  guns,  then  we  can't  be  bothered.'  " 
Houston  is  sliding  down  the  same  slippery  slope.  One  thief 
there,  police  say,  made  more  than  $60,000  one  year  from  his  ill- 
gotten  grease. 


and  657  of  its  Mexican  and 
Canadian  operations. 

To  give  itself  some  much- 
needed  breathing  room,  the 
company  also  has  filed  a  reg- 
istration statement  to  sell  8 
million  shares.  With  its  stock 
now  trading  around  7,  the 
new  shares  could  raise  a  wel- 
come $56  million — if  they  can 
find  buyers.  Zenith  lost  $43.8 
millron  in  the  first  half,  and 
had  annual  losses  in  five  of 
the  past  six  years. 


FLUOR  TAKES  ON 
A  GIANT  CLEANUP 


►  Fluor,  best  known  for  its 
construction  of  oil  refineries 
and  power  plants,  announced 


on  Aug.  11  that  it  has  snared 
the  Energy  Dept.'s  largest 
single  environmental  cleanup 
award  ever — worth  as  much 
as  $4  billion.  Fluor,  based  in 
Irvine,  Calif.,  will  clean  up 
and  dismantle  a  shuttered  and 
leaky  nuclear  reactor  outside 
of  Cincinnati. 

The  sprawling  facility  sits 
on  1,050  contaminated  acres. 
Energy  used  the  site  to  pro- 
cess uranium  for  nuclear  war- 
heads from  1953  through 
1988.  The  cleanup  job  will  em- 
ploy at  least  2,000  people  and 
take  at  least  five  years. 


WILL  GM  POWER  A  NEW 
PICKUP  FROM  TOYOTA? 


►  The  irony  is  sublime.  Toyota 
has  asked  rival  General  Mo- 
tors to  supply  an  optional  V-8 
engine  for  an  upcoming  model 
of  its  new  pickup  truck.  Until 
now,  big  pickups  have  been 
an  exclusive — and  highly  lu- 
crative— domain  of  the  Big 
Three.  This  fall,  however, 
Toyota  plans  to  drive  in  with 
its"T-100,  powered  with  a  V-6 
engine.  Most  pickups  are  sold 
with  V-8s,  but  Toyota  doesn't 
make  one  that  is  suitable.  GM 
hasn't  decided  whether  to 
supply  the  engine.  The  move 
would  keep  its  factory  hum- 
ming— but  would  increase 
competition  for  its  trucks. 
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All  this  talk  about  stability. 
No  wonder  you're  so  nervous. 


Relax.  Since  1924,  our  approach  to  retirement  programs  has  been 
built  upon  the  single-minded  pursuit  of  quality. 

Our  unchanging  philosophy  of  pursuing  prudent  risks  plus  our  strict 
investment  guidelines  enable  our  clients  to  prosper,  whether  the 

"^"^^  -  market  rumbles  or  roars. 

They  are  also  why  our 
Connecticut  General 
Life  Insurance  Company 
has  consistently  earned 
among  the  highest  ratings 
from  Moody's,  Standard 
&  Poor's  and  A.M.  Best 
To  us,  however,  quality 
means  more  than  having 
excellent  financial  ratings. 

It  means  superior 
fixed  income  results,  with 
guarantees  backed  by 
capital  and  surplus  in 
excess  of  $1  billion.  An 
amount  that  puts  us  in 
the  top  l%ofaU  U.S.  life 
insurers.  It  means  providing  everything  you  need  to  run  a  401(k)  or 
pension  plan.  From  plan  design  to  ongoing  management  All  of  which 
allows  us  to  achieve  a  93%  client  and  asset  retention  rate  year  after  year. 

For  further  information,  write  Byron  Oliver,  President,  CIGNA 
Group  Pension,  Dept  M-121,  PO.  Box  2975,  Hartford,  CT  06104. 
And  we  will  make  sure  that  you  never  get  bent  out  of  shape. 
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We  get  paid  for  residts! 
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EDITED  BY  STEPHEN  H.  WILDSTROM 


I AL  GORE'S  RECORD 
lEALLY  SO  GREEN? 


WL  1  Gore  j^ets  passionale  when  he  talks  about  the  envi- 
i-onment.  Defendinj^  the  earth,  he  h'kes  to  say,  tran- 
^kscends  poHtics  and  must  be  "the  central  organizing 
[iciple  in  the  post-cold-war  world."  Repiililicans,  taking  the 
mocratic  Vice-Presidential  nominee  at  his  word,  savage 
'6  as  an  "international  environmental  extremist"  whose 
ition  "runs  the  real  risk  of  destroying  the  U.  S.  economy." 
iut  an  examination  of  the  record  shows  that  the  Tennessee 
ator  is  thoroughly  pragmatic  when  it 
les  to  shaping  his  positions  to  the  wish- 
of  his  constituents.  In  his  15  years  on 
)itol  Hill,  Gore  has  become  a  leading 
kesman  on  global  warming,  clean  air, 
!  ozone  depletion.  But  when  home-state 
s  have  been  at  stake,  the  Tennessean 
found  it  easy  to  be  less  than  green. 
CLEAR  BACKER.  In  his  early  days  in  the 
jse,  Gore  was  sometimes  the  despair  of 
ironmentalists.  A  frequent  ally  of  Sena- 
Howard  H.  Baker  (R-Tenn.)  on  local  is- 
s,  he  supported  the  Tellico  Dam  in  1978 
pite  objections  that  it  would  cause  the 
inction  of  a  small  fish  called  the  snail 
ter.  And  he's  a  fervent  supporter  of  the 
i-building  Tennessee  Valley  Authority, 
i's  been  a  friend  of  TVA  for  a  long  time," 
s  a  high-ranking  official  of  the  govern- 
it-owned  utility, 
be  prospect  of  jobs  for  Tennessee  also  led  Gore  to  support 
I  highly  controversial  nuclear  facilities.  He  backed  the  $3.2 
on  Clinch  River  breeder  reactor  to  the  bitter  end  in  1983. 
;  now-abandoned  project  drew  the  vehement  opposition 
30th  environmentalists  and  arms-controllers,  who  feared 
t  the  plutonium  it  produced  could  have  been  diverted  to 
ipons  projects.  Meanwhile,  along  with  the  rest  of  the  Ten- 
see  delegation.  Gore  wants  to  move  the  manufacture  of  nu- 
ir-weapons  triggers  fi'om  the  Energy  Dept.'s  contaminated 
■ky  Flats  complex  in  Colorado  to  Oak  Ridge. 


It's  no  surprise  that  some  Tennessee  environmentalists  are 
upset  with  Gore.  "He'd  be  better  than  Quayle,  but  we  wish  he 
would  wear  his  gi-een  hat  in  the  Armed  Services  Committee," 
says  Ralph  M.  Hutchison,  executive  director  of  the  Gak  Ridge 
Environmental  Peace  Alliance.  Replies  an  aide  to  the  senator: 
"No  one  has  done  moi-e  than  Gore  to  correct  the  past  mistakes 
at  Gak  Ridge.  Anybody  who  knows  his  record  knows  he 
wouldn't  propose  something  without  the  absolute  highest 
safety  standards." 

CANNY  MOVES.  Gore's  willingness  to  com- 
promise on  jobs-vs.-the  environment  issues 
sometimes  extends  beyond  Tennessee.  "It's 
clear  he  doesn't  vote  the  way  we  want  him 
to  every  step  of  the  way,"  says  David 
Gardiner,  lobbyist  for  the  Sierra  Club.  "He's 
a  practical  guy."  Gore  pushed— unsuccessful- 
ly—for  an  amendment  to  the  Superfimd  law 
that  would  have  given  business  more  fa- 
vorable treatment  in  the  allocation  of  toxic- 
waste  cleanup  costs. 

In  his  much-cited  book.  Earth  in  the  Bal- 
ance, Gore  argues  that  the  time  has  come 
for  "the  elimination  of  those  public  expendi- 
tures . . .  that  encourage  and  subsidize  envi- 
ronmentally destructive  economic  activity." 
But  last  year,  he  cast  the  deciding  vote 
against  restricting  the  ability  of  mining 
companies  to  obtain  title  to  federal  land  at 
almost  no  cost.  The  Senate  killed  a  similar  amendment  on  a 
voice  vote  in  early  August,  though  this  time  Gore  played  no 
part:  He  was  off  campaigning  for  Vice-President. 

In  1989,  Gore's  voting  record  won  him  a  100%  rating  from 
the  League  of  Conservation  Voters.  But  by  1991,  he'd  dropped 
to  73%,  lower  than  some  Republicans.  The  record  shows  that 
Gore  is  neither  the  enviro-terrorist  portrayed  by  the  GOP 
nor  the  fierce  tree-hugger  he  sometimes  claims  to  be.  He's  a 
more  familiar  Washington  species— an  adroit  politician. 

Bj/  Peter  Hung 


PITALWRAPUPI 


MOGRAPHICS 


■or  the  better  part  of  two  decades, 
the  baby  boom  generation  has  been 
e  elusive  grail  of  American  politics, 
in  the  hearts  of  this  huge  but  di- 
Tse  voting  bloc,  consultants  told 
liticians,  and  victory  is  yours.  But 
e  age  of  the  boomers  may  be  slip- 
ag  away  without  their  electoral  po- 
ntial  as  a  bloc  ever  having  been  re- 
zed.  From  a  peak  of  45.2%  of  the 
iting-age  population  in  1982,  the 
lomers  have  slipped  to  41%  now. 
ley'll  drop  below  40%  by  1996.  Still, 
omers  vote  more  as  they  age— which 
plains  the  double-boomer  Democrat - 
ticket's  bid  for  the  generation. 


NGTON  OUTLOOK 


BABY-BOOM  VOTERS 
AS  SHARE  OF 
VOTING-AGE  POPULATION 
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DATA:(EN$US  BUREAU,  BW 


SCIENCE 


The  National  Science  Foundation  has 
consistently  fought  politicians'  ef- 
forts to  redirect  NSF's  passion  for  pure 
research  into  more  practical  channels. 
But  the  scientists  may  be  losing 
ground.  The  Senate  Appropriations 
Committee  has  thrown  NSF  into  a  tizzy 
by  declaring,  "The  new  world  order 
requires  the  Foundation  to  take  a  more 
activist  role  in  transferring  the  results 
of  basic  research  . . .  into  the  market- 
place." NSF  officials  are  predicting  bit- 
ter opposition  from  researchers  as 
word  of  the  directive  spreads.  "There 
will  be  screams  from  scientists,"  says 
one  official. 
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nternational  Business 


ASIA  I 


GM  FINAUY 
DISCOVERS  ASIA 


i  m 


a  rat 


It's  pursuing  customers  and  investing  in  a  network  of  assembly  plants  from  China  to  Indonesia 


fctiires. 


At  the  Beijing  Auto 
Show  in  July,  Toy- 
ota, Volkswagen, 
and  Audi  all  staged  major 
promotions.  But  none  was 
more  aggressive  than  that 
of  an  auto  maker  not 
known  for  its  clout  in 
Asia:  General  Motors 
Corp.  At  GM's  e.\hibit,  a 
bevy  of  smiling  women  in 
stars-and-stripes  outfits 
ran  up  to  visiting  Chinese 
cadres,  handed  them  bal- 
loons, and  slapped  U.  S. 
flag  stickers  and  the  GM 
logo  on  their  lapels.  The 
Chinese  must  have  been 
impressed:  Orders  for 
Cadillacs  rose  sharply  this 
summer. 

All  over  Asia,  (i.M  is  try- 
ing harder.  The  Detroit  gi- 
ant has  shifted  its  strate- 
gy there  180  degrees. 
Instead  of  viewing  Asia 
mainly  as  a  cheap-labor 
source  of  cars,  GM  now 
recognizes  the  region  as  one  of  the 
world's  fastest-growing  consumer  mar- 
kets. The  company  is  on  the  move  from 
China  to  Indonesia  (table).  Its  goal,  says 
Ronald  J.  Gilchrist,  executive  vice-presi- 
dent of  GM's  two-year-old  Asia-Pacific  of- 
fice in  Hong  Kong,  is  to  "gain  footholds 
in  each  market  and  build  on  them." 
VAST  APPETITE.  It  will  be  a  tough  slog. 
For  decades,  Japanese  carmakers  have 
dominated  the  Asian  mar- 
kets in  their  backyard, 
setting  up  a  network  of 
local  assembly  plants. 
That's  what  (;.M  aims  to 
do,  too,  with  a  truck  plant 
in  China  and  plans  to  in- 
vest in  Taiwan  and  South- 
east Asia.  Even  with  the 
cost  disadvantage  of  cars 
shipped  from  North 
America,  GM  has  found 
some  loopholes  to  exploit. 
Taiwan  and  China,  espe- 
cially, are  eager  to  import 


A  GM  SHOWROOM  IN  TAIWAN:  OPEL  AND  SATURN  SALES  HAVE  BENEFITED  FROM  A  BAN  ON  JAPANESE  IMPORT 
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more  from  the  U.  S.  and  less  from  Japan 
to  deflect  political  heat.  And  the  develop- 
ing countries  of  Asia  have  a  vast  appe- 
tite for  small  cars  such  as  those  from 
Opel,  GM's  German  subsidiary. 

GM's  commitment  to  Asia  comes  right 
from  the  top.  John  F.  Smith  Jr.,  GM's 
president  since  April,  developed  interna- 
tional savvy  during  two  years  heading 
GM  Europe  and  four  in  charge  of  all  GM 


GM'S  ASIAN  MOVES 


►  Owns  30%  stake  in  a 
$100  million  plant  in  China 
that  will  produce  up  to 
60,000  light  trucks  annual- 
ly by  1998 

►  Boosts  distribution  and 
marketing  of  Opels  in 
Hong  Kong  and  Singapore 

DATA:  BW 


►  Exports  14,000  U.S.- 
made  cars  to  Taiwan  annu- 
ally and  plans  to  assemble 
20,000  Opels  a  year  there 

►  Expects  to  set  up  auto 
assembly  operations  in  In- 
donesia, Malaysia,  and 
Thailand 


foreign   operations.   He  has   targets  an 
Southeast  Asia  as  a  key  market, 
though  car  sales  in  the  region  hi  ji 
slowed  from  their  25%  annual  growth 
1986-90,  analysts  expect  sales  to  rise  ki 
up  to  9%  each  year  during  this  decac 
GM  sees  Taiwan  as  a  critical  beachht 
for  its  sales  of  U.  S. -built  cars.  Not  oi  ij's 
have  rising  incomes  set  off  a  boom 
car  sales,  but  the  government  bars  i|[n; 

ports  of  fully  assemb 
Japanese  cars.  Last  ye 
most  of  the  14,000  cars 
sold  there  were  lar 
prestige  cars.  But  in  Ju: 
GM  started  selling  Satui  itti's 
in  Taiwan   through  t 
dealerships.  The  cars 
proving  as  hot  there 
they  are  in  the  U.  S. 
two  months,  the  Taiwi 
ese  have  snapped  up  ' 
Saturns  at  $22,800  eai 
More  are  on  the  way. 
With  that  kind  of  aco 
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:e,  GM  is  buildinji'  a  inaiiufacturinf^ 
;  in  Taiwan.  Opel  is  investing  $19 
ion  in  a  joint  venture  that  will  asseni- 
up  to  20,000  Astras  a  year, 
^ithin  months,  GM  hopes  to  reach 
as  on  a  similar  plant  in  Indonesia,  a 
itry  with  only  3  million  vehicles  for 
million  people.  To  crack  the  more 
ure  markets  of  Malaysia  and  Thai- 
I,  GM  wants  to  assemble  a  few  thou- 
1  vehicles  there,  too.  And  in  high- 
"ile  markets  such  as  Hong  Kong  and 
japore,  Opel  is  boosting  marketing, 
ing  up  its  German  engineering, 
ut  GM  still  has  a  lot  to  prove.  For  one 
g,  it  has  a  history  of  failed  Asian 
t  ventures.  The  biggest  was  Daewoo 
or  Co.  After  much  fanfare  in  the 
y  1980s  about  forging  a  global  part- 
;hip,  the  South  Korean  venture  col- 
ed  this  year  over  numerous  manage- 
it  disputes.  After  10  years  of 
imbling  trucks  and  buses  in  the  Phil- 
les,  GM  sold  the  venture  to  Isuzu 
ors  Ltd.  in  1989.  And  while  its  Aus- 
an  subsidiary,  GM-Holden's  Automo- 
Ltd.,  has  17%  of  that  market,  high 
luction  costs  keep  it  from  exporting 
ressively  into  nearby  Asia. 
ULAR  PICKUPS.  While  GM  is  a  leading 
Importer  in  Taiwan,  its  market  share 
le  rest  of  Asia  hardly  registers.  "I 
Idn't  say  GM  doesn't  have  a  chance, 
it's  going  to  be  very  tough,"  says 
/o-based  auto  analyst  Ryuichiro  In- 
of  Mitsubishi  Research  Institute. 
3y're  definitely  late." 
at  in  China,  GM's  prospects  seem  far 
hter.  With  economic  growth  surging 
lO'/f,  joint  ventures  by  Chrysler, 
:swagen,  and  Peugeot  can't  meet  de- 
d.  Most  imported  cars  are  Japanese. 

Chinese  officials  say  they  prefer 
cing  with  Westerners  in  manufactur- 
joint  ventures.  GM's  strategy  is  to 
iss  cars  and  focus  on  trucks,  for 
h  domestic  demand  is  strong  and 
ign  competition  negligible.  GM  has  a 
stake  in  a  $100  million  joint  venture 
ched  in  May  in  Shenyang  to  produce 
0  60,000  pickup  trucks  by  1998. 
le  company  is  getting  a  boost  from 
ng's  current  "buy  America"  cam- 
n,  aimed  at  cooling  U.  S.  anger  over 
uman  rights  record  and  $12.7  billion 
3  surplus.  On  July  28,  Chinese  com- 
es spent  $130  million  to  buy  7,000 

from  U.  S.  companies,  including 

Chevrolet  Blazers,  vans,  and  Lu- 
is. China  says  it  plans  to  place  big 
rs  for  U.  S.-made  cars  each  year, 
it  for  GM  to  make  significant  inroads 
sia,  it  will  have  to  pump  even  bigger 
;s  into  the  region.  With  finances 
!  ned  at  home,  that's  asking  a  lot.  Its 
■  >-and-stripes  team  in  China  may 

to  try  harder  for  years  to  come. 
'  Peter  Engardio  in  Hong  Kong,  with 
!S  B.  Treece  in  Detroit  and  Karen 
\'-y  Miller  in  Tokyo 


SOUTH  KOREA  I 


DAEWOO,  SAMSUNG,  AND  GOLDSTAR: 
MADE  IN  EUROPE? 


Korea's  Big  Three  are  launching  an  all-out  effort  to  become  local  players 


The  top  guns  of  South  Korea's  con- 
sumer electronics  industry  have 
yet  to  score  a  major  victory  in  Eu- 
rope. The  Big  Three — Daewoo,  Goldstar, 
and  Samsung — all  tried  screwdriver 
plants  to  assemble  TVs,  VCRS,  and  micro- 
wave ovens  as  a  way  to  beat  market 
barriers.  Even  then,  market  share  fiz- 
zled out  at  around  59^.  "We  met  the 
local-content  rules,"  says  Kim  Young- 
Ha,  general  manager  of  Goldstar  Co. 
"But  that  did  not  make  us  as  competi- 
tive as  the  Japanese  or  Europeans." 

Now,  the  Koreans  think  they  have  the 
answer.  They're  launching  an  all-out  ef- 
fort to  become  local  players,  including 
direct  investment  and  joint  ventures. 
"For  us  to  survive,  we  have  to  be  a  local 
company — in  the  true  meaning  of  the 
word,"  says  Kim  Hun,  Samsung  Elec- 


THE  BACK  OF  A  BARCELONA  BUS:  SAMSUNG  IS  GOING 
NATIVE  TO  LOWER  COSTS  AND  MATCH  EUROPEAN  QUALITY 


tronics  Co.'s  executive  managing  direc- 
tor. He  and  other  Korean  producers 
think  that's  the-  way  to  lower  costs  and 
match  European  quality  standards.  It 
also  avoids  dumping  charges.  A  lot  is 
riding  on  the  outcome.  Despite  the  prob- 
lems, Europe  is  second  only  to  the  U.  S. 
as  a  buyer  of  Korean  consumer  electron- 
ics, soaking  up  217'  of  its  exports. 

Battered  by  high  labor  costs,  runaway 
interest  rates,  and  low-cost  competition 
from  Southeast  Asian  countries,  Korean 
makers  have  seen  their  exports  to  Eu- 
rope go  flat.  "We  need  about  a  5%  share 
in  each  country  to  become  a  visible  play- 
er, but  that  has  become  extremely  diffi- 
cult," says  Goldstar's  Kim.  The  Korean 
products  lacked  clear  brand  identity  and, 
as  one  Korean  government  official  puts 
it,  "the  image  of  Korea  was  of  cheap. 


low-quality  products."  In  Bonn,  a  25-inch 
stereo  color  TV  from  Goldstar  still  sells 
for  only  $600.  The  next  cheapest  model 
is  from  Philips  at  $870. 

The  new  approach  to  Europe  is  forc- 
ing Korean  companies  to  shed  their  na- 
tionalistic approach  to  foreign  sales. 
They've  long  insisted  that  when  possible, 
products  should  be  made  in  Korea  and 
exported.  No  more.  "Go  European  is  the 
theme  for  us,"  says  Bae  Soon-Hoon, 
president  of  Daewoo  Electronics  Co.  His 
company  is  building  a  $150  million,  inte- 
grated color  TV  plant  in  France.  The  TVs 
will  be  designed  in  France,  and  most  of 
the  components  will  be  European-made. 
JOINT  FRIDGE.  In  a  key  move,  Samsung 
last  month  said  it  would  buy  Werk  fiir 
Fernsehelektronik,  a  former  East  Ger- 
man picture  tube  maker.  Samsung  is 
spending  $120  million  to  up- 
grade the  plant,  which  could 
churn  out  1.2  million  TV  sets  a 
year.  The  company  is  negoti- 
ating to  buy  an  even  larger 
German  TV  maker,  rft.  For 
more  efficiency,  Samsung  has 
moved  its  Portuguese  and 
Spanish  color  TV  plants  to  Bil- 
lingham,  England,  and  its  VCR 
plant  from  England  to  Spain. 
The  company  will  use  the  Por- 
tuguese plant  to  make  parts 
for  all  its  European  plants. 
"The  realignment  will  result 
in  lower  operational  costs, 
consistent  quality,  and  cre- 
ation of  additional  jobs,"  says 
Samsung's  Kim  Hun. 
Goldstar  is  focusing  on  alli- 
ances to  widen  its  market  share.  Its  Ital- 
ian venture,  Goldstar-Iberna  Italy,  is  a 
good  example:  Goldstar,  Italy's  Iberna, 
and  Germany's  Gepi  collaborated  to  pro- 
duce a  refrigerator  that  was  designed  by 
Goldstar's  Ireland  facility  and  manufac- 
tured in  Italy  with  parts  and  components 
supplied  by  Gepi.  And  Goldstar's  color 
TV  plant  in  Italy  uses  picture  tubes  made 
by  Finland's  Nokia. 

The  Korean  companies  are  expected  to 
invest  approximately  $700  million  more 
in  Europe  within  the  next  five  years.  A 
German  economist  concedes  that  the  Ko- 
reans "are  catching  up  fast."  They  hope 
to  triple  their  European  market  share. 
But  given  the  brutal  competition,  that 
lofty  goal  will  be  hard  to  reach. 

By  Laxmi  Nakarmi  in  Seoul,  with  Igor 
Reichlin  in  Bonn  and  bureau  reports 
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Around  the  world, 
we  help  generate 
big  telephone  numbers. 


In  telecommunications  as  in 
y  business,  tlie  key  to  sizable  num- 
rs  is  sizable  growth. 

So  while  eight  of  America's 
1  largest  phone  companies  call  on 
.isys  computers  to  execute  mil- 
ns  of  mission-critical  transactions 
ily,  telecommunications  com- 
nies  everywhere  also  rely  on  us  to 
liver  innovative  new  sources  of 
'erne  in  a  fiercely  competitive 
vironment. 

Our  breakthrough  Network 
plications  Platform  (NAP)  posi- 
ns  telecom  companies  to  generate 
;  revenue  of  the  90 's  through 
janded  customer  services.  NAP 
)vides  powerful,  cost-effecf.ive 
utions  for  the  rapid  introduction 


of  voice  messaging,  fax  mail, 
enhanced  911  capability,  and  other 
market-sensitive  offerings.  NAP  is 
available  now,  ahead  of  the  field.  And 
because  it  reflects  our  constant  com- 
mitment to  interoperability,  NAP  not 
only  protects-but  optimizes-our 
customers'  existing  investment. 

Unisys  solutions  can  be  found 
at  forward-looking  telecommunica- 
tions companies  across  the  globe-in 
Sweden  and  Germany,  in  Holland 
and  the  United  Kingdom,  in  Sing- 
apore and  New  Zealand.  Beyond 
telecommunications,  we  bring  the 

misYS 

We  make  it  happen. 


benefits  of  NAP  to  distinguished 
customers  such  as  Japan's  Nikkei 
Databank  Bureau,  enabling  it  to 
provide  economic  and  business 
information  worldwide. 

Whether  you're  in  telecom- 
munications, banking,  airlines  or 
government,  we'll  work  with  you- 
as  we  work  with  60,000  customers 
in  100  countries-to  shape  your  in- 
formation systems  based  on  an 
experienced  understanding  of 
your  industry. 

If  it  sounds  like  we  offer  the 
solutions  you  need  to  grow,  you've 
got  our  number.  Call  us  at 
1-800-448-1424,  ext.  168.  Ask  how 
Unisys  can  help  dial  up  your 
business. 


J2  Unisys  Corporation 


America's  doctors  speak  out  on  health  insurance  reform 


Meet  the  family  nobody  will  insure. 


He  worked  hard  to  learn  his  trade.  He  has  a  good 
paying  job.  Yet  his  family  is  denied  the  health  insur- 
ance most  of  us  take  for  granted. 

Soaring  costs  forced  his  employer  to  drop  their 
group  plan.  And  when  he  applied  on  his  own,  he  was 
turned  down  because  he  has  a  heart  murnmr  and  she 
has  high  blood  pressure. 

Their  plight  is  all  too  common.  Millions  of 
Americans  are  considered  "medically  uninsurable" 
due  to  preexisting  health  conditions. 

The  800,000  member  physicians  of  the  American 
Medical  Association  think  this  is  wrong.  We  believe 
no  person  should  be  denied  access  to  our  health  care 
system.  Affordable  health  insurance  nmst  be  made 


available  to  all  individuals,  regardless  of  preexisting 
conditions.  And  tax  incentives  must  be  created  to 
enable  small  business  to  provide  the  same  group 
coverage  as  larger  companies. 

Most  people  in  this  countiy  do  receive  high  quality 
health  care.  But  the  system  must  be  improved.  And  we 
have  a  proposal,  called  Health  Access  America,  that 
will  reduce  costs  while  preserving  the  quality  of  our 
system  and  individual  freedom  of  choice. 

Health  insurance  reform  is  just  one  of  the  points 
in  this  proposal.  If  you  would  like  to  learn  more  about 
Health  Access  America,  write  Dr  Jim  Todd,  Dept.  406, 
American  Medical  Association,  515  North  State  Street, 
Chicago,  IL  60610,  or  call  us  today  at  800  621-8335. 


American  Medical  Association 

I'hvsk  ians  dedicated  to  the  health  of  Ameiica 


iternational  Outloo 


EDITED  BY  STANLEY  REED 


ME  GERMAN  MILITARY 
IMES  OUT  OF  THE  BARRACKS 


V  mid  horrific  reports  of  Serl)ian  war  aU'ocities  in  Bosnia, 
^  ( lerman  Chancellor  Helmut  Kohl  ordered  a  destroyer 
Ikand  three  navy  aircraft  to  join  the  NATO  foi'ces  ])atrol- 
the  Adriatic  Sea.  Althoiiiih  hugely  a  symbolic  contribution, 
a])parently  breached  Germany's  constitution,  which  bans 
nan  troops  from  operating  outside  NATO  countries.  It's  the 
t  sign  that  the  Continent's  dominant  economic  power  is 
ig  to  break  out  of  its  military  straitjacket  and  carve  out  a 
ng  role  in  European  security.  "We've  developed  a  culture 
lilitary]  reticence,  and  we  must  take 
y  small  steps  to  overcome  it,"  Ger- 
Defense  Minister  Volker  Riihe  told 
MESS  WEEK  in  an  interview, 
le  opposition  Social  Democrats  have 
enged  Kohl's  action  in  court.  But  he 
lunting  on  the  judges  ruling  in  his 
r— which  Riihe  says  could  be  an 
ler"  to  further  maneuvering  abroad, 
leswehr  officials  already  are  prepar- 
jnits  for  future  U.  N.  peacekeeping 
ions.  And  news  that  they  are  laying 
groundwork  for  a  50,000-man  rapid 
:ion  force  has  raised  eyebrows  in  Eu- 
an military  circles, 
ith  the  U.  S.  reducing  its  troop 
igth  in  Europe,  the  Germans  are  try- 

0  fill  some  of  the  vacuum  as  well  as 
a  role  more  in  line  with  their  eco- 
c  clout.  But  that  will  be  a  delicate  task— not  the  least  be- 

1  German  assertiveness  inevitably  stirs  up  bad  memories. 
30ver,  even  mild  shifts  in  Germany's  military  posture 
1  heighten  tensions  between  the  U.  S.  and  France— and 

help  push  the  U.  S.  out  of  Europe.  The  reason:  The 
ch  want  the  Germans  to  put  more  resources  into  building 
dependent  European  force.  But  Washington,  buttressed 
urope's  shocking  inability  to  deal  with  the  Yugoslovia  cri- 
irgues  for  continued  reliance  on  the  U.  S.-led  NATO. 
lUght  in  the  middle,  the  Germans  try  to  please  both 


A  FRANCO-GERMAN  BRIGADE:  THE  START 
OF  AN  INDEPENDENT  'EUROCORPS' 


sides.  Last  May,  they  signed  off  on  French  plans  to  form  a 
35,0()0-troop  Franco-German  brigade.  Behind  closed  doors 
they  told  troul^led  U.  S.  officials  not  to  wori-y.  The  new  "Euro- 
corps"  would  not  be  big  enough  to  challenge  NATO,  and  the 
dual-helmeted  Germans  would  be  NATO  troops  first. 

Well  awai"e  that  any  serious  European  force  is  years  off,  the 
Germans  badly  want  to  keep  NATO  intact.  But  they  are  also 
very  sensitive  about  protecting  their  ties  with  the  French,  a 
relationship  they  regard  as  the  cornerstone  of  a  stable  Europe. 

NATO  is  "the  most  important  security 
structure  in  Europe,"  says  Riihe.  "But  we 
need  some  add-ons  in  response  to  a  very 
changed  situation." 

BALANCING  ACT.  Riihe  and  others  think 
they  have  found  a  formula  that  will  patch 
over  the  rift  between  the  U.  S.  and  the 
French.  They  hope  to  get  the  French  to 
agree  to  put  Eurocorps  forces  under  NATO 
operational  control  during  any  NATO  con- 
flict. U.  S.  officials  now  say  they  won't 
oppose  the  development  of  a  sei)arate 
Eurojjean  force  under  those  conditions. 

But  maintaining  the  balancing  act  will 
not  l)e  so  easy.  The  Germans  have  failed 
to  broker  deals  T^etween  the  French  and 
the  Americans  Tjefore— notably  on  trade. 
American,  British,  and  Dutch  officials  all 
fear  that  the  French  will  eventually  win 
the  Germans  over  to  their  idea  of  a  grand,  independent  Euro- 
pean force— dooming  NATO  as  it  now  stands. 

The  Eurocorps  may  be  fledgling  now,  but  if  it  expands,  "we 
may  find  ourselves  unable  to  sustain  the  argument  for  U.S. 
forces  in  Europe,"  says  a  State  Dept.  official.  That  means 
that  sooner  or  later  the  Germans  are  likely  to  face  a  tough 
choice  between  their  role  as  a  European  power  and  a  transat- 
lantic ally. 

By  Gail  E.  Scharesi  in  Bonn,  Bill  ./((vct.'^ki  in  Paris,  and 
Aniji  BoiTUs  i)i  Wa.^hington 


BALWRAPUPI 


LY 


fforts  by  new  Prime  Minister  Giul- 
iano  Amato  to  overhaul  Italy's  sick 
nomy  could  face  tougher  going. 
;e  taking  power  in  June,  Amato 
pushed  through  decrees  reducing 
tical  influence  in  state-owned  gi- 
5  such  as  Istituto  per  la  Rico- 
izione  Industriale  (IRI)  and  enei'gy 
glomerate  Ente  Nazionale  Idrocar- 
1.  But  Parliament  is  not  likely  to 
io  pliant  when  it  reconvenes  next 
ith.  Amato's  biggest  headache  will 
le  from  the  deteriorating  Italian 
:omy  itself.  According  to  new  iiro- 
ions,  some  100,000  workers  i  in- 
:rv  and  construction  are  lik<  v  to 


lose  their  jobs  in  the  autumn  months, 
pushing  Italian  unemployment  over 
11%.  That  could  make  it  difficult  for 
the  government  to  quickly  privatize 
large  swaths  of  state  industry,  lead- 
ing to  even  more  job  losses.  State- 
owned  IRI,  for  example,  with  $55  i)illion 
in  debt  and  $280  million  in  red  ink  last 
year,  employs  400,000  people.  Amato's 
plans  to  increase  consumption  taxes  as 
part  of  an  effort  to  raise  $27  billion  to 
close  this  year's  budget  have  already 
been  greeted  by  calls  for  a  tax  revolt. 

CHINA  

low  Beijing  responds  to  the  Au- 
gust rampage  at  the  new  stock 
exchange  in  the  coastal  district  of  She- 


nzhen will  be  a  key  signal  of  how  fast 
China  will  pursue  further  economic  re- 
forms. The  riots,  which  erupted  after 
300,000  Chinese  streamed  to  Shenzhen 
in  an  attempt  to  buy  500,000  shares 
of  newly  issued  stock,  come  at  a  time 
when  top  party  elders  are  locked  in  a 
fierce  internal  battle  over  the  economy. 
Communist  hard-liners  are  expected  to 
seize  on  the  turmoil  as  proof  that  Deng 
Xiaoping's  push  for  rapid  economic 
growth  is  leading  to  instability.  Re- 
formers argue  Beijing  must  greatly  ex- 
pand the  availabihty  of  stock  to  meet 
demand  so  that  market  forces,  not 
speculation,  will  determine  prices.  If 
Beijing  halts  new  issues,  other  reforms 
could  be  scaled  back  as  well. 


riONAL  OUTLOOK 


BUSINESS  WEEK/AUGUST  24,  1992  47 


e 


ENTREPRENEURS! 


IS  THIS  ANY  WAY  TO  RUN 
THE  FAMILY  BUSINESS? 


The  Dabahs  stitched  Gitano  into  a  huge  liit.  Now,  they  liave  to  patch  the  mess  it  has  since  become 


On  a  warm  evening  in  the  summer 
of  1989,  tiie  normal  bustle  alonp; 
Manhattan's  upper  Fifth  Avenue 
turned  into  a  buzz.  The  Dabah  faiuily  was 
throwing  a  party  in  an  apartment  overlook- 
ing Central  Park,  and  the  guest  of  honor 
was  none  other  than  Yitzhak  Shamir,  then 
Prime  Minister  of  Israel.  As  guests  sipped 
cocktails  and  discussed  U.  S.  support  for 
Israel,  secret  service  agents  and  New  York 
City  police  stood  guard  along  a  roped-off 
sidewalk  lined  with  limousines. 

For  the  Dabahs,  a  [jroud  family  of  Syri- 
an Jews,  the  opportunity  to  fete  Shamir 
was  a  rich  honor.  It  also  marked  a  coming 
of  age.  Not  even  a  decade  had  passed  since 
Haim  Dabah,  the  oldest  of  four  children, 
had  begun  to  transform  his  father's  strug- 
gling wholesale  firm  into  a  prosperous  de- 
signer jeansmaker  called  Gitano  Group  Inc. 
Gitano's  success  had  earned  the  Dabahs 
status  and  influence — enough  to  host  a 
party  for  Israel's  most  powerful  leader. 
SIBLING  RIVALRY.  But  three  years  later, 
"everybody  thinks  we're  l)unis,"  laments 
Haim  Dal)ah,  Gitano's  41-year-old  presi- 
dent. P]arlier  this  year,  Dabah  shocked 
Wall  Street  by  reporting  a  1991  loss  of 
$62.0  million  on  sales  of  $781  million.  On 
July  31,  he  dropped  a  second  bomb:  a  $78 
million  charge  against  second-quarter 
earnings.  Pressured  by  its  banks,  Gitano 
has  hired  new  management  and  launched  a 
sweeping  plan  to  close  stores,  shrink  inven- 
tories, and  jettison  manufacturing  plants. 
Meantime,  a  retailer  of  children's  apparel 
the  Dabahs  l)0ught  in  1989 — partly  with 
money  borrowed  from  Gitano — is  having  a 
liquidity  crisis  of  its  own. 

The  up-and-down  saga  of  the  Dal)ah  clan 
shows  just  how  quickly  a  loosely  run  fam- 
ily business  can  come  unraveled  under  the 
pressure  of  spectacular  growth.  Gitano 
was  plagued  by  a  combustible  mix  of  lax  fi- 
nancial controls  and  a  poorly  executed  ex- 
pansion strategy — problems  that  should  be 
fixed  in  the  restructuring.  But  the  compa- 
ny also  has  suffered  from  clashing  wills 
within  the  family,  something  much  less 
easily  purged.  Says  a  longtime  executive 
who  has  left:  "There's  only  one  word  for 
the  downfall  of  Gitano:  ego."  As  the  com- 
pany remakes  itself,  overcoming  that  prob- 


lem may  prove  to  be  its  greatest  challenge. 

In  the  1980s,  few  apparel  companies  had 
brighter  prospects  than  Gitano.  Led  by 
Haim  Dabah  and  his  younger  brother 
Isaac,  the  company  created  a  hot  new 
brand  of  designer  jeans  with  a  chic,  youth- 
ful image.  But  while  designers  such  as 
Ralph  Lauren  and  Calvin  Klein  sold  their 
pricey  fashions  through  big-name  depart- 
ment stores,  the  Dabahs  found  a  wide-open 
niche  at  blue-collar  discounters  such  as 
Wal-Mart,  Kmart,  and  Venture.  As  teen- 
agers rushed  to  buy  the  low-priced  goods, 
Gitano's  sales  shot  from  $30  million  in 


straight  to  work.  He  declined  to  join  hi: 
ther's  wholesaling  business,  which  sold 
erything  from  socks  to  umbrellas.  Inst 
he  struck  out  on  his  own,  hiring  on 
New  Jersey  discounter  called  Big  D,  w 
he  quickly  rose  from  a  stock  boy  to  s 
manager. 

By  1974,  however,  his  father's  bust 
was  struggling,  and  Dabah  quit  to 
out.  His  father,  a  dapper  man  who  sp' 
in  a  near-whisper,  designated  him  "the 
to  the  outside  world,"  Haim  says.  The 
proved  masterful  at  using  high-fashion 
to  hone  Gitano's  young,  sexy  image 


1980  to  a  peak  of  $807  million  in  1990. 

Gitano's  success  was  a  badge  of  honor 
for  Haim  and  his  siblings,  who  were  born 
in  Jerusalem.  Their  grandfather,  also 
named  Haim,  had  fled  there  in  the  1940s  to 
escape  persecution.  While  most  of  the  Da- 
bah clan  emigrated  directly  from  Syria  to 
New  York,  it  wasn't  until  the  mid-1960s,  af- 
ter the  elder  Haim  died,  that  his  son  Morris 
began  moving  his  family  to  America. 
FAMILY  TIES.  Haim  Dabah  was  16  years  old 
when  he  arrived  in  New  York.  The  family 
had  enough  money  to  send  him  to  Talmudi- 
cal  Academy  of  Baltimore,  a  boarding 
school.  But  after  graduating,  he  went 


also  forged  strong  ties  to  discounters, 
pecially  fast-growing  Wal-Mart. 

By  September,  1988,  Gitano's  star  ' 
burning  brightly  enough  to  comm; 
$20.50  a  share  in  a  $51.2  million  initial  f 
lie  offering.  The  Dabahs  retained  a 
stake.  The  money  was  used  to  pare 
tano's  long-term  debt,  leaving  the  ' 
clear  for  more  expansion.  "Everything  j"(K  hoi 
touched  turned  good,"  Dabah  recalls 
figured  things  would  stay  that  way." 

The  trouble  was,  the  company  had  • 
grown  Haim's  ability  to  control  it.  Th  1 
was  no  business  plan,  no  budgeting,  anc 
system  to  monitor  the  purchase  and  rr 
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lent  of  invt'iilory.  Admits  Dabah:  "The 
thing  I  don't  i<now  how  to  do  is  make 

our  systems,  financial  controls,  and 
hat  stuff  work."  When  sales  were 
ling,  that  didn't  matter.  But  as  the 
omy  slowed  in  19i)()  and  Git^ino  became 
;  dependent  on  low-margin  business 
Wal-Mart,  the  high  costs  of  a  loose  or- 
sation  began  to  show.  Without  the 

to  gauge  what  was  happening,  Haim 
lost  in  the  clouds.  "Imagine  flying  a 
e  without  instruments,"  he  says. 
,t's  basically  what  happened." 
siders  say  the  problem  was  exacerbat- 
y  Haim  and  Isaac's  dividing  Gitano 
into  what  resembled  sover- 


eign fiefdoms. 


threw  out  improperly  dyed  jeans  instead  of 
reworking  them.  Moreover,  Gitano  suf- 
fered what  management  now  calls  a  "black 
hole"  concerning  piecework.  With  no  .sys- 
tems in  place  to  track  ap|)arel  at  various 
stages  of  the  production  process,  thou- 
sands of  dollars  worth  of  merchandise 
would  disappear.  "1  was  fairly  appalled," 
says  Cliff  Thomp.son,  a  Levi  Strauss  &  Co. 
veteran  brought  in  to  clean  up  manufactur- 
ing. "It  was  a  real  mess." 

Although  manufacturing  was  losing  mil- 
lions— it  contributed  $15  million  to  Gitano's 
overall  $62.5  million  loss  last  year — Isaac 
held  fast  and  wouldn't  let  go.  "Nothing 
was  ever  put  to  a  vote,"  grumbles  one  for- 
mer top  executive.  "Everybody  wanted  to 
get  out  of  manufacturing,  except  Isaac."  It 
wasn't  until  late  1990  that  he 
was  convinced 


Although 

Haim  had  direct  con- 
trol of  marketing  and 
ostensibly  in  charge  of  the  entire  com- 
,  it  was  understood  that  Isaac  handled 
"oduction  decisions.  With  sales  grow- 
each  brother  wanted  to  expand  'lis 
division:  Isaac  wanted  to  bolster  r.  in- 
.uring  while  Haim  was  intent  or  ex- 
ing  Gitano's  retail  business.  Tht  up- 
Was  a  series  of  disastrous  decision : ;. 
LACK  HOLE.'  Isaac,  for  inst?  x'e, 
ed  Gitano  into  buying  manufact'  :-ing 
■s  in  Mississippi,  Guatemala,  ai  Ja- 
i.  But  the  company  had  no  idea  !  w  to 
Lge  them.  Last  year,  the  Jamaic-'  I'lant 
<i  waste  rate  hovering  at  207<~  an 
iitry  average  of  47'.  Workers  nply 


that  the  fac- 
tories had  to  be  shut  down. 
Isaac  was  unavailable  for  comment.  Haim 
would  only  say:  "We  feel  strongly  that 
the  company  should  give  executives  a  cer- 
tain amount  of  autonomy.  We  don't  try  to 
micromanage." 

Haim  Dabah,  too,  had  his  unchecked  fol- 
lies. Retailing  was  the  worst,  insiders  say. 
To  get  rid  of  excess  inventory,  he  rea- 
soned, Gitano  should  open  its  own  stores. 
So  he  expanded  headlong  from  10  stores  in 
1987  to  100  last  year.  With  a  full  staff  of 
buyers  and  designers,  the  chain  took  on  a 
life  of  its  own,  and  soon  there  was  no  room 
on  the  shelves  to  accommodate  inventories 


from  the  wholesale  business — the  strate- 
gy's original  purpose.  Old  inventory  built 
up  and  eventually  had  to  be  marked  down 
to  sell.  The  stores  never  made  money. 

Along  the  way,  the  Dabahs  privately 
bought  a  K^O-store  retail  chain  called  The 
Children's  Place,  partly  with  money  bor- 
rowed from  Gitano.  The  chain  is  a  big  cus- 
tomer of  the  public  company  but  has  never 
made  money  and  is  currently  facing  a  li- 
quidity crunch.  "The  family  has  lost  a  lot 
of  money  on  Children's  Place,"  Haim  says, 
adding  only  that  the  $27  million  still  owed 
Gitano  is  collateralized  by  family  assets. 

Now,  with  Gitano  stock  languishing 
around  4,  from  a  1989  peak  of  40,  the  Da- 
bahs are  conceding  defeat.  To  straighten 
out  the  finances  and  build  management 
controls,  they've  hired  Peter  C.  Kells,  a  for- 
mer Coca-Cola  and  Revlon  exec.  And  as 
they  renegotiate  credit  lines  with  banks, 
they've  decided  to  get  rid  of  two 
plants,  shutter  most  of  the  stores, 
and  refocus  on  the  core:  selling 
jeans  to  Wal-Mart  and  others. 
Kells,  however,  notes  that  even  the 
core  needs  help.  Gitano  routinely  or- 
ders too  much  inventory  from  its 
sources  overseas,  resulting  in  mon- 
ey-losing markdowns.  The  $78  million 
second-quarter  writeoff  reserves  for 
such  losses — even  allowing  for  goods 
that  won't  arrive  until  fall.  Kells  is  in- 
stalling a  budget  system  to  rein  in  buy- 
ers. "I'm  gonna  be  the  major  discipli- 
narian," he  says. 

But  can  Gitano  really  return  to  its 
heady  past?  Even  if  the  Dabahs  step 
aside  and  give  Kells  &  Co.  the  power  to 
pierce  a  corporate  culture  built  on  ineffi- 
ciency, Gitano  has  other  concerns.  These 
days,  the  company  sells  more  than  one- 
quarter  of  its  total  volume  to  Wal-Mart. 
That  guarantees  some  sales  growth  as  the 
giant  retailer  continues  to  blanket  the  na- 
tion with  new  stores.  But  it  also  means  ra- 
zor-thin margins:  Wal-Mart  is  infamous  for 
squeezing  its  vendors  for  every  penny. 
WOES  AHEAD.  Evidence  is  also  growing 
that  Gitano's  fashion  sense — once  consid- 
ered fresh  and  progressive — is  getting 
stale.  Just  ask  Maxine  Clark,  the  executive 
vice-president  for  apparel  at  Venture. 
Clark  says  her  national  chain  has  cut  busi- 
ness with  Gitano  significantly  over  the  past 
couple  of  seasons.  The  reason:  "When  we 
looked  at  the  merchandise,  we  couldn't  find 
anything  to  buy.  The  product  line  wasn't  as 
fashionable  as  it  should  have  been." 

Kells  points  out  that  Gitano's  orders  for 
next  season  are  up — proof,  he  says,  that 
the  brand  is  as  strong  as  ever.  And  Haim 
Dabah  is  quick  to  show  cynics  a  plaque  on 
his  desk  that  reads:  "Business  is  a  series  of 
brilliant  opportunities  disguised  as  impossi- 
ble situations."  Maybe.  But  it's  one  thing 
to  shrink  a  bloated  jeansmaker  to  its  right 
size,  and  another  to  keep  family  members 
from  getting  too  big  for  their  britches. 

Bi/  Ron  Stodghill  II  in  New  York 
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STRATEGIES  I 


CAFE  AU  LAIT,  A  CROISSANT 
—AND  TRIX 


General  Mills  does  deals  with  Nestle  and  PepsiCo  to  tackle  Europe 


Toucan  Sam,  Tony  le  Tigre,  and 
Snap,  Crackle,  et  Pop  are  Europe- 
an celebrities.  Roaming  abroad  for 
years,  they  have  helped  Kellogg  cereals 
build  an  even  stronger  position  overseas 
than  at  home.  Yet  their  archrivals — the 
Lucky  Charms  leprechaun  and  the  Trix 
rabbit — have  never  even  bothered  to  get 
visas.  The  reason:  As  other  American 
foodmakers  elbowed  their  way 
onto  Europe's  grocery  shelves  in 
the  1980s,  General  Mills  Inc.  and 
its  spokestoons  single-mindedly 
stuck  to  North  American  shores. 

Well,  they've  finally  packed 
their  bags  for  a  round-the-world 
tour.  While  General  Mills  still 
sees  plenty  of  room  to  build  do- 
mestic sales  and  profits,  it  recog- 
nizes that  it  can't  afford  to  ne- 
glect the  rest  of  the  globe.  With 
only  a  small  snack-food  business 
overseas,  it  needed  to  get  up  to 
speed  fast.  So  it's  taking  an  un- 
orthodox route  for  the  packaged- 
food  industry:  joint  ven- 
tures.  The  suburban 
Minneapolis  company 
has  launched  an  am- 
bitious assault  on 


On  the  other  hand,  building  factories 
and  distribution  channels  from  scratch 
"would  have  taken  years  and  years,"  ex- 
plains Vice-Chairman  Arthur  R.  Schulze. 
"We  felt  a  sense  of  urgency." 

In  some  ways,  coming  late  to  the 
game  could  turn  out  to  be  a  blessing  for 
General  Mills.  Nestle's  and  PepsiCo's 
well-known  brands,  plus  their  distribu- 


will  now  be  No.  2  in  European  sna( 
International  markets  do  offer  a  g 
en  opportunity  for  growth.  Europe 
on  average  eat  just  three  pounds  of 
real  a  year  per  capita,  compared  witi 
pounds  in  the  U.  S.  Starting  fron 
small  base,  sales  volume  in  some  n 
kets,  such  as  Spain  and  Portugal, 
been  growing  at  20?^  to  50%  a  year, 
5'/'  in  the  U.  S. 
INSTANT  BREAKFAST.  Cereal  Partr  i? 
Worldwide  (CPWi,  the  Nestle-Gen( 
Mills  hookup,  has  quickly  gained  a  s 
foothold  in  Europe.  In  1990,  the  vent 
snapped  up  the  Rank  Hovis  McDou 
PLC  cereal  unit  for  $165  million,  givin 
an  instant  15%  market  share  in  Bri 
and  a  launching  pad  for  the  Contin 
General  Mills  has  ditched  most  of  I  H 


01 

ICK,  SI 

Co  exec 
esecBt 


the  $3.5  billion  Eu- 
ropean cereal  mar- 
ket, with  help  from 
Nestle.  And  on 
Aug.  6,  General 
Mills  and  PepsiCo  Inc. 
won  European  Commis- 


SNACK 
VENTURES  EUROPE 

New  venture  merges 
PepsiCo's  and  General  Mills  s 
European  snock-food  businesses. 
Will  be  the  largest  sna  :k-food 
marketer  in  Europe,  wiih 
$641  million  in  sales.  Won     .  ■ 
EC  approval  / 


tie's  laggard  cereal  brands  and  is  rol 
out  such  staples  of  its  own  as  Chee 
and  Golden  Grahams  ur 
the  Nestle  label.  General  IV 
has  also  directed  a  makec 
of  Nestle's  Chocapic  cer 
including  reformulating 
taste,  redesigning  the  pad 
ing,  and  introducing  new 
featuring  a  cartoon  puppy 
CPW's  sales  have  climbe( 
$250  million,  in  several 
tries  surpassing  Quak 
Co.,  long  Europe's  N 
al  marketer.  CPW  seems 
on  its  way  to  achievinglai 
goal  of  $1  billion  in  sales 
a  20%  share  by  2000. 
month,  it  tackles  its  first 
European  market:  Mex 
But  catching  up  with  Kell 
in  Europe  will  be  a 
challenge.  Says  Gin 
Dupaty,  a  buyer 
a  big  French 


li'S  a.  „ 
liver  iiai 


ler  cak( 


3ral  c(  er 
iker  (laii 
io.  2  c  I' 


on  Aug. 6 
/  / 


sion  approval  to  merge 
their  European  snack-food 
businesses,  catapulting  the  com- 
bined company  inln  the  largest 
player  in  the  $17  billion  market. 
TO  HAVE  AND  TO  HOiD?  Such  partner- 
ships can  he  risky.  They  often  end  up 
dissolving,  with  one  partner  splitting  off 
and  using  what  it  has  learned  to  become 
an  even  stronger  compet  toi-.  But  Gener- 
al Mills  figures  the  potential  rewards  far 
outweigh  the  risks — especially  given  its 
late  start.  In  cereals,  Kellogg  Co.  has  a 
70-year  head  start  abroad:  In  some  coun- 
tries, it  controls  as  much  as  80%  of  the 
ready-to-eat  cereal  business.  Thanks  to 
the  1980s'  mania  for  food  acquisitions, 
takeover  candidates  are  few  and  pricey. 


/ 


IN  PARIS:  CHEERIOS  WITH  THE  NESTLE  LABEL 

til  in  and  marketing  muscle 


CEREAL 
PARTNERS  WORLDWIDE 

50-50  joint  venture  with 
Nestle  to  sell  General  Mills 
cereals  everywhere  but  in 
North  America.  1991  sales 
of  roughly  $250  million 

DATA:  COMPANY  REPORTS 
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in  Europe, 
will  instantly  give  General  Mills 
strength  that  many  of  its  go-it-alone 
comjjetitors  lack.  PepsiCo,  for  instance, 
brings  its  vaunted  "store-door"  distribu- 
tion s\ ;  tem,  in  which  Pepsi  delivers  its 
products  directly  to  each  store,  not 
through  a  warehouse.  Even  rivals  ad- 
mire the  alliances.  The  snack  venture  is 
"an  excellent  move  for  PepsiCo  and  Gen- 
eral Mills,  because  two  very  complemen- 
tary businesses  have  been  put  togeth- 
er," says  John  Wa  Ten,  finance  director 
at  London's  Unites  ■  Biscuits  PLC,  which 


onailGi 
Amerii 
lesi 


■ittne  ma 
t  Co. 


permarket  ch  t: 
Groupe  Cas 
"Nestle  is  a 
10   years  a^il 
from  threater 
to  overtake  I 
logg    as  Fran 
No.  1  cereal  brand. 
Profits  are  proving 
ilarly  elusive.  Because  of  hefty  stai 
costs,  the  venture  lost  $70  million  in  ^ 
cal  1992,  ended  May  31,  according  ifapjjfi 
Prutentia!  Securities  Inc.  analyst  J  '  '  " 
McM  llin.  iVnd  it  may  not  move  into 
black  until  the  second  half  of  the  dee 
"The  oreakeven  point  will  depend  on 
speed  at  which  we  expand,"  says  Ruiij 
Gassei ,  who  oversees  CPW  for  Ne;  iti 
Becaus'.'  General  Mills  owns  half  offn 
ventun ,  it  splits  the  losses  with  Nei 
so  they'll  hit  earnings  this  year  byfe 
more  than  10$  a  share,  or  3%,  accon 
to  Smith  Barney,  Harris  Upham  & 
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iin'mg  Dirwlur  Ronald  B.  Morrow, 
lack  Ventures  Europe,  as  the  Pep- 
-General  Mills  deal  is  known,  will 
t  off  with  revenues  of  around  $641 
on.  General  Mills  owns  A()7<  of  the 
ure,  to  PepsiCo's  (iO/^ .  The  partners 
it  will  be  profitable  immediately,  al- 
gh  they  decline  to  give  numbers. 
1  just  4%  of  the  fragmented  market, 
duo  sees  plenty  of  chances  to  grow 
iringing  distinct  product  and  techno- 
;al  capabilities  to  the  partnership. 
>r  example,  General  Mills  is  good  at 
ing  products  that  are  extruded  into 
inct  shapes,  such  as  its  Bugles 
ks,  while  PepsiCo  dominates  the 
business.  "The  driving  force  is  go- 
to be  our  ability  to  generate  new 
ucts,"  says  Michael  J.  Dolan,  the 
iiCo  executive  who  has  just  become 
I  executive  of  the  venture.  Geo- 
ihically,  there's  little  overlap:  Pep- 
is  strong  in  Southern  Europe,  while 
5ral  Mills  is  a  leader  in  the  Benelux 
I  tries. 

ick  at  home.  General  Mills  continues 
5liver  dazzling  results,  even  as  most 
r  foodmakers  struggle  through  the 
3sion.  In  fiscal  1992,  profits  from 
inuing  operations  rose  16%,  to  $505.6 
on,  on  a  sales  increase  of  9%,  to  $7.8 
)n.  Packaged  foods  such  as  Betty 
;ker  cake  mixes  and  Hamburger 
»er  dinners,  as  well  as  Wheaties, 
and  other  Big  G  cereals,  are  Gener- 
ills'  biggest  businesses.  Its  Red  Lob- 
and  Olive  Garden  restaurants 
3d  in  about  23%  of  operating  profits 
one-third  of  sales. 

•ERATE  NEED?  To  export  its  success 
,iobal  markets.  General  Mills  may 
'  had  no  choice  but  to  seek  partners, 
observers  say  cracks  almost  inevita- 
appear  in  such  alliances — especially 
e  partner  ends  up  contributing  more 
the  other.  For  example,  some  out- 
's already  question  General  Mills' 
cm  in  allowing  Nestle  to  plaster  its 
e  on  all  Genera!  Mills  cereals  outside 
,h  America.  In  a  business  where 
d  names  are  all-important,  they  say, 
decision  effectively  hands  those  ce- 
brands  over  to  Nestle.  "As  long  as 
need  each  other  desperately,  it  will 
I,"  says  Kevin  Rollins,  a  vice-presi- 
at  the  management  consulting  firm 
&  Co.  "But  if  the  economics 
ge,  that's  when  joint  ventures  start 
ig  apart." 

both  cases,  General  Mills  and  its 
lers  vow  that  they'll  stay  together 
the  long  haul.  Schulze  of  General 
.  insists  the  company  did  not  enter 

the  deals  lightly.  And  so  far,  its 
ive  experience  with  Nestle  has  per- 
ed  General  Mills  that  there's  noth- 
ike  a  traveling  companion  to  make 
-gn  terrain  seem  a  bit  less  alien. 
'  Lois  Therrien  in  St.  Louis  Park, 
',,  with  Charlie  Hoots  in  Paris 


STRATEGIES  I 


SCHOLASTIC  GETS  READY 
TO  HIT  THE  BOOKS 


Flush  with  cash,  the  publisher  pushes  into  the  tough  textbook  field 


ROBINSON:  A 
BOLD  MOVE 


ichard  Robinson,  chairman  and 
chief  executive  of  Scholastic  Inc., 
Lwas  looking  worried.  It  wasn't  his 
company's  stock  price,  which  stumbled 
badly  in  the  spring,  or  the  educational 
publisher's  yearend  numbers,  due  out 
within  days.  Robinson  was  fretting 
about  an  article  on  education  reform  he 
was  supposed  to  write 
for  one  of  his  comjja 
ny's  publications.  He 
had  missed  the  dead- 
line— again.  "Oh,  my 
editor's  going  to  come 
in  the  door  any  min- 
ute," he  said.  "And  I 
haven't  even  written 
my  first  word  yet." 

Juggling  roles  as 
writer  and  CEO  is  no 
easy  trick,  but  Robin- 
son, 55,  has  been  pull- 
ing it  off  for  17  years. 
The  son  of  Scholastic 
founder  Maurice  R. 
Robinson,  he  has 
helped  the  72-year-old 
company  build  a  major 
presence  in  education- 
al publishing.  Scholas- 
tic offerings  include 
34  children's  maga- 
zines, best-selling  ju- 
venile fiction  titles 
such  as  the  hugely 
successful  Baby-sit- 
ters Club  series,  book 
clubs  and  fairs,  educa- 
tional software,  and 
television  and  home 
video  productions.  To- 
day, Scholastic  figures 
that  80%  of  U.  S. 
schools  are  using  its 
materials.  For  the 
year  ended  May  31, 
the  company's  net  in- 
come excluding  one- 
time charges  was 
$19.1  million,  up  33%, 
on  revenues  of  $489  million,  up  16%'. 
SECOND  TRY.  In  February,  Scholastic, 
which  Robinson  took  private  in  a  1987 
leveraged  buyout,  went  public  again  in  a 
$90  million  stock  offering.  Now,  with  the 
company  cash-flush  and  almost  debt- 
free,  Robinson  is  aiming  higher.  His 
fioldest  move  is  a  foray  into  the  competi- 


tive $2  billion  textbook  market,  where 
Scholastic  has  had  little  presence.  The 
company  is  selling  kits  with  a  series  of 
colorful  new  books  for  kindergarten 
through  the  eighth  grade,  along  with 
audio  and  video  cassettes  and  teachers' 
guides.  It's  investing  some  $20  million  a 
year  in  the  business,  hoping  that  it  will 


A  GROWING 
LIBRARY 


1992  REViNUES:  $489.3  Millioir 
1992  OPERATING  PROFITS:  $19.1  Million 


63% 


OF  REVENUES 


BOOK 

PUBLISHING 

Titles  include  Clifford  ffie  Big 
Red  Dog  and  Tfie  Babysiffers' 
Club.  Division  also  is  home  of 
six  kids'  book  clubs 


13% 

Of  REVENUES 


MAGAZINE 
PUBLISHING 

Thirty-four  publications,  includ- 
ing Scfiolosf/c  News,  Junior 
Scfio/osfic,  Pre-K  Today 

DATA;  COMPANY  REPORTS 


INTERNATIONAL  oITev'nue! 

Magazines  such  as  Cfiild  Educa- 
tion and  Junior  Educafion,  and 
book  series  such  as  Rosie  &  Jim, 
especially  popular  in  Britain 


3% 

OF  REVENUES 


VIDEO  AND 
SOFTWARE 

Includes  Interactive  Novo  envi- 
ronmental program,  and  Oper- 
ation Frog,  an  on-scree.i  dissec- 
tion program 


be  worth  $100  million  in  annual  revenues 
by  mid-decade. 

There  are  big  obstacles  in  Scholastic's 
path,  though.  Its  chief  competitors  in 
textbooks  are  bigger  and  better  estab- 
lished. They  include  Macmillan/McGraw- 
Hill  (50%-owned  by  BUSINESS  week's 
publisher),  Simon  &  Schuster,  and  Har- 
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court  Brace  Jovanovich.  And  Scholastic 
has  struggled  with  this  market  before: 
In  the  late  1970s,  it  lost  $1  million  on  its 
first  try  at  textbook  publishing. 

The  company  had  barely  recovered 
from  that  debacle  when,  in  1984,  it  re- 
ported its  first  loss  ever — $18.8  million 
on  sales  of  $157.5  million.  Robinson  says 
the  company  had  become  complacent 
and  allowed  competitors  to  eat  into  its 
core  kids'  book  business,  while  it  fum- 
bled an  effort  to  computerize  all  its  oper- 
ations at  once.  "Almost  everything 
seemed  to  go  wrong,"  recalls  Robinson. 
He  brought  in  a  new  management  team 
and  revamped  the  entire  book  operation, 
from  customer  service  to  finances. 

Robinson  insists  the  latest  foray  into 
textbooks  will  be  different.  Because 
they  include  software,  videos,  and  other 
high-tech  teaching  aids.  Scholastic's  new 
multimedia  kits  are  designed  to  be  more 
flexible  for  teachers  and  more  attractive 
to  students.  For  example,  a  science  kit 
includes  a  unit  titled  Garbage.  It  has  a 
chapter  on  recycling,  a  video  segment 
showing  what  happens  to  garbage — and 
samples  of  types  of  trash.  "It's  not  the 
traditional  kind  of  textbook,"  says  Bar- 
bara Ann  Hawkins,  a  teacher  at  East 
Elementary  School  in  Dillon,  S.  C. 

Scholastic  has  a  fast-growing  market. 
Births  are  running  at  4.1  million  a  year, 
vs.  3.2  million  in  the  late  1970s.  "The 
company  is  riding  an  excellent  demo- 
graphic wave,"  says  Kenneth  T.  Ber- 
ents,  an  analyst  at  Alex.  Brown  &  Sons 
Inc.,  which  took  Scholastic  public  the 
second  time. 

MOVIE  MISSTEP.  It's  all  a  far  cry  from 
1920,  when  Maurice  Robinson  launched 
The  Scholastic  newsletter  to  bring  con- 
temporary literature  and  current  affairs 
into  classrooms.  The  magazine  has  been 
joined  by  34  other  titles,  such  as  Junior 
Scholastic.  Update.  Scholastic  Neu's, 
and  Scholastic  Search,  read  by  some  23 
million  students.  The  elder  Robinson 
also  introduced  a  series  of  book  clubs 
for  kids,  now  its  most  profitable  unit. 

To  keep  the  profits  coming.  Scholastic 
is  building  a  new  distribution  center  in 
Jefferson  City,  Mo.,  which  should  help  it 
move  orders  along.  To  fight  the  competi- 
tion in  book  clubs,  the  company  is  step- 
ping up  its  markei.ing:  It  gives  away 
stuffed  animals  with  subscriptions  and 
offers  fret  books  to  teachers.  And  it  has 
made  an  agg  ressive  ve  into  cable  and 
syndicated  TV  with  shov. based  on  The 
Baby-sitters  Cmb,  its  fiction  series  fea- 
turing seven  adcjiescent  girls,  and  other 
priiperties.  But  it  has  pulled  back  on 
plans  for  theatrical  movies,  taking  a  $6.7 
million  write-down  on  several  scripts 
that  have  been  shelved.  With  all  the  oth- 
er projects  Robinson  is  juggling  these 
days— not  to  mention  that  article  he  has 
to  write — it's  probably  just  as  well. 
By  Sunita  Wadckar  Bliargara  in  Neir  York 
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FRITO-LAY  IS  MUNCHING 
ON  THE  COMPETITION 


Under  Roger  Enrico,  both  profits  and  market  share  are  up 
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From  a  conference  room  in  a  Dallas 
high  rise,  executives  at  a  Frito-Lay 
Inc.  division  point  outside  to  a  ri- 
val's cheeky  assault:  a  billboard  touting 
Eagle  Snacks  Inc.'s  new  tortilla  chip. 
Score  one  for  Eagle'?  Forget  it.  Frito's 
sales  team  struck  back  by  winning  most 
of  the  snack  franchise  at  the  indepen- 
dently operated  deli  in  Eagle's  new  Dal- 
las headquarters. 

Now  that's  what  Roger  A.  Enrico 
likes  to  call  "taking  back  the  streets." 
Since  arriving  at  Frito  in  January,  1991, 
Enrico  has  put  the  PepsiCo  Inc.  unit 
back  in  the  fast  lane  by  grabbing  mar- 
ket share,  shrinking  a  bloated  bureau- 
cracy, and  boosting  profit  margins.  "The 
organization  has  accomplished  far  more 
in  this  period  than  I  ever  thought  possi- 
ble," says  Enrico,  who  won  his  reputa- 
tion as  a  scrappy  manager  and  savvy 
marketer  while  president  and  CEO  of 
PepsiCo  Worldwide  Beverages. 

The  numbers  alone  give  him  reason  to 
boast:  Frito's  operating  profits  jumped 
15'a  in  the  first  half  of  1992,  helped  part- 
ly by  lower  potato  costs.  The  company 
should  earn  $800  million  on  $4  billion  in 
sales  for  the  full  year,  according  to  ana- 
lyst Lawrence  Adelman  of  Dean  Witter 
Reynolds  Inc.  That's  a  \^7'  gain  over 
1991  profits,  excluding  a  $91  million  re- 
structuring charge  (chart).  "I  don't  think 
they've  topped  out  by  any  means,"  says 
Adelman. 

BIGGER  CHEESE.  Enrico  has  roused  the 
industry  Goliath  out  of  a  torpid  five 
years  by  slashing  prices,  boosting  quali- 
ty, and  putting  the  zing  back  into  Frito's 
advertising.  Frito's  share  of  the  $4.2  bil- 
lion supermarket  salty  snack  business 
jumped  more  than  a  point,  to  42.3%,  for 
the  52  weeks  ending  in  mid-June,  accord- 
ing to  Nielsen  Marketing  Research. 
Archrival  Borden  Inc.  lost  nearly  a  point 
of  its  share,  falling  to  8?f  for  the  same 
period.  The  turnaround  adds  another 
star  to  Enrico's  career:  In  June,  the  20- 
year  PepsiCo  veteran  was  promoted  to 
oversee  both  Frito  and  PepsiCo  Foods 
International  (page  50).  And  he  has 
emerged  as  the  clear  favorite  to  succeed 
56-year-old  PepsiCo  Chairman  Wayne 
Calloway. 

Not  that  Frito  was  in  danger  of  crum- 


bling without  Enrico.  The  company  1  H'l 
powerhouse  brands  such  as  Dorit 
Lay's,  and  Ruffles,  a  10,500-mem 
sales  force,  efficient  factories,  and 
phisticated  information  system.s.  But 
the  last  decade,  Frito  grew  fat  on  all 
success.  It  developed  a  bulging  payi 
at  its  Piano  (Tex.)  headquarters, 
boosted  prices  faster  than  inflation.  A 
it  allowed  lapses  in  quality,  such  as 
many  broken  chips  in  each  bag.  Ai 
result,  rivals  began  to  nibble  away.  M 
alarming  were  the  gains  made  by 
heuser-Busch  Cos.'  Eagle  Snacks,  whiAshe 
churned  out  premium  products  at  prii 
up  to  207'  lower  than  Frito's.  The  fiePereiice, 
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competition  drove  down  the  compan 
profit  margins  from  21.4%  in  1990 
18.9%  last  year. 
Enter  Enrico.  Using  skills  honed 


the  cola  wars,  he  first  eliminated  1,8  iteJ 


lion 

lUed  01 
refoni 
to  chips. 
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0',',  of  Frilo's  iiianu^L'ineiil  ami  ad- 
strative  jobs.  By  spreading  decision 
ing  throughout  the  company,  Enrico 
ted  quality  and  made  Frito  more 
)le.  At  a  snaci(  plant  in  Irving,  Tex., 
example,  nearly  half  the  managers 
gone,  and  plant-floor  op- 
3rs  rather  than  supervi- 

check  products  every 
•  to  enforce  stiff  new 
ity  standards.  Enrico  also 
!d"  or  sold  4  of  Frito's  40 

plants  and  dropped  near- 
)0  package  sizes  and  fla- 

from  its  bloated  lineup, 
le  cutbacks  have  saved  an 
tiated  $100  million  annual- 
vhich  Enrico  is  using  to 
for  new  products,  lower 
IS,  and  better  marketing. 

mouth-watering  goal: 
it  gains  of  lO'/o  to  127f  an- 
ly,  real  volume  growth  of 
3  10%  a  year,  and  gains  in 
cet  share,  all  while  keeping  a  lid  on 

!S. 

IG  LOCAL.  That's  a  tall  order,  partic- 
y  in  an  industry  racked  by  price 
As  he  did  at  Pepsi,  Enrico  is  bet- 
heavily  on  slick  marketing  to  make 
lifference.  First  he  reformulated  the 
;hip  Doritos  brand.  And  recently, 
)  rolled  out  splashy  new  TV  ads  to 
ch  reformulated  Lay's  and  Ruffles 
to  chips.  In  May,  the  company  an- 
iced  it  was  changing  the  packaging. 


cutting  tlie  salt  content,  and  switching 
from  soybean  to  cottonseed  oil  to  im- 
prove the  flavor  of  both  chips.  It  signed 
up  basketball  stars  Larry  Bird  and  Kai'- 
eem  Abdul-Jabbar  to  peddle  the  new 
Lay's  in  the  product's  first  network  TV 
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ENRICO'S  COST-CUTTING  HAS 
SAVED  $100  MILLION  A  YEAR 
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commercials  in  10  years.  Then  Enrico 
shelved  the  27-year-old  "Ruffles  Have 
Ridges"  tagline,  replacing  it  with  a  "Get 
Your  Own  Bag"  theme. 

Catchy  advertising  is  only  one  of  Fri- 
to's weapons.  The  company's  marketing 
machine  is  humming  at  the  grass  roots, 
too.  That's  critical,  because  unlike  other 
packaged  goods,  such  as  toothpaste  or 
canned  soup,  the  snack-food  market  still 
has  strong  local  players  who  command 
regional  loyalties.  In  the  Baltimore- 


IQUES  FROM  THE  COLA  WARS,  LAY'S  IS  CONDUCTING  BLIND  TASTE  TESTS— AND  WINNING 


Washington  area,  for  example,  lltz  pota- 
to chips  claims  about  one-third  of  the 
market.  Now,  Frito  is  challenging  Utz  in 
blind  taste  tests.  The  result  so  far  this 
summer:  Lay's  has  doubled  its  still-slim 
share  in  the  area.  In  the  past,  says  Ste- 
phen Liguori,  vice-president 
for  brand  marketing,  "we 
were  too  big  and  too  stodgy 
to  worry  about  going  after 
these  local  opportunities." 

Enrico  even  put  on  his 
salesman's  shoes  to  champi- 
on the  grass-roots  effort. 
Last  May,  he  and  his  wife 
handed  out  samples  of  Frito's 
new  "Nacho  Cheesier  Dori- 
tos" at  several  Dallas  super- 
markets. They  were  among 
13,000  staffers  who  promoted 
the  new  brand  by  giving 
away  5  million  bags  across 
the  country  that  day.  Enrico 
says  the  campaign  also  lifted 
morale  by  making  employees  feel  like  a 
team:  "It's  about  as  close  to  a  religious 
experience  as  you  ever  get  in  business," 
he  says. 

But  it  is  Frito's  rivals  who  may  soon 
be  saying  their  prayers.  The  company 
has  recently  discounted  some  of  its  key 
brands  "to  levels  we've  never  seen," 
says  Peter  J.  Cline,  group  vice-president 
for  Borden's  North  American  snack 
business.  Borden  blarries  the  ferocious 
price  competition  for  a  33%  plunge  in 
second-quarter  operating  profit  from  its 
snacks  and  international  consumer  prod- 
ucts unit.  No.  3  Eagle  is  faring  better. 
Its  share  in  supermarkets  is  up  0.8 
points,  to  5.27'  for  the  year,  according  to 
Nielsen.  But  despite  its  strong  growth, 
analysts  figure  Eagle  could  still  lose  $15 
million  to  $30  million  in  1992. 
RIGHT  STUFF.  Borden  and  Eagle  are  both 
far  from  cashing  in  their  chips.  To  cut 
costs,  Borden  plans  to  start  a  national 
brand  to  supplement  its  20  or  so  regional 
labels.  The  company  is  also  launching  a 
new  chip  called  Graingers  to  compete 
with  Sunchips,  Frito's  successful  new 
multi-grain  snack,  which  had  a  remark- 
able $115  million  in  sales  in  its  first  year. 
Eagle,  meanwhile,  says  it  is  rolling  out 
new  tortilla  chips  and  pretzels. 

If  Enrico  is  as  good  a  talent  scout  as 
he  is  a  marketer,  Frito's  rivals  will  get 
little  relief  from  Steven  S.  Reinemund, 
his  hand-picked  successor.  Reinemund 
earned  his  stripes  as  CEO  of  PepsiCo's 
Pizza  Hut  unit  by  building  a  home-deliv- 
ery business  that  may  surpass  industry 
leader  Domino's  Pizza  Inc.  this  year. 

Now,  as  he  takes  over  a  revitalized 
Frito,  Reinemund  has  inherited  the  in- 
gredients for  success.  After  all,  he'll  be 
learning  from  a  man  who  has  convinced 
lots  of  Americans  that  the  perfect  meal 
is  a  bag  of  Doritos  and  a  Pepsi. 

By  Wendy  Zellner  in  Piano,  Tex. 
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BRITISH  AIR'S  BOID  GIOBAL  PUSH 


When  Colin  Mar- 
shall was  17,  he 
ran  away  from 
home  to  see  the 
world.  He  signed  up  as  a  cadet 
with  the  Orient  Steam  Naviga- 
tion Co.  and  for  seven  years 
shipped  out  on  voyages  be- 
tween Britain  and  Australia. 
Since  then,  Marshall's  career 
has  taken  him  from  boats  to 
cars  to  planes.  He  has  run  four 
companies  in  seven  countries. 
Each  time,  he  has  made  the 
globe  seem  smaller  and  travel- 
ing simpler. 
Now,  the  prodigal  son  has 


set  the  world  spinning  a  bit 
faster  on  its  axis.  Sir  Colin  Mar- 
shall, chief  executive  and  soon- 
to-be  chairman  of  British  Air- 
ways PLC,  last  month  nailed 
down  an  agreement  with  USAir 
Group  Inc.  to  form  a  huge 
transatlantic  alliance.  It's  a 
bold  bid  for  global  supremacy 
that  challenges  the  Big  Three 
American  carriers  in  their  own 
skies.  After  a  decade  of  dereg- 
ulation in  the  U.  S.,  American, 
Delta,  and  United  airlines  have 
been  toughened  by  fierce  com- 
petition— and  had  expected  to 
be  the  globe-girding  pioneers. 
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But  Marshall  may  steal  a 
march  on  them.  What's  more, 
he  may  try  to  pull  Trans  World 
Airlines  Inc.  into  his  orbit. 

The  BA-USAir  combo,  with 
passengers  on  both  sides  of  the 
Atlantic  feeding  into  the  sys- 
tem, would  cre- 
ate the  world's 
largest  carrier 
as  measured  by 
revenues:  $16  billion  altogeth- 
er. Airline  executives  have  long 
dreamed  of  moving  seamlessly 
across  boundaries  to  create 
global  networks,  but  BA  will  do 
so,  assuming  Washington 
0.  K.'s  the  deal.  Add  BA's 
American  market  share  to  its 
potential  in  a  newly  deregulat- 
ed Europe,  and 
it  will  be  the 
closest  thing 
yet  to  a  global 


dynamo.  Buying  into  USAir  is 
"a  major  step  in  fulfilling  our 
ambitions  to  be  the  airline  of 
the  future,"  says  Marshall. 

It's  a  pretty  picture,  if  it  all 
works.  But  Marshall  faces  tre- 
mendous hurdles.  The  USAir 
bid  is  stirring  up  a  political 
maelstrom  in  a  charged  elec- 
tion year.  Big  American  carri- 
ers, fearful  of  BA's  onslaught, 
are  whipping  up  anti-BA  senti- 
ment and  furiously  lobbying 
regulators  with  objections. 
Donald  J.  Carty,  executive  vice- 
president  for  finance  and  plan- 
ning at  American  Airlines  Inc., 
warns  darkly  that  "we  could 
become  feeder  systems  of  big 
global  airlines."  Washington 
concerns  aside' 
Marshall  could 
ignite  vicious 
fare  wars,  as 
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others  fight  to  undercut  BA.  What's 
more,  Ba's  prize  has  its  share  of 
problems.  USAir  has  lost  money  for 
three  years,  and  synergy  between 
BA  and  the  Arlington  (Va.)  carrier 
won't  come  easily. 

RA's  incursion  into  the  U.  S. 
marks  the  first  global  showdown  in 
a  fast-deregulating  world.  By  push- 
ing for  a  deal  that  gives  it  such  an 
entree  to  the  U.  S.,  BA  is  provoking 
U.  S.  airlines  to  demand  the  same 
access  in  Europe — just  as  the  Euro- 
pean Community  is  preparing  to 
dissolve  its  internal  borders.  In 
fact,  the  carriers  insist  that  greater 
rights  abroad  be  the  quid  pro  quo 
for  approving  the  BA  purchase. 
Meanwhile,  the  Europeans,  most  of 
them  inefficient  and  unprofitable, 
are  vulnerable:  Weaker  carriers 
could  well  break  ranks  and  tie  up 
with  the  mighty  Americans,  caus- 
ing a  rush  of  transatlantic  alliances 
that  could  bust  up  markets  on  both  con- 
tinents. Says  Tim  W.  Walden,  industry 
affairs  manager  at  London-based  British 
Midlands  Airways  Ltd.,  a  BA  competitor: 
"It  could  turn  into  the  biggest  free-for- 
all  we've  ever  seen." 
TROJAN  HORSE.  It's  not  the  first  time 
Marshall,  58,  has  tried  such  a  stunt.  He 
helped  turn  BA  from  "bloody  awful"  into 
bloody  awesome,  transforming  a  haven 
for  civil  servants  into  an  airline  with  a 
world  reputation  for  service.  Using  his 
American  training  from  Avis  Inc.,  which 
he  made  No.  1  in  Europe,  he  got  BA  em- 


SCHOFIELD:  HE  SAYS  MARSHALL  WON'T  TRY  TO  RUN  USAIR 


ployees  to  "try  harder,"  too.  Now,  Mar- 
shall relishes  the  sight  of  U.  S.  competi- 
tors squirming.  In  an  interview  at  Ba's 
glass-and-steel  building  at  Heathrow 
Airport,  he  snorts:  "I'm  not  at  all  sur- 
prised that  the  three  majors  are  squeal- 
ing like  pigs  because  they  see  a  fourth 
domestic  competitor  looming  large." 

Cocky  as  that  sounds,  there's  a  lot  of 
truth  to  it.  The  new  carrier,  with  669 
aircraft  and  94,000  employees,  will  carry 
more  passengers  to  more  destinations 
than  any  other  airline:  339  stops  in  71 
countries.  In  effect,  uSAir  will  be  BA's 


Trojan  horse.  Although  BA,  by  U 
law,  can't  fly  between  American 
ies,  USAir  and  BA  can  commingle 
orations  to  give  passengers  the 
pression  that  they  are  flying  on 
same  airline.  In  papers  filed  w 
the  Transportation  Dept.,  BA  s; 
that  in  five  years  the  two  will  "iA*; 
grate  all  the  core  aspects  of 
airline  business  ...  to  the  po 
where  they  operate  under  one  m 
agement  structure."  First  to  |  ' 
harmonized  are  the  network 
flights  and  connections,  tie  taP'^' 
prices,  catering,  advertising,  i  t'^"^' 
purchase  of  aircraft.  Within  a  y(  i'  'm 
the  plan  calls  for  the  establishm 
of  three  brands:  one  each  for  No  i' 
American,  European,  and  interc  :• 
tinental  flights,  so  consumers  kn  '  > 
they  are  part  of  a  single  netwoi  ■■ttiipnc 
'EAT  OR  BE  EATEN.'  On  a  trip,  s  tiigfl' 
from  Indianapolis  to  London,  US  wthai 
will  handle  the  domestic  leg,  and  bI  %i 
the  international  portion.  But  the  ere  i  says 
will  wear  the  same  uniform  and  sei  wHansi 
the  same  food,  and  cabin  interiors  i  i  and  a  8 
look  the  same.  "Passengers  won't  kn  wiiiio  H 
if  their  pilot  is  British  or  America  Kiioti 
says  Roger  Maynard,  ba's  director  iliesnai 
corporate  strategy.  rtrian 
BA  is  banking  on  the  day  when  it  (  m(i\ 
fly  passengers  from  any  city  in  the  U,  itaiiie 
to  any  city  in  Europe  on  a  USAir  or,  i first h 
plane.  The  stateless  carrier  might  e\  ix  ageK 
fly  under  a  new  logo:  British-Americr 
Airways  is  one  rumored  possiblity.  |siiifraiil 
Marshall  may  also  deploy  USAir  on  Jionethir 
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tish  Overseas  Airways  Corp.) 
m  merger  of  archrivals  Imperial 
Wrwoys.  State-owned  airline  runs 
Sriger  service  across  the  Atlantic 
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r  mission:  to  make  a  run  on 
issets  of  TWA,  now  in  bank- 
;y.  With  USAir  doinj^  the  bid- 
,  he  could  snap  up  TWa's  St. 
s  hub,  its  facihties  at  John  F. 
ledy  International  Airport, 
its  lucrative  Paris  routes.  A 
ze  close  to  BA  admits  "TWA  is 

much  in  the  picture." 
irshall's  big  gamble  is  also 
ing  turbulence  in  Europe. 
EC  is  poised  to  deregulate  its 
;  starting  on  Jan.  1,  1993.  For 
first  time,  EC  carriers  will 

the  right  to  fly  between  any 
European  cities,  without  hav- 
to  end  up  back  home.  That 
IS  fiercer  competition — and 
:ul  consolidation,  as  happened 
e  U.  S.  Cosseted  state-owned 
ers  such  as  Air  France  and 
hansa  will  find  their  British 
;trengthened  by  its  new  U.  S. 
2nger  base,  which  accounts 
nore  than  a  third  of  all  inter- 
mal  flights,  "it's  eat  or  be 
1,"  says  Lord  White,  chair- 
of  Hanson  PLC's  U.  S.  opera- 

and  a  BA  board  member. 
WARD  HO.  So  Marshall  is 
ing  no  time  in  the  New  Europe.  In 
I,  he  snapped  up  a  German  regional 
le,  renamed  it  Deutsche  BA,  and  is 
ioning  it  into  a  low-cost  airline  that 
I  become  ba's  vehicle  to  build  En- 
's first  hub-and-spoke  system.  Next 
he  agenda  are  more  alliances.  "In 
course,"  Marshall  deadpans,  "one  or 
other  airlines  will  be  joining  us."  BA 
1  one-third  stake  in  a  Moscow-based 


joint  venture,  Air  Russia,  which  will  be- 
gin flying  in  1994.  And  Marshall  has  his 
eye  on  booming  Asia.  He  has  a  bid  in  for 
the  Australian  government-owned  Qan- 
tas  Airways  Ltd.,  which  could  pit  him 
against  such  Asian  powerhouses  as  Sin- 
gapore Airlines  Ltd.  and  Cathay  Pacific 
Airways  Ltd. 

While  Marshall  plays  the  global  strat- 
egist, he  is  also  keeping  his  eye  on  the 


fine  print  of  the  USAir  deal.  In  the 
complex  arrangement,  BA  will 
spend  $750  million  to  buy  a  44% 
stake,  in  the  form  of  convertible 
preferred  shares,  in  U.SAir.  BA  will 
have  only  217'  of  the  voting 
shares,  however,  in  accordance 
with  the  U.  S.  limit  on  foreign 
ownership.  But  after  five  years, 
BA  may  wind  up  having  to  pay  as 
much  as  $1.35  billion  to  prevent 
its  44%'  stake  from  being  diluted. 
And  that's  more  than  usAir's  total 
market  capitalization,  now  $1.2 
billion.  "When  you  buy  your  way 
into  the  largest  market  in  the 
world,  you  expect  to  pay  a  premi- 
um," says  UBS  Phillips  &  Drew 
analyst  Richard  Hannah. 
VETO  POWER.  Still,  the  deal  may 
be  more  favorable  to  BA  than  it 
appears.  BA  Chief  Financial  Offi- 
cer Derek  Stevens  figures  the 
company  can  borrow  most  of  the 
$750  million  in  the  U.S.  at  6%, 
while  USAir  is  paying  out  7%  on 
the  preferred  shares  for  five 
years,  ba  has  also  cannily  protect- 
ed its  shareholders  from  USAir's 
$2  billion  debt,  giving  the  two 
companies  a  five-year  engagement  peri- 
od before  deciding  whether  to  tie  the 
knot.  Meanwhile,  BA  will  reap  benefits 
from  day  one.  James  C.  Halstead,  an 
analyst  at  London's  Hoare  Govett  Ltd., 
figures  that  if  USAir  funnels  just  three 
additional  business-class  passengers  a 
day  into  ba's  international  routes,  BA 
adds  $1  million  a  year  to  its  bottom  line. 
No  matter  what  ba's  stake,  Marshall 


1001  expands  access 
'     '    to  U.S.  market  af 

ter  Britain  agrees  to  let 

American  and  United 

succeed  Pan  Am  and 

TWA  in  serving 

Heathrow  Airport 


1  OOfl  Aeroflot  form  Air 

'  Russia,  slated  to  fly  from 

Moscow  to  Europe,  America,  and  Far 
East  beginning  in  mid-1990s 


J  !  Following  ad 
blitz,  BA's  ini- 
ck  offering  for 
biHiori  is  massive- 
'■subscribed 


1 0510  ''^  ^  9'-'''^ 
'^"^    access  to  U.S., 

BA  teams  witfi  labor- 
management  group  at 
Unitea  Airlines  in  $6.75 
billion  bid  for  airline.  BA 
later  pulls  out 


1  gpn    BA  agreed  to  buy  44%. 

'^^^    stake  in  USAir  to  cre- 
ate woHd's  largest  airline  al-  .| 
liance.  Washington  approval 
pending 
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The  computer  that  ijispi 


The  bubble  in  the  middle  doesn't  really  exislsteiii 
just  an  image  made  from  reflections  of  the  sky,  of  tlfrlor.p|f 
ground,  of  the  other  bubbles.  P iliittli 

Only  they  don't  exist  either.  The  whole  pictd 
a  mathematical  fantasy,  and  the  giant  computers  tF 
put  men  on  the  moon  would  have  struggled  to  cresiiil)! 

But  an  IBM  RISC  System/6000,™  which  can 
on  your  desk,  did  it  easily  using  RISC  technology  v 
was  invented  by  John  Cocke,  a  research  scientist  atlt,||,„j|^ 
The  RISC  System/6000  isn't  the  only  RISC  compii|,lon„jj^ 


S'*  invent 

'  'a 


but  it  is  the  most  advanced  thanks  to  another  idea 
(also  Dr.  Cocke's)  called  superscalar  technology. 

In  an  historic  test  at  a  national  research  lab, 


ir!n|,.ejp 


s  picture  is  also  making  history. 


'Stem/6000  was  pitted  against  a  Cray  '  super- 
er  for  selected  applications,  and  it  won.  But  even 
irtling,  the  same  lab  has  since  replaced  one  of 
i  with  a  network  of  our  smaller  machines. 
7e  point  this  out,  not  to  brag  (well,  maybe  a 
ut  because  the  RISC  Svstem/6000  is  fruit  of 
uge  investment  in  research,  and  it  shows  how 
:ess  is  changing. 

/e  spend  over  $6  billion  a  year  on  R&D,  and  we 
y  do  more  pure  research  than  anyone.  But 
ir  top  scientists  work  more  closely  with  real 
s,  and  it  helps.  For  the  RISC  System/6000,  the 
o  pioneered  its  basic  technology  also  led  it  to 


market.  And  the  original  lab  team  not  only  stayed 
with  it,  half  of  them  moved  from  New  York  to  Texas  to 
join  the  development  team. 

As  a  result,  our  customers  (often  researchers 
themselves)  can  have  massive  computing  power 
at  affordable  prices,  to  help  them  improve  their 
own  products. 

But  what  hasn't  changed  about  IBM  research  is 
the  value  of  a  person  like  John  Cocke,  who  is  one  of 
.58  IBM  Fellows.  It's  a  title  he  earned  by  having  great 
ideas,  and  it  gives  him  the  one         — -—•  — -^g. 
thing  he  treasures  most.  Complete    E    =Z  ZITZ 
freedom  to  have  more  of  them.        "~         *—  T  IZ 


is  likely  to  be  the  one  calling  the  shots. 
rsAir's  Chairman  Seth  E.  Schofield,  who 
has  worked  at  what  is  now  USAir  since 
he  was  hired  as  a  baggage  handler  at  17, 
is  a  capable  manager  who  has  made 
tough  cost  cuts.  But  industry  executives 
say  Marshall's  clout  and  money  will  pre- 
vail. Says  Schofield:  "I  don't  think  Colin 
Marshall  has  any  intention  of  trying  to 
run  rsAir." 

Indeed,  the  British  chieftain's  game 
plan  is  already  taking  shape.  BA  wants 
to  name  four  of  the  16  board  members 
and  to  appoint  two  others  who  will  sit  on 
both  companies'  boards.  And  BA  insists 
that  any  major  financial  or  strategic  de- 
cision must  be  approved  by 
80','  of  the  board,  which 
would  give  BA  a  virtual  veto. 
"The  British  are  asking  for 
things  beyond  the  pale," 
says  an  industry  executive. 
Some  experts  expect  the 
Transportation  Dept.  to  balk 
at  this  backdoor  form  of 
control.  But  Marshall  insists 
he  won't  back  down  on  the 
80/v  vote.  "One  doesn't 
make  that  size  of  invest- 
ment without  having  a  say 
in  what  goes  on,"  he  says. 

Marshall's  power  grab 
isn't  going  over  well  with 
the  airline  lobby,  but  Wash- 
ington seems  inclined  to  wel- 
come the  invasion.  The  Bush 
Administration  has  sent  out 
signals  that  it  favors  in- 
creased foreign  ownership, 
to  save  jobs  at  usAir,  twa, 
and  other  carriers  facing  ex- 
tinction. The  White  House  is 
ready  to  seek  legislation 
raising  the  limit  on  foreign 
control  to  497<,  up  from  the 
25'''  allowed  today.  But  the 


a  London  consumer-goods  company.  BA 
now  operates  in  a  relatively  protected 
world,  the  result  of  Britain's  cozy  air 
treaty  with  the  U.  S.  That  has  helped 
make  transatlantic  routes  provide  507f  to 
7o7(  of  BA's  total  profits.  But  if  Wash- 
ington can  open  the  British  market  fur- 
ther for  U.  S.  carriers,  the  flood  of  new 
capacity  could  threaten  those  profits. 

So  Marshall  is  already  looking  for 
ways  to  lower  outlays.  He  plans  to  com- 
bine purchasing,  maintenance,  and  oper- 
ations to  reduce  overhead.  Analysts  pre- 
dict layoffs  of  about  4,500  workers,  too, 
matching  the  number  of  jobs  Marshall 
eliminated  in  1991.  Unions  may  scream. 


HOW  THE  TWO  AIRUHES  MD  UP 


chairmen  of  the  Big  Three 
U.  S.  carriers  insist  that 
Washington  should  use  the 
BA  deal  :<•■  a  wedge  into  Europe.  In  an 
angry  letlrr  to  the  Transportation  Dept., 
Chairman  Ru  luld  W.  Allen  of  Delta  Air 
Lines  Inc.  fumes  that  "if  the  transaction 
is  consummated,  i  SAir  will  essentially 
become  the  North  American  division  of 
British  Aii'ways." 

BAD  CONNECTION.  B.\  and  i:.SAir  may 
have  to  finesse  the  issue  of  control  a  bit, 
but  meanwhile,  Marshall  is  moving 
ahead  with  plans  to  integrate  the  two 
cai'riers.  His  first  big  assignment  will  be 
to  wrestle  down  expenses.  "If  they  want 
to  opef-ate  in  the  U.  S.  market,  one  of 
ba's  biggest  challenges  in  the  '90s  will 
be  to  get  those  costs  down,"  says  Liam 
Strong,  who  ran  BA's  marketing  and  op- 
erations division  from  1988  to  1991  and 
is  currently  chief  executive  of  Sears  PLC, 


1991 

British 

AIRWAYS 

$9  billion* 

USAir 

RfVENUES 

$6.5  billion 

PROflT  LOSS 

$496  million* 

-$305.3  million 

PASSENGERS 
CARRIED 

22.7  million 

55.6  million 

TRAFFIC 

39.1  billion  revenue  pas- 
senger miles 

34.1  billion  revenue  pas- 
senger miles 

Fun 

230  planes,  average 
age  10.1  years 

446  planes,  average  age 
9  years 

REACH 

1 50  destinations  in  70 
countries 

40  states  in  U.S.,  handful 
of  international  destina- 
tions 

STREH6TH 

High  marks  for  service 
and  marketing.  Broad 
international  reach 

Pov/erful  domestic  net- 
work, concentrated  in 
eastern  U.S. 

WEAKMESS 

Until  USAir  deal  goes 
through,  lacks  assured 
feeder  traffic  from  huge. 
North  American  market 

Few  international  routes; 
mediocre  reputation  for 
service 

*Fiscal  year  ended  Mar.  31,  1992;  profit  is  pre-tax  figure 

DATA.  COMPANY  REPORTS,  BW 
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but  a  prolonged  recession  in  Britain  has 
sapjjed  labor's  will  to  strike. 

BA  must  also  find  ways  to  meld  USAir 
routes  with  its  own.  Many  USAir  flights 
land  at  New  York's  LaGuardia  Airport, 
whereas  BA  services  come  into  .JFK,  forc- 
ing passengers  to  transfer  across 
Queens  by  taxi.  For  better  connections, 
BA  may  have  to  build  an  efficient  bus  or 
train  shuttle  to  ferry  people  back  and 
forth.  It  may  also  seek  more  flights 
through  Newark  International  Airport, 
where  both  airlines  have  gates. 

Perhaps  most  important,  Marshall  will 
have  to  make  service  as  important  at 
USAir  as  he  has  at  BA.  USAir  specializes 
in  short-haul  routes,  often  with  little 
competition,  and  consumer  advocates 
give  USAir  poor  marks  on  service. 


•e."  I 


But  image  overhaul  is  Marsh; 
stock  in  trade.  He  brought  to  BA  ar 
tention  to  customer  service  rarely  s 
in  Britain — and  rarely  surpassed  to 
day.  Marshall  says  it  was  his  days  at 
that  made  him  appreciate  the  importj 
of  creature  comforts.  As  deputy  pur 
helping  passengers  on  long  ocean  j 
neys  cope  with  boredom  and  crarr 
quarters,  "I  learned  the  importanc( 
making  travelers  feel  more  comi 
able,"  he  says. 

'COLD  FISH.'  Later,  at  Avis'  Europeai 
vision.  Marshal  transformed  it  fron 
also-ran  to  first  in  its  market  by  virt 
ly  inventing  the  European  business-t 
el  market.  His  success 
him  the  top  job  at  Avis'  I 
York  headquarters,  wl 
he  stayed  for  six  years, 
shall  left  in  1981  "for  a 
year  stint  at  Sears  PLC 

In  1983,  he  was  recru 
to  help  remake  BA 
years  earlier.  Prime  Mini 
Margaret  Thatcher  had 
pointed  industrialist 
King  as  chairman  of  the 
line.  At  the  time,  BA  wi 
stodgy,  loss-ridden  state 
terprise.  King's  mission 
clean  it  up  and  prepare  it 
privatization.   By  the 
Marshall  arrived.  King 
already  done  much  to 
there.  He  cut  the  work  fi 
by  22,000,  chopped  unpr 
able  routes,  and  got  ri( 
aging  aircraft.  He  also 
bined  BA's  marketing 
operations  departments 
extraordinary  move  thai 
lowed   marketers   to  ( 
such  key  decisions  as 
craft  purchases  and  fl 
schedules.  The  changes; 
turned  the  carrier  to  pr 
ability  by  1988. 
But  it  was  Marshall 
whipped  BA  into  world-class  shape, 
dustry  insiders  describe  him  as  a  stu 
shirt — some  say  "cold  fish" — but  I 
shall  wins  credit  for  managing  the  c 
cult  makeover.  One  of  his  first  m(  I' 
was  forcing  every  employee  to  after 
two-day   seminar   on   "putting  pe 
first."  He  sent  managers  of  all  le 
from  their  sheltered  headquarters 
spend  time  in  airport  terminals,  on 
ramps,  and  in  the  catering  kitcheni  ^ 
learn  how  other  people  did  their  jobs, 
paid  attention  to  sagging  morale  by  1 
ing  new  uniforms,  redecorating  cal 
and   responding  to   flight  attends 
complaints  about  broken  equipmen' 
schedules  that  left  them  fatigued. 

Marshall  saw  that  air  travel  was 
coming  a  commodity  and  figured 
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to  proniole  the  three  classes  of  ser- 
better.  Even  people  traveling  in 
)le  economy  class,  for  example,  are 
)med  into  their  own  "World  Travel- 
lub  and  given  perks  such  as  compli- 
ary  wine  with  dinner.  Business 
passengers  belong  to  "Club 
d."  The  come-on  includes  lounges 
k'tc  with  secretarial  services. 
HURRAH?  When  the  Concorde  failed 
n  enough  passengers  using  a  luxu- 
peal,  Marshall  launched  an  ad  cam- 
I  that  played  up  the  supersonic  jet's 
I:  "Arriving  in  New  York  before 
leave."  It  became  a  hit  with  the 
laking  set  that  traveled  across  the 
itic  throughout  the  1980s,  and  it  re- 


stored   the    Concorde    to  profitability. 

Insiders  say  Marshall  deserves  the  li- 
on's share  of  credit  for  the  usAir  alli- 
ance, too.  In  London,  the  deal  is  widely 
viewed  as  the  piece  de  resistance  of 
Lord  King,  the  last  hurrah  for  the  out- 
going R;\  chairman.  Insiders,  however, 
say  it  was  Marshall  who  pushed  hard  for 
an  American  partner,  while  Lord  King 
and  others  dragged  their  feet.  One  for- 
mer aide  says  BA  senior  management 
was  also  divided:  The  opposing  faction 
wanted  to  concentrate  on  preparing  for 
EC  liberalization.  Then  later,  when  the 
U.  S.  shakeout  was  over,  they  figured 
BA  could  move  in  to  "pick  the  apples  off 
the  ground,"  the  aide  says. 


But  Marshall's  pro-U.  S.  faction  won 
the  day.  And  soon,  the  onetime  sailor  is 
likely  to  be  running  the  biggest  travel 
armada  the  world  has  ever  known.  He 
has  the  industry  scrambling  toward  a 
new  era  of  transnational  alliances  and 
mergers.  The  question  is  whether  he  can 
stay  one  step  ahead  in  the  global  race  he 
started  while  at  the  same  time  tending 
to  the  myriad  details  of  merging  two 
behemoths  into  a  smooth-running  ma- 
chine. Taking  the  whole  world  on  your 
shoulders  is  a  big  job. 

By  Paula  Dwyer  in  London,  with 
Andrea  Rotliman  in  New  Yorli,  Set/t  Payne 
in  Washington,  Stewart  Toy  in  Paris,  and 
bureau  reports 


KLM-NORTHWEST:  THREE  YEARS  AND  BARELY  ALOFT 


cast 


Jk  s  British  Airways  lays  plans  for 
^a  world  airline  empire  where 
the  sun  never  sets,  take  a  look 
;lm,  a  European  rival  with  similar 
ims  of  empire.  Alas,  its  alliance 
I  Northwest  Airunes  Inc.  is  one  on 
;h  the  sun  can't  quite  manage  to 
.  Three  years  ago,  KLM  Royal 
ch  Airlines  paid  $400  million  for  a 
stake  in  the  U.  S.  airline.  Like  BA 
USAir  Inc.,  the  partners  talked 
idly  of  a  global  entente  to  mesh 
,es,  cut  costs,  and  rival  the  Ameri- 
giants.  That  hasn't  happened.  In- 

d,  KLM  has  just  swallowed  its  part- 
s  losses. 

fiere's  plenty  of  blame  to 
md.  U.  S.  regulators,  for  in- 
ice,  sought  to  block  togeth- 
!ss,  nixing  a  financial  review 
mittee  they  said  gave  KLM 
much  control.  And  the  deal 
■  have  been  ahead  of  its 

In  1989,  the  U.  S.  was  still 
from  the  new  accords  that 

soon  make  it  easier  for 
.  and  European  carriers  to 
T  each  others'  markets. 
TAG  PAST.  But  the  main 
)lem  seems  to  lie  with  the 
ners.  Outsiders  remain  baf- 

as  to  why  they  have  done 
ittle  to  bolster  one  another 
ugh  joint  marketing,  train- 

or  purchasing.  Northwest 
out  in  1992,  for  example,  to 
ige  its  image  for  lousy  ser- 
.  Top-flight  service  is  klm's 

e.  But  after  budgeting  $450 
on  for  a  three-year  improve- 
t  program,  Northwest  has 
:ed  help  from  KLM  to  a  casu- 
schange  of  ideas, 
le  two  have  also  dragged 
r  feet  on  linking  flights, 
!h  would  help  them  feed 
satlantic  passengers  to  one 


another  instead  of  to  competitors.  Only 
in  1991  did  KLM  start  flying  to  North- 
west's Minneapolis  hub.  KLM  added  a 
linkup  at  Detroit  earlier  this  year — al- 
though it  still  doesn't  serve  North- 
west's third  hub,  at  Boston,  which 
some  analysts  say  would  be  an  ideal 
KLM  gateway. 

Northwest  claims  its  alliance  with 
KLM  had  to  start  slowly.  The  U.  S.  car- 
rier was  such  a  ragtag  operation  when 
Co-Chairmen  Al  Checchi  and  Gary  Wil- 
son bought  it  in  a  1989  leveraged 
buyout  that,  says  Checchi,  "we  had  to 
change  the  management"  before  mesh- 
ing with  leaner,  classier  KLM.  Indeed, 
the  Dutch  carrier  is  one  of  Europe's 


few  profitable  airlines,  which  in  fiscal 
1991  earned  $76  million  on  revenues  of 
$4.8  billion. 

But  now  that  BA  and  USAir  are  get- 
ting together,  there's  plenty  of  impetus 
for  Northwest  and  KLM  to  get  to  work. 
Washington  is  about  to  offer  a  helping 
hand.  It  has  chosen  the  Netherlands  as 
the  first  beneficiary  of  its  "open  skies" 
policy,  unveiled  on  Aug.  10.  That  would 
offer  unlimited  access  to  U.  S.  markets 
to  countries  that  freely  admit  Ameri- 
can carriers.  A  Dutch  deal  is  possible 
by  next  month.  And  access  to  the  U.  S. 
is  what  KLM  says  it  has  been  waiting 
for.  Without  that,  "our  ability  to  ex- 
ploit synergies  is  severely  limited," 
says  an  insider. 

Northwest  insists  its  Dutch 
connection  will  start  blossoming 
in  coming  months.  Checchi  talks 
of  sharing  ticket  offices  and 
ground  crews  and  "melding 
identities."  A  common  name  is 
possible  eventually,  the  part- 
ners say. 

But  for  now,  BA  says  it's 
keeping  klm's  U.  S.  experience 
in  mind.  One  lesson:  To  avoid 
consolidating  uSAir's  losses,  BA 
will  hold  only  USAir  preferred 
stock  for  at  least  five  years. 
KL.M  had  to  swallow  an  estimat- 
ed $60  million  of  Northwest's 
losses  last  year. 

KLM  badly  needs  the  U.  S. 
feed  that  Northwest  can  pro- 
vide. Struggling  Northwest 
needs  help  as  well.  Watching 
their  rivals  link  up  may  be  just 
the  thing  to  put  a  little  more 
oomph  into  their  long-distance 
relationship. 

By  Stewart  Toy  in  Paris  and 
Andrea  Rothman  in  New  York, 
with  Paula  Dwyer  in  London  and 
bureau  reports 
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WE  COVER  THE  WATERFRONT.  ALL  223,000  MILES  OF  ll 

World  trade  in  goods  and  services  now  surpasses  $4  trillion  annually,  and  the  importers  and  exportersL^y,: 
whom  the  AIG  Companies  provide  insurance  coverages  touch  virtually  every  coastline  in  the  world.  |t)u|[|^ 
global  network  consists  of  people  with  deep  understanding  of  the  laws,  regulations,  customs  and  busir>^ 


ices  of  the  countries  in  which  they  work.  As  well  as  local  insurance  markets  and  needs.  That's  why 
national  businesses  can  rely  on  our  people  and  our  services,  /n  the  seven  decades  since  our  founding. 
?  built  a  global  network  in  130  countries  and  jurisdictions  that  could  not  be  duplicated  today.  At  any  cost. 

WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES. 

American  International  Group.  Inc..  Dept  A.  7<)  Pine  Street,  New  York.  NY  1()27(). 
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lor  months,  rumors  have  been  swirl- 
\nff  that  American  Express  Co.  was 
about  to  put  its  Shearson  Lehman 
Brothers  Inc.  subsidiary  on  the  block. 
The  move  would  fit  with  AmE.x'  overall 
stratejjy  to  beef  up  its  balance  sheet  and 
get  back  to  its  basic  card  business.  On 
Aug.  6,  the  speculation  took  on  greater 
weight:  AmEx  disclosed  it  was  trying  to 
sell  Boston  Co.,  Shear.son's  private-bank- 
ing and  asset-management  division. 

The  Street  believes  that  the  sale  of 
Boston  Co.  would  be  a  precursor  to 
shedding  Shearson.  "I  see  selling  Boston 
Co.  as  just  another  step  toward  the  cer- 
tain divestiture  or  spin-off  of  the  whole 
Shearson  Lehman  shebang,"  says  E. 


analyst  at  Gerard 
Co.  'Tt  would  help 
and  their  financial 


Wilson  Davis,  an 
Klauer  Mattison  & 
AmEx'  stock  price 
situation." 

AmEx  insists  that  Shearson  is  a  keep- 
er. Both  AmEx  and  Shearson  officials 
say  that  a  spin-off  or  sale  is  not  being 
discussed.  Says  Howard  L.  Clark  Jr.,  the 
CEO  of  Shearson  Lehman  Holdings  Inc.: 
"We're  a  big  factor  in  the  overall  earn- 
ings power  of  the  company,  which  is  a 
very  different  scenario  than  the  late 
198bs." 

Shearson  has  indeed  turned  the  profit 
corner  and  is  adding  to  AmEx'  bottom 
line.  But,  as  one  rating-agency  analyst 
says:  "It  doesn't  make  sense  for  AmEx 
to  lie  in  Shearson's  business.  There  are 
no  synergies  between  the  card  and  the 
brokerage  business." 
DOUBLE  BOOST.  Selling  Boston  Co. 
would  make  it  a  lot  easier  for  AmEx  to 
divest  itself  of  Shearson  through  a  spin- 
off or  sale.  Right  now,  Shearson  is  un- 
dercapitalized. True,  the  firm  has  dou- 
bled its  ratio  of  tangible  equity,  from 


IS  SHEARSON  01 
THE  BLOCK,  TOO 

AmEx  says  no,  but  the  Boston  Co.  news  fuels  ru 


just  0.8'v  of  assets  in  January,  1990,  to 
l£7'  in  the  second  quarter  of  1992.  But 
that's  woefully  below  the  4.2?'  of  a  well- 
capitalized  firm  such  as  Merrill  Lynch  & 
Co.  And  Shearson's  $1.3  billion  in  equity 
falls  $700  million  short  of  what  is  re- 
quired for  the  firm  to  earn  an  A  bond 
rating.  Brokerages  need  at  least  that, 
both  to  maintain  customer  confidence 
and  to  borrow  at  favorable  rates. 


So  if  AmEx  sells  Boston  Co.  for  1 
billion,  as  expected  on  the  Street,  Sb 
son's  balance  sheet  would  get  a  dou 
barreled  boost.  After  subtracting 
Shearson's  equity  would  jump  by  s( 
$200  million,  according  to  Sanford 
Bernstein  &  Co.'s  Guy  Moszkowski, 
the  same  time,  Shearson's  $81  billioi 
assets  would  shrink  by  Boston  Co.'s 
billion.  The  effect  would  be  to  incre 


lone, 


»ii  was 


A  POKER-FACED 
AMEX  PLAYS  A 
NEW  CARD  GAME 


It  seems  an  unlikely  offer,  coming 
from  charge-card  titan  American  Ex- 
press Co.:  Call  a  toll-free  number  and 
get  a  free  list  of  low  interest-rate  or  no- 
fee  Visas  and  MasterCards.  A  fit  of  cor- 
porate altruism,  perhajjs?  Not  precisely. 
In  the  ever-escalating  card  wars,  it's  just 
the  latest  effort  by  American  Express' 
card  division  to  combat  the  encroachment 
of  bankcard  rivals  Visa  USA  Inc.  and 
MasterCard  International  Inc. 

AmEx'  approach  may  be  a  bit  oblique. 
Roger  H.  Ballou,  president  of  AmEx' 
Travel  Services  Group  U.SA,  says  he  is 
convinced  that  high  credit-card  interest 


rates  are  harmful  to  the  economy. 
"Clearly,  if  we  can  help  find  ways  to 
spur  the  economy,  it  will  help  our  busi- 
ness," he  says.  But  he  acknowledges  that 
focusing  on  high  rates  could  help  AmEx' 
charge  card.  AmEx  hopes  that  if  bank- 
card  issuers  are  pres- 
sured into  lowering  in- 
terest rates,  they'll 
compensate  by  either 
charging  a  higher  fee  to 
merchants  that  accept 
the  card  or  charging  con- 
sumers higher  fees.  Ei- 
thei'  way,  AmEx  benefits. 

Indeed,    AmEx'  new 
campaign  comes  at  a  time 
when  its  card  business  is 
under  pressure.  The  num- 
ber of  AmEx  cards  in  force 
worldwide  is  down,  the  card 
is  losing  market  share  to 


bankcards,  and  card  profits  ha 
falling.  And  AmEx'  higher  mercI|''*PW 
have  riled  some  merchants  and 
ed  negative  publicity. 

Moreover,  c 
tion  in  the  ca| 
ness  is  at  an 
high.  Many  in 
dustry  expect 
Electric  Co.  Uf 
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BEEFING  UP  THE  BOOKS! 
SHEARSON  MUST  STILL  WIN 
A  BETTER  BOND  RATING 


CLEANING  UP 
THE  BALANCE 
SHEET 

COMPUTERViSION 

A  $600  million  equity  and 
debt  offering  is  scfieduled  for 
the  week  of  Aug.  1 0.  It 
would  wipe  out  Prime 
Computer  bridge  loan  from 
Stiearson's  balance  sheet 

IP  BOSTON  CO. 

On  Aug.  6,  Shearson  an- 
nounced it  may  sell  this  unit. 
If  it  fetches  $1.3  billion,  as 
expected,  Shearson's  tangi- 
ble equity  would  increase 
significantly 

BALCOR  "^WiPIBi 

In  July,  AmEx  set  aside  re- 
serves of  $300  million  for  the 
former  Shearson  real  estate 
[uity-to-assets        unit  now  on  AmEx'  book 
lO  Z7(',  within       data  shearson  lehman  brothers  inc  .  bw 
ig  distance  of 
nd-alone,  sin- 
rating,  says  Moszkowski.  Then, 
jerard's  Davis,  AmEx  could  fetch 
$500  million  to  $600  million  in  a 
offering  for  a  third  of  the  firm, 
t's  a  far  cry  from  the  sad  shape 
son  was  in  just  two  and  a  half 


years  ago.  To  shore  up  its  crumbling 
balance  sheet,  AmEx  tried  to  sell  20  mil- 
lion shares  of  Shearson's  stock  at  about 
$1.']  a  share.  Hut  the  public  turned 
thumbs  down.  AmEx  ended  up  buying 
Shearson's  outstanding  stock  and  own- 
ing the  whole  company.  In 
January,  1990,  AmEx  CEO 
James  D.  Robinson  III  in- 
stalled Clark  as  CEO  and,  in 
short  order,  pumped  $1  billion 
into  the  brokerage,  cut  2,300 
employees,  and  slashed  costs 
by  $400  million. 

But  Shearson  needed  a  lot 
more  help.  In  the  second 
quarter  of  1991,  Shearson 
took  a  $144  million  write-off 
for  its  287''  stake  in  First  Capi- 
tal Holdings  Corp.,  a  failed 
California  insurer.  And  AmEx 
also  transferred  $1.5  billion  in 
assets  of  Shearson's  Balcor 
Co.  real  estate  unit  onto 
AmEx'  own  books.  Then  last 
month,  AmEx  had  to  take  a 
$300  million  reserve  for  losses 
at  Balcor  (table). 
BIDDERS.  On  Aug.  13,  Shear- 
son  is  expected  to  remove  an- 
other nagging  liability  from 
its  balance  sheet:  the  $500  mil- 
lion bridge  loan  it  made  two 
years  ago  for  the  ill-fated  le- 
veraged buyout  of  Prime 
Computer  Inc.   Shearson  is 
scheduled  to  sell  $300  million 
in  stock  in  Computervision  Corp.,  the 
only  remaining  unit  of  Prime  Computer, 
as  well  as  $300  million  in  high-yield  debt. 
If  the  offering  succeeds,  Shearson  will 
have  converted  the  $500  million  bridge 
loan  to  cash  and  Computervision  stock. 


"The  offering  will  allow  Shearson  to 
take  a  large,  illiejuid  asset  off  our 
books,"  says  Clark. 

Shearson  is  now  negotiating  with 
three  finalists, Chase  Manhattan,  PNC  Fi- 
nancial, and  Mellon  Bank,  for  the  pur- 
chase of  Boston  Co.  AmEx  says  it  won't 
take  less  than  a  premium  price  for  what 
it  considers  a  classy  asset.  Boston  Co. 
generates  a  steady  stream  of  fees  from 
its  trust  and  mutual-fund  business, 
which  makes  up  most  of  its  estimated 
1992  earnings  of  some  $130  million  to 
$150  million.  Moreover,  Boston  Co.  owns 
a  rock-solid  bank,  Boston  Safe  Deposit  & 
Trust  Co.  The  bank's  capital-to-asset  ra- 
tio is  almost  twice  what  the  Federal  De- 
posit Insurance  Corp.  requires. 

AmEx  shareholders  would  welcome  a 
Shearson  sale.  After  trading  as  high  as 
37  in  1989,  AmEx'  stock  is  now  at  22.  "If 
the  Shearson  sale  happened  next  week, 
AmEx'  stock  would  rocket,"  says  Ge- 
rard's Davis.  "We  would  have  a  much 
simpler,  comprehensible  company — ^just 
TRS  and  IDS,"  referring  to  Travel  Related 
Services,  the  AmEx  card  division,  and 
IDS  Financial  Services  Inc.,  its  financial 
planning  unit. 

Floating  a  public  issue  of  Shearson 
stock  would  not  be  easy.  The  Street 
hasn't  forgotten  the  failed  1990  offering, 
the  IPO  market  is  not  as  robust  as  it  was 
earlier  this  year,  and  Shearson's  operat- 
ing results  continue  to  lag  the  industry. 
Still,  the  stock  market  remains  strong 
and  brokerages  are  racking  up  record 
profits.  With  Shearson's  balance  sheet  in 
far  better  shape,  AmEx  may  finally  be 
able  to  cut  its  brokerage  business  loose. 

By  Leah  Nathans  Spiro  in  New  York, 
ivith  Geoffrei/  Sfnith  and  Gary  McWillinms 
in  Boston 


SE  appliances.  General  Motors 
>o  expected  to  come  out  with  a 

Lunched  the  latest  salvo  in  the 
on  May  12  with  a  report  from 
■y,  Boston  Company  Economic 
ic.  The  report  concluded  that  a 
tage-point  drop  in  credit-card 
ig  the  past  two  years  would 
ed  consumer  wallets  by  $7  bil- 
I  personal  savings  by  $2.9  bil- 
creased  the  sales  of  goods  and 
'  $4.1  billion. 

IMS.  At  about  the  same  time, 
an  sponsoring  a  series  of  fo- 
ducate  consumers  on  how  to 
;ard  costs.  A  number  of  con- 
lups  were  invited  to  the  fo- 
it's  the  presence  of  Washing- 
Bankcard  Holders  of  America 
surprised  industry-watchers, 
idvertising  a  toll-free  number 


to  take  orders  for  bha's  list  of  low-rate 
credit  cards,  which  it  buys  at  a  bulk  rate 
from  the  group  and  has  BHA  send  free  to 
callers,  bha,  the  nonprofit  watchdog  of 
the  bankcard  industry,  has  participated 
in  the  five  forums  held  thus  far.  AmEx 
underwrites  the  group's  travel  expenses. 
BHA  says  that's  standard  policy  for  its 
speakers'  bureau.  And  while  it  doesn't 
want  to  be  seen  as  connected  to  industry 
players,  BHA  says  the  forums  represent  a 
great  opportunity  to  "tell  it  like  it  is 
about  credit-card  costs." 

Visa  and  MasterCard  see  the  campaign 
less  as  a  public  service  than  a  chance  for 
AmEx  to  dump  on  its  major  competitors. 
H.  Robert  Heller,  chief  executive  officer 
of  Visa  USA,  says  AmEx  should  be  the 
last  company  to  criticize  anyone  about 
pricing,  citing  its  own  steep  annual  fee. 
AmEx'  annual  fee  on  its  standard  card  is 
$55,  compared  with  the  $17.62  average 


for  bankcards.  Of  course,  AmEx  doesn't 
charge  any  interest  on  its  charge  card, 
and  its  Optima  credit  card  offers  a  low 
rate  of  12'/'  to  its  best  customers.  But 
AmEx'  merchant  fees  average  37"  to  5% 
vs.  2%  to  37<  for  bankcards. 

Bankcard  issuers  can't  deny  that  cred- 
it-card interest  rates  are  still  high.  De- 
spite some  well-publicized  cuts,  such  as 
Citibank's  rate  reduction  in  June,  the  av- 
erage bankcard  rate  remains  steep,  at 
18.45%,  and  has  dropped  just  half  a  point 
in  the  past  two  years,  while  the  prime 
rate  fell  four  percentage  points. 

There's  no  doubt  that  AmEx  has 
latched  onto  a  hot  topic.  Already,  13,000 
consumers  have  called  the  toll-free  num- 
ber for  the  list  of  low-rate  cards.  As  long 
as  card  rates  remain  high,  people  will  be 
hungry  for  information  that  can  save 
them  money — regardless  of  the  source. 

By  Snzanne  Woolley  in  New  York 
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Commentary/by  Gary  Weiss 

THE  FEDS  SHOULDN'T  COMPOUND  SOLLY'S  FOLLY 


Dl 


The  Salomon  Brothers  Inc. 
Treasury  bond  scandal  has 
been  an  educational  experi- 
ence for  everyone  concerned.  In 
the  year  since  Solly  contritely  ad- 
mitted to  overbidding  for 
Treasury  notes,  the  Street 
has  been  shown  that  a  lit- 
tle creative  groveling  can 
go  a  long  way. 

Even  the  bureaucrats 
have  been  taught  a  lesson: 
The  Treasury  Dept.,  Feder- 
al Reserve,  and  Securities 
&  Exchange  Commission 
have  learned  that  the 
hands-off  approach  does 
not  work.  Regulators  have 
beefed  up  their  scrutiny  of 
the  bond  auctions,  im- 
proved auction  proce- 
dures— and  warned  that 
they  will  act  fast  to  stamp 
out  bond-trading  abuses. 

Alas,  the  newfound  reg- 
ulatory activism  does  not 
end  there.  Treasury  is  mov- 
ing beyond  technical  changes  and  con- 
sidering a  fundamental  alteration  in 
the  process  by  which  government 
bonds  are  sold  at  auction.  And  that's  a 
shame,  because  it  indicates  that  the  bu- 
reaucrats haven't  learned  a  crucial  les- 
son of  the  Salomon  scandal:  When  the 
Street  talks,  regulators  should  listen. 
If  they  were  listening  now,  they  would 
realize  that  no  further  tinkering  with 
the  auctions  is  necessary. 
NO  MORE  SQUEEZES?  'The  regulators 
seem  to  have  forgotten  the  root  cause 
of  the  Salomon  scandal:  the  "short 
squeeze."  By  overbidding  for  two-year 
and  five-year  Treasury  notes,  Salomon 
wound  up  dominating  the  supply  of  the 
notes.  That  led  to  a  shortage  of  the 
securities,  which  raised  prices  and  thus 
hurt  short-sellers,  who  were  betting  on 
a  price  decline.  (Salomon  has  admitted 
to  overbidding,  but  not  to  intentionally 
causing  a  short  squeeze.) 

The  Treasury  Dept.,  to  its  credit,  has 
come  down  hard  on  short  squeezes. 
The  agency  has  stated  that  when  an 
"acute,  protracted  shortage"  of  a  bond 
or  note  issue  develops,  it  will  provide 
additional  quantities  of  the  security  to 
the  marketplace,  through  an  auction  or 
otherwise. 

Traders  who  get  hurt  by  short 
squeezes,  and  who  were  the  first  to 


blow  the  whistle  on  Salomon 
Brothers,   now   say  that 
shortages  in  Treasury 
securities   still  oc- 
cur— but  as  a  re- 


[ 
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suit  of  natural  market  forces,  not  mar- 
ket manipulation.  "Now  you  get  the 
feeling  that  the  feds  will  step  in  and  do 
something  about  it,"  says  one  govern- 
ment bond  arbitrageur. 

By  taking  steps  such  as  this,  and 
by  increasing  surveillance  of  the  mar- 
ket, regulators  have  restored  investor 
confidence  in  the  government  bond 
market.  Plans  to  automate  the  auctions 
are  also  a  step  in  the  right  direction. 
That  can't  be  said  for  another  Trea- 
sury initiative,  however.  In  a  case  of 
bureaucratic  auto-pilot.  Treasury  is  go- 
ing an  unnecessary  step  further  by  try- 
ing out  a  new  method  of  auctioning 
bonds. 

Right  now,  Treasury  uses  a  "multi- 
ple price"  method.  Sealed  bids  are  sub- 
mitted, and  the  lowest  interest-rate 
bids  are  accepted.  Thus,  different  "win- 
ning" bidders  wind  up  with  disparate 
yields.  In  the  months  ahead,  the  agen- 
cy will  be  experimenting  with  a  kind  of 


Treasury's  plan  would  help 
prevent  bid-rigging — 

but  make  it  easier  for  a  firm 
to  corner  tlie  market 


single-price  auction — commonly  knc 
as  a  "Dutch  auction." 

Here,  the  auctioneer  makes  awa 
at  the  highest  yield  necessary  to  sel 
the  bonds.  Let's  say  the  Treasury 
$10  billion  in  bonds  for  ! 
and  the  lowest-yield 
bids  are  as  follows: 
lion  at  5.5%,  $3  billion 
5.55%,  $3  billion 
5.6%',  and  another 
billion  at  5.65% 
higher.  All  bidders^is 
5.6%  or  less  would 
5.6%.   Under  the  pres 
system,  only  the  bidden 
5.6%  would  get  that  yi 
the  other  successful 
ders    would    get  lo 
yields — the  so-called  "Api  year's 
ners'  curse." 
DUBIOUS  BENEFITS 

surprisingly,  bond  deafipH 
like  the  idea.  They 
that  eliminating  the  \ 
ner's  curse  would  enc< 
age  more  "aggressi' 
low-yield  bids,  since  "bidders  wc 
never  wind  up  with  lower-yield 
bonds  than  other  bidders,"  says 
Olesky,  vice-president  of  the  Publiciriii 
curities  Assn.,  the  Treasury  bond  d 
ers  trade  group.  Proponents  say  Di 
auctions  would  also  reduce  the  poss  Mared  11' 
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ity  of  bid  rigging — as  bidders  wc 
have  less  need  to  compare  notes  bei  If  km 
the  auction  to  avoid  being  awarded 
low  a  yield 

But  the  advantages  of  this  sys 
are  dubious  at  best.  In  a  joint  repor 
the  Treasury  market  last  January, 
SEC,  Treasury,  and  Federal  Res( 
concluded  that  there  is  little  evidf 
to  support  the  view  that  Dutch  i 
tions  present  a  clear  financial  ad^ 
tage  for  the  Treasury. 

What's  more,  the  regulators 
knowledged  that  Dutch  auctions  C(laret)l  \i 
provide  an  incentive  to  corner  the  r  imch,!) 
ket.  Right  now,  a  bidder  who  want 
do  so  must  settle  for  a  lower  yiek 
ensure  that  the  bid  is  accepted.  S 
can  cost  big  bucks  to  manipulate 
market.  In  light  of  the  Salomon  sfic 


m  ijii 


dal,  you'd  think  the  last  thing  reg  late  .\ni, 
tors  would  want  to  do  is  make 
easier  for  unscrupulous  traders,    itfe  [ 

On  balance,  regulators  have  dor  is 
fine  job  of  fixing  the  auction  syst 
Why  risk  breaking  it? 
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EEDED:  A  PRESCRIPTION 
)R  AILING  INSURERS 


n  HMOs,  their  best  hope,  aren't  curing  feverish  medical  costs 


Icalth  insurers  are  hardly  the  pic- 
t  lire  of  health  these  days.  Profits 
for  the  $210  billion  industry  are 
elinj;  as  medical  reimbursement 
swell.  Scores  of  corporate  clients 
ditching  their  insurance  providers 
)aying  for  most  health  coverage  out 
eir  own  pockets.  And  insurers'  an- 
to  the  problems — setting  up  special 
orks  of  physicians  designed  to  curb 
,  called  managed  care — is  years 
from  paying  off. 
!  hard  to  see  when  profits 
ebound.  Claims  payouts  and 
er  overhead  exceeded  pre- 
1  income  last  year  (chart), 
his  year's  experience  should 
'en  grimmer.  At  Prudential 
•ance  Co.,  for  instance,  costs 
ripped  income  by  1.1%  in 
The  only  thing  that  saves 
h  coverage  is  income  from 
tments,  which  puts  the  in- 
y  slightly  in  the  black.  But 
interest  rates  falling,  invest- 
income  is  shrinking,  too. 
respite  is  in  sight  from  cost 
ures.  Medical  inflation  con- 
s  to  roar  ahead,  even  as  oth- 
ices  ease.  Health  care  out- 
soared  11%  in  1991  and  are 
led  to  stay  in  double  digits 
he  foreseeable  future  since 
population  is  aging.  At 
•ican  Express  Co.,  execu- 
grouse  about  how  premi- 
charged  by  Aetna  Life  & 
alty  Co.,  their  insurer,  are  climbing 
:o  20%  each  year.  But  much  of  the 
y  passes  straight  through  insurers 
le  health  professionals.  Higher 
h-insurance  premiums  can  "barely 
pace"  with  the  increase  in  medical 
says  Salomon  Brothers  Inc.  analyst 
aret  M.  Alexandre. 
&NACEA.  The  desertion  of  corporate 
s  to  self-insurance  leaves  insurers 
crumbs.  They  get  to  administer  the 
•ams  for  companies,  but  fees  are 
/  compared  to  the  potential  of  actu- 
inderwriting  a  client.  Now,  45%'  of 
)rate  America  is  self-insured.  The 
brake  on  this  trend  is  that  self- 
ance  is  seldom  popular  with  em- 
es,  who  often  end  up  paying  more 
eir  bills  out  of  pocket  than  under 
ers'  systems. 

urers  are  placing  a  lot  of  hope  in 


the  managed-care  networks,  in  which 
groups  of  doctors  and  hospitals  are 
signed  up  by  an  insurer  and  agree  to 
hold  down  costs.  By  contrast,  under  the 
conventional  indemnity  system,  patients 
go  to  the  doctor  of  their  choice  and  the 
insurer  picks  up  the  tab  for  an  almost 
unrestricted  range  and  frequency  of  ser- 
vices. Managed-care  networks  now  pro- 
vide more  than  one-third  of  all  group 
insurance — up  from  57"  a  decade  ago — 


and  most  experts  feel  it  soon  will  be  the 
dominant  form  of  health  coverage.  Man- 
aged-care plans  find  great  favor  with 
employers.  Two  years  ago,  more  than 
two-thirds  of  Digital  Equipment  Corp.'s 
71,000  U.  S.  employees  were  on  an  in- 
demnity plan.  Now,  two-thirds  of  the 
Maynard  (Mass.)  computer  maker's 
workers  use  health  maintenance  organi- 
zations (HMOs),  a  type  of  managed-care 
plan.  New  indemnity  coverage  "has  vir- 
tually disappeared,"  says  Leonard  E. 
Odell,  vice-president  of  ITT  Hartford  In- 
surance Group's  group-health  unit. 

At  first  blush,  the  promised  savings 
make  managed  care  look  like  a  panacea. 
The  Pru  and  CIGNA  say  they  can  hold 
annual  premium  boosts  for  managed 
care  to  half  those  of  indemnity  plans — 
and  still  are  able  to  reap  twice  indemni- 
ty's profit  margins. 


But  that's  only  part  of  the  story.  Set- 
ting up  these  health-provider  networks 
is  devilishly  expensive.  Before  signing 
up,  corporate  clients  usually  want  to  see 
a  massive  nationwide  web  of  medical 
professionals.  Prudential  in  1991  paid  a 
large  sum  for  the  Johns  Hopkins  Health 
Plan  in  Baltimore,  which  covers  100,000 
people.  In  1991,  after  seven  years  at  it, 
the  Pru's  $2.6  billion  national  managed- 
care  operation  finally  eked  out  a  tiny 
profit.  Losses  can  be  astronomical.  Aet- 
na, which  claims  that  its  system  will 
break  even  in  1992,  lost  almost  $100  mil- 
lion from  HMOS  in  the  past  three  years. 
SCAPEGOATING?  Small  wonder  that 
many  insurers  are  heading  for  the  exit 
from  the  health-care  sector.  Earlier  this 
year,  Lincoln  National  Corp.  unloaded 
most  of  its  health  business  to  other  car- 
riers. Others  retreating  from  medical 
coverage  are  Allstate,  American  Gener- 
al, Equitable,  and  Transamerica,  which 
have  sold  off  most  or  all  of  their 
health  business  over  the  past 
two  years.  That  leaves  the  field 
to  giants  like  Aetna,  CIGNA,  John 
Hancock,  Prudential,  and  Metro- 
politan Life. 

The  remaining  insurers  are 
trying  to  capture  elusive  profits 
by  squeezing  expenses — which 
can  mean  cracking  down  on  al- 
leged overbilling  by  health  pro- 
viders. On  July  31,  eight  insur- 
ers, including  the  Pru,  filed  suit 
for  fraud  against  National  Medi- 
cal Enterprises  Inc.,  accusing  it 
of  billing  them  for  psychiatric 
treatment  or  drugs  that  either 
weren't  furnished  or  were  un- 
needed.  The  Santa  Monica  (Calif.) 
company  denies  the  charges  and 
argues  that  the  insurers  are 
making  it  a  scapegoat  for  their 
own  financial  woes.  Insurers  are 
attacking  overhead  as  well,  by 
closing  claims  offices  and  offer- 
ing electronic  payment  to  provid- 
ers, which  reduces  costly  paperwork. 

Overshadowing  all  these  efforts,  how- 
ever, is  the  government  question.  Health 
costs  and  availability  are  a  major  issue 
in  the  Presidential  race.  President 
George  Bush  supports  incentives  to  spur 
more  managed  care.  Arkansas  Governor 
Bill  Clinton,  while  backing  managed 
care,  wants  the  states  and  Washington 
to  set  fees  for  doctors  and  hospitals. 

That  idea  scares  insurers  witless  be- 
cause government  intervention  could  put 
a  lid  on  future  earnings,  such  as  they 
may  be.  But  unless  the  carriers  can  pro- 
vide adequate  health  coverage  at  rates 
that  companies  and  individuals  can  af- 
ford, insurers  may  remember  today's 
meager  profits  with  longing. 

Bi/  Tim  Sma>i  in  New  Haven,  with  Eric 
Schine  in  Los  Angeles,  Gary  McWilliams  in 
Boston,  and  bureau  reports 
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BY  GENE  G.  MARCIAL 

BUY  ONE, 
GET  ONE  FREE 
AT  SEARS 


For  years,  Sears  Roebuck  has  been 
trying,  with  little  success,  to 
shake  off  its  imaj^e  as  a  stodgy 
retailer.  And  its  stock  has  gone  almost 
nowhere.  Then  earlier  this  summer, 
Sears  was  found  to  have  overbilled 
customers  in  its  auto-repair  shops.  Not 
surprisingly,  the  stock  was  zapped. 
Trading  at  41,  it  sells  just  above  book 
value  in  a  stock  market  that  on  aver- 
age trades  at  more  than  twice  book. 
But  some  pros  think  now  is  the  time  to 
jump  in. 

They  say  that  Sears'  financial-service 
companies,  Allstate  Insurance  and 
Dean  Witter  Financial  Services  Group, 
are  money  machines.  "When  you  buy 
Sears  stock  at  this  price,  you  are  buy- 
ing a  great  financial-services  company 
and  getting  a  retailer  for  free,"  argues 
analyst  Peter  Siris,  a  vice-president  at 
IJBS  Securities. 

Second-quarter  earnings  for  the  fi- 
nancial-service group  showed  sharp 
double-digit  gains,  notes  Siris.  He  also 
thinks  that  Sears  has  made  enough  op- 
erational improvements  and  cost  reduc- 
tions to  provide  shareholders  with 
something  they  haven't  seen  for  a  long 
time — a  positive  earnings  surprise. 
Even  if  merchandising  posts  just  mar- 
ginal gains,  says  Siris,  earnings  should 
hit  $4.95  a  share  in  1992  and  $6.05  in 
1993  vs.  only  $8.71  for  1991.  His  esti- 
mates are  higher  than  other  Street  es- 
timates on  Sears. 

SPIN-OFFS?  But  to  make  Wall  Street 
take  notice,  Sears  is  going  to  have  to 
perk  up  its  retailing  efforts.  On  Aug. 
10,  the  company  hired  Arthur  Marti- 
nez, vice-chairman  of  upscale  retailer 
Saks  Fifth  Avenue,  to  take  charge  of 
the  merchandising  group.  Siris  thinks 
the  new  executive  will  work  quickly  to 
boost  flagging  retail  fortunes.  Among 
some  of  the  possible  changes,  he  says, 
would  be  a  sale  of  the  money-losing 
catalog  business  or  sporting  goods  and 
home-improvement  units. 

Value  investor  Mark  Boyar  has  his 
eye  on  more  than  earnings.  He  expects 
Sears  to  spin  off  to  shareholders  one  of 
its  financial-service  units,  perhaps  All- 
state A  spin-<>ff,  Boyar  says,  "has 
proven  to  be  an  effective  means  of 
enabling  a  company's  underlying  value 
to  be  recogiu'xed  quickly  in  the  market- 
place." The  company's  combined  as- 
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sets  are  worth  $75  a  share,  he  thinks. 

Oppenheimer  analyst  Bernard  Sos- 
nick  says  that  as  a  free-standing  com- 
pany, Allstate  is  worth  about  $12  bil- 
lion, or  12  times  its  estimated  1992 
earnings  of  $1  billion.  That  comes  to 
about  $32  per  share  of  Sears — not  bad 
for  a  $41  stock. 

If  Sears'  retailing  results  continue  to 
disappoint  Wall  Street,  Sears  Chairman 
and  CEO  Edward  Brennan  and  the 
board  may  have  no  choice  but  to  start 
selling  some  of  those  rich  financial 
holdings,  says  Sosnick.  Pressure  will 
mount  for  management  to  start  cash- 
ing in  on  the  company's  huge  asset 
value,  he  believes. 


WHAT  HAS  THIS 
BIOTECH  PUMPING? 


When  Cardiovascular  Imaging 
Systems  went  public  in  mid- 
May,  it  had  to  do  a  double- 
cut:  It  slashed  the  planned  offering 
price  from  a  wide  13-to-15  range  all  the 
way  down  to  7  a  share.  And  it  reduced 
the  offered  shares  from  2  million  to  1.5 
million.  "That  was  the  only  way  to  get 
the  deal  done,"  says  one  fund  manag- 
er, "because  the  biotechs  were  under 
tremendous  pressure."  Yet  the  stock 
rose  to  9  a  few  weeks  after  the  offer- 
ing and  is  now  trading  at  8 '/a. 

How  come?  The  outlook  for  this 
company's  proprietary  technology  and 
products  is  bright,  and  the  stock  is 
cheap  at  this  price,  says  the  editor  of 
the  California  Technology  Stock  Let- 
ter, Mike  Murphy,  who  is  usually  skep- 
tical about  biotech  upstarts.  Imaging 
makes  an  intravascular  ultrasound  im- 
aging catheter  that  can  be  inserted  into 


the  artery  to  get  a  clear  picture  of  t 
composition  and  distribution  of  athei 
sclerotic  (fatty)  plaque. 

One  company  very  interested  in  I 
aging  is  SciMed  Life  Systems,  whi 
has  taken  a  stake.  SciMed 
agreed  to  jointly  develop  and  mar] 
some  of  Imaging's  products  for  coi 
nary  and  peripheral  vascular  appli« 
tions.  The  Food  &  Drug  Administrati 
has  approved  the  marketing  of  four 
Imaging's  catheters  and  its  Insig 
System,  a  computerized  process!) 
system  that  provides  a  video  image 
an  artery.  On  June  23,  the  FDA  allow 
the  use  of  the  catheters  in  the  heart 
evaluate  heart  motion,  valve  perf( 
mance,  and  artery  diseases. 

Murphy  expects  sales,  which  doubl 
to  $6.8  million  last  year,  to  keep  i 
that  pace  over  the  next  few  years.  I 
figures  the  company  will  still  be  in  t 
red  this  year  but  may  break  even 
1993.  He  sees  earnings  of  50(t  a  sha 
in  1994  and  $1  in  1995. 


A  BURGER  JOINT 
THAT  COULD  SIZZLE 
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Is  there  room  for  yet  another  hai, 
burger  chain  in  the  crowded  fai 
food  industry?  The  bears  are  cc 
vinced  a  new  entry  can  only  fail,  ai 
they  are  shorting  Checkers  Drive 
Restaurants,  a  fledgling  burger  opei 
tion  that  started  up  in  1988.  Wron 
says  veteran  restaurant  industry  ar 
lyst  Roger  Lipton  of  Ladenburg  Th; 
mann.  He  thinks  Checkers,  foui 
mainly  throughout  the  Southeast, 
be  a  big  winner. 

The  company,  he  notes,  has  be 
growing  at  breakneck  speed,  with  t 
number  of  its  eateries  more  than  dc 
bling  from  56  in  1990  to  117  last  ye< 
That  figure  is  expected  to  increase 
218  by  the  end  of  1992.  Checkers'  stri 
egy:  Serve  a  limited  menu  at  chfii 
prices — with  fast  service. 

Checkers'  stock  has  zoomed  to 
high  36  a  share  in  March  from  14 
late  1991,  when  it  went  public.  It  h 
since  eased  to  31.  The  stock  has  caug 
the  attention  of  the  shorts,  who  no 
that  it  is  trading  at  a  lofty  price-eaj 
ings  ratio  of  46.  Betting  on  a  collapi 
they  have  sold  short  some  1.4  milli 
shares,  which  comes  to  10%  of 
shares  outstanding. 

Lipton  believes  the  shorts  could  ei 
up  squeezed.  "The  stock  could  dou| 
in  price  in  another  12  months,"  he  sai 
Lipton  figures  that  Checkers,  whi 
earned  30<t  a  share  last  year,  will  maj 
67$  this  year  and  $1.05 'in  1993 
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ITTOM  OF  THi  NINTH 
I  THE  CITY  BY  THE  BAY? 


Giants'  move  to  St.  Pete  looks  likely.  Here's  why 


^('fs  the  White  Elephant  Dome  fi- 
ll lally  have  a  tenant?  For  almost  a 
^decade  now,  St.  Petersburg  has 
waiting  for  a  big-league  team,  any 

to  come  play  in  its  $128  million 
la  Suncoast  Dome.  So  when  St.  Pe- 
urg  officials  announced  on  Aug.  7 
I  local  investor  group  had  agreed  to 
he  San  Francisco  Giants  from  real 
;  tycoon  Bob  Lurie,  St.  Pete  base- 
boosters  were  ready  to  welcome 
er  Will  Clark  and  his  teammates, 
n  hours,  T-shirts  on  the  streets  of 
3ment  City  proclaimed  "A  Giant 

Come  True,"  as  horns  blared 
lewspapers  cranked  out  spe- 
ditions.  "This  area  has  been 
1-3  day  after  the  war,"  says 
'ete  assistant  city  manager 
Dodge,  who  led  the  local  ef- 
,0  lure  baseball, 
iptics  say  the  celebration 
■mature.  After  all,  the 
's  baseball 


hopes  have  been 
raised  and  dashed  half  a 
I  times  before.  And  National 
ue  and  American  League 
rs  have  good  reasons  to  nix 
)lan  to  sell  the  Giants  to 
)  led  by  industrialist  Vincent 
imoli  for  $110  million.  What's 
a  San  Francisco  trade  union 
nounted  an  llth-hour  bid  to 
ze  a  new  stadium  and  keep 
Hants  in  the  City  by  the  Bay. 
FUNG  CARDS.  St.  Pete's  base- 
tarved  citizens  will  be  happy 
ow  that  the  reasons  to  let  the 
s  move  far  outweigh  the  rea- 
to  force  them  to  stay  put. 
\L  owners  will  miss  their  shot 
lening  a  Florida  franchise  in 
ear  future.  But  if  the  Giants 
San  Francisco,  the  league's 
ind  Athletics  will  have  the 
\.rea,  the  fourth-largest  media 
et  in  the  U.  S.,  to  themselves. 
American  League  is  going  to 
to  decide  if  it's  worth  it 
y  up  Florida  to  get  Califor- 
says  Jerry  M.  Reinsdorf, 

USINESS 


the  owner  of  the  Chicago  White  Sox. 

The  campaign  to  keep  the  Giants  in 
Frisco  lost  a  prime  candidate  for  savior 
when  potential  investor  H.  Irving  Grous- 
beck,  co-founder  of  Continental  Cablevi- 
sion,  walked  away  from  any  deal  after 
looking  at  the  team's  financial  future. 

Besides  all  that,  a  number  of  AL  own- 
ers feel  that  they  owe  the  citizens  of  St. 
Pete  a  favor.  At  one  time  or  another 
during  the  1980s,  the  Athlet- 
ics, White  Sox,  Minnesota 
Twins,  and  Texas  Rangers 
feinted  toward  the  Florida 


THE  NEWS  THAT 
CLARK  AND 
TEAMMATES 
MAY  BE  HEADED 
EAST  HAS 
FLORIDA  FANS 
BUZZING  . . . 


city.  And  Milwaukee  Brewers  owner 
Bud  Selig  encouraged  St.  Pete's  abortive 
bid  for  the  National  League  franchise 
that  eventually  went  to  the  Florida  Mar- 
lins, who  will  be  based  in  Miami. 

Moving  the  Giants  might  also  get  Ma- 
jor League  Baseball  Commissioner  Fay 
Vincent  out  of  a  jam.  In  July,  he  ordered 
a  realignment  of  the  National  League, 
shifting  the  Chicago  Cubs  and  the  St. 
Louis  Cardinals  to  the  Western  Div.  and 
the  Cincinnati  Reds  and  Atlanta  Braves 
to  the  Eastern.  The  Cubs,  fearing  that 
extra  night  games  on  the  West  Coast 
would  cut  their  television  audience,  have 
obtained  a  court  injunction  blocking  the 
rearrangement.  Vincent  may  eventually 
prevail  in  court,  but  the  Giants'  sale  of- 
fers him  a  chance  to  play  the  diplomat. 
"Maybe  he  can  find  some  way  to  make 
the  Cubs  happy,"  suggests  former  Com- 
missioner Bowie  Kuhn.  Vincent  could 
use  a  coup  on  realignment  to 
shore  up  his  fading  support 
among  the  owners. 
VOTING  ArE.  Vincent's  big 
worry  right  now  may  be 
about  St.  Pete's  ownership 
group.  Recent  revelations 
about  former  Phar-Mor  Pres- 
ident Michael  Monus,  an  in- 
vestor in  the  nl's  other  expansion 
team,  the  Colorado  Rockies,  have 
raised  questions  about  how  thor- 
oughly the  leagues  check  the  cre- 
dentials of  prospective  owners.  But 
similar  surprises  about  the  St.  Pete 
investors  do  not  appear  likely.  Nai- 
moli  and  fellow  owners  Mark  Bos- 
tick,  J.  Rex  Farrior  Jr.,  Vincent  Pi- 
azza, and  Vincent  Tirendi  are  not 
known  to  have  any  associations  or 
background  that  would  botch  their 
approval,  say  Florida  business 
sources.  Most  owners  seem  to 
share  the  mood  of  Bill  Giles,  presi- 
dent of  the  Philadelphia  Phillies. 
"Unless  we  find  out  something 
[bad  about  the  ownership  group] 
that  we  don't  know  now,"  he  says, 
"I'm  leaning  toward  voting  for" 
the  move. 

Even  so,  the  vote  will  have  its 
moments  of  suspense  as  owners 
from  both  leagues  maneuver  for 
concessions  in  exchange  for  their 
support.  Of  course,  if  the  move  is 
approved,  baseball  will  lose  one 
prime  asset:  an  empty  stadium 
beckoning  restless  teams.  As  base- 
ball's expansion  process  proved, 
though,  there's  no  shortage  of  cit- 
ies desperate  for  a  major  league 
team.  A  victory  for  St.  Pete  would 
just  give  them  new  reason  to  hope. 

By  David  Greising  in  Chicago  and 
Harris  Collingwood  in  Neiv  York 
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'SUPERSERVERS'  NIAY IWAKE 
SOMEONE  SUPERRICH 


(ol 

m{  1 
■  maioi 
„,i;to 
■iiori 

mv 

ay  of 
I'fil  coffi 
f  to  re 
as  serv 


Both  big  guys  and  startups  are  vying  to  sell  the  machines  at  the  heart  of  computer  networks 
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y  the  time  Saat- 
chi  &  Saatchi  Ad- 
vertising World- 
wide got  850  persoiKil 
computers  plugged  intd 
its  office  network,  tlic 
New  York  agency  was 
liaving  big  problems. 
Transmitting  messages 
and  ad  layouts  between 
PCs  was  taking  too 
long.  So  was  managini^ 
Saatchi's  17  "file  serv- 
ers." These  were  ordi- 
nary PCs  crammed  with 
data  and  programs  for 
all  of  the  network's 
computers  to  share.  In 
the  past,  replacing  them 
with  a  mainframe  or 
minicomputer  would 
have  been  the  answer, 
but  that  expense 
seemed  prohibitive.  In- 
stead, Saatchi  got  the 
job  done  with  just  three 
"superservers"  from 
NetFR.^ME  Systems  Inc. 

Call  them  PCs  on  ste- 
roids or  mainframes  on 
a  diet:  Superservers  use  inexpensive  PC 
technology  to  focus  near-mainframe 
power  on  maintaining  shared  files  and 
running  big  programs  for  large  net- 
works of  i\'s.  Most  such  networks  rely 
on  standard  PCs  that  have  been  upgrad- 
ed with  large-caj^acity  disk  drives.  But 
that's  like  using  a  Hyundai  to  haul  en 
tire  trailers  of  Hyundais.  Superservers 
do  far  better  at  moving  chunks  of  data 
around  networks  because  their  in- 
ternal designs  mimic  main- 
frames— specifically,  by  employing 
data  pathways,  or  "buses,"  that 
shuttle  data  at  far  higher  speeds 
than  PCs  can  achieve.  Although  su- 
perservers sell  for  as  little  as 
$11,000,  or  about  half  the  price  of 
the  smallest  minicomputers,  they 
have  the  power  to  make  PC  net- 
works the  backbone  of  corporate 
information  systems.  "Our  compa- 
ny's business  runs  on  these  things 
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now,"  says  Saatchi  Vice-President  Stew- 
art Riegler. 

That's  a  big  change  from  when  the 
first  superservers  came  out  in  1989. 
Then,  with  little  software  available  for 
the  machines  and  few  PC  networks  big 
enough  to  need  them,  sales  were  slow. 
Now,  superservers  finally  seem  poised 
to  take  off.  The  software  is  there,  and 
local-area  networks  (L.^Ns)  can  easily  in- 


GROWTH  IN 
PC  NETWORKS. 


PCs  ON  LOCAL-AREA 
NETWORKS 
WORLDWIDE 


...IS  DRIVING 
SERVER  SALES 


-  ESTIMATES - 


elude  hundreds  of  P 
printers,  and  other 
vices.  The  number 
I'Cs  connected  to  LA 
will  jump  sixfold  jle 
1995,  to  55  million,  p 
diets  WorkGroup  Te 
nologies  Inc.,  a  Har 
ton  (N.  H.)  market 
searcher  (chart).  Tl 
will  push  superservi 
to  a  $1.7  billion  busin* 
in  1995,  says  market 
searcher  Internatioi 
Data  Corp 

WAKE-UP.  Such  prec 
tions  are  fueling 
hopes  of  superser 
lartups  such  as 
I  i;ame  Systems  in  Miljtotre: 
las,  Calif.,  and  Tricclrtlioiijlit 
Systems  Inc.  in  Plyllsi 
DUth,  Minn.,  as  well  liner, 
PC  maker  Compaq  Co  IG; 
puter  Corp.  Says  ai  I  as  Ins 
lyst  Peter  J.  Rogers  « Con 
Robertson  Stephens  tially  4 
Co.,  a  Tricord  invest  fetatioji 
"The  superserver  bijfeiaii.p[ 
ness  is  the  last  gn  k 
opportunity  to  build  a  [computer]  sjtvear, 
tems  business." 

Only  first,  the  startups  have  to 
on  established  computer  makers, 
also  are  waking  up  to  the  new  openii  tfesn 
Until  recently,  the  big  guys  avoided  S(  (orofa( 
ing  servers  built  from  the  same  ma  tii,i«: 
produced  Intel  Corp.  microchips  used  jti^'^jj 
PCs.  Instead,  IBM,  Digital  Equipme  uy  jj  | 
and  Hewlett-Packard  argued  that  tb  ^^^^^ 
minicomputers  and  mainfram  li^  \p|,j 
were  faster  and  offered  betl  sifuHg. 
software.  They  still  make  that  ;  i^tf 
gument.  But  because  growth  i|,„.i.; 
sales  of  such  "big  iron"  is  !e|tEvnj| 
than  57f  a  year,  they're  also  eadLff^  "[jlj 
to  enter  new  markets.  DEC  a 
American  Telephone  &  Telegra  [ 


DATA:  WORKGROUP  TtCHHOLOGIES  INC.,  INTERNATIONAL  DATA  CORP.. 


Co.'s  NCR  Corp.  unit,  for  exampi|, 


now  sell  superservers  based  on 
tel  486  chips.  In  June,  IBM's  P|fj.,,,,j|' 
sonal  Systems  Div.  bought  a  r|n-  f 
nority  stake  in  superserver  start! 
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Han  ('ompLilcr  Inc.  ll'.Al  will  sell  I'ar- 
nnachines  with  the  IBM  logo, 
timately,  superserver  companies 
d  like  to  be  in  the  vanguard  of  the 
msizing"  revolution,  which  seeks  to 
)ad  major  chunks  of  work  from 
frames  to  LANs.  That's  a  key  thrust 
orkstation  maker  Sun  Microsystems 
;  server  effort  (box). 
GH  TIME.'  Customers,  however,  are 
wary  of  betting  critical  tasks  on 
oven  computers.  IBM  and  DEC  are 
ing  to  reprogram  their  large  ma- 
is  as  servers  while  emphasizing  the 
machines'  proven  reliability.  Says 
inalyst  Susan  T.  Frankle:  "Startups 
joing  to  have  a  tough  time." 
e  biggest  winner  so  far  is  Compaq, 
year,  it  sold  about  $200  million 
h  of  its  SystemPro  servers.  Though 
rsts  consider  some  SystemPro  mod- 
ttle  more  than  souped-up  PCs,  Com- 
plans  to  introduce  more  powerful 
;rs  this  fall.  The  startups,  mean- 
3,  are  riding  steep  acceleration 
5S.  NetFR.\ME,  which  raised  $30  mil- 


lion in  venture  capital,  followed  by  $21 
million  from  an  initial  stock  offering  in 
June,  reported  that  sales  for  its  second 
quarter,  ended  July  3,  had  more  than 
doubled  over  last  year'.s — to  $9.1  million. 
Profits  were  $508,000,  compared  with  a 
$1.2  million  loss.  Tricord,  which  recently 
withdrew  its  $36  million  IPO,  citing  a  soft 
market,  saw  first-quarter  sales,  ended 
Mar.  31,  jump  273'a,  to  $7  million. 

New  software  designed  for  specific 
business  problems  should  give  super- 
server  sales  a  kick.  Mainframe  software 
houses,  including  Dun  &  Bradstreet 
Software  and  IMRS  Inc.,  along  with 
smaller  companies  such  as  PeopleSoft, 
now  sell  mainframe-class  general-ledger, 
accounting,  and  personnel  packages  just 
for  PC  LANs.  The  emergence  of  such  pro- 
grams, says  NetFRAME  President  Enzo 
Torresi,  signals  "the  end  of  an  era" — the 
age  of  high-priced,  centralized  main- 
frames. Now,  it's  up  to  the  superserver 
startups  to  fight  for  their  place  in  the 
new  era  of  networked  computing. 

By  Robert  D.  Hof  in  Snn  Fmncinco 


SUN  MICROSYSTEMS 
SUDDENLY  SEES  THE  LIGHT 


tusy  keeping  up  with  demand  for 
its  flashy  Unix-based  worksta- 
tions, Sun  Microsystems  Inc. 
d  to  treat  network  servers  as  an 
jrthought.  "We  used  to  build  a 
■kstation,  cut  its  head  off,  and  call  it 
erver,"  admits  Sun  Vice-President 
1  Gadre.  As  a  result,  competitors 
h  as  Auspex  Systems  Inc.  and  Sol- 
rne  Computer  Inc.,  with  servers 
cially  designed  for 
■kstations,  began  win- 
y  high-profit  sales  at 
I's  largest  customers, 
t  year,  Auspex'  sales 
drupled,  to  about  $55 
ion. 

iut  now.  Sun  is  push- 

the  servers  with  the 
/or  of  a  convert.  Last 
tember,  it  introduced 
iels  that  combine  as 
ny  as  four  of  its 
,rc  microprocessors. 
1  in  April,  it  brought 

smaller  machines  to 
ipete  with   "superservers"  in 
works. 

CE  WAR.  Sun  has  big  ambitions  in 
/ers.  They  could  help  it  bust  out  of 
traditional  engineering  markets  and 
more  workstation  networks  to 
ks  and  other  mainframe-oriented 
srprises.  Besides,  servers  are  more 
fitable  than  workstations.  Analyst 
■rv  F.  Willman  of  Sanford  C.  Bern- 


PC 


stein  &  Co.  figures  that  Sun  gets  557^ 
gross  margins  on  servers  vs.  47%'  on 
workstations — a  gap  that  will  widen  as 
the  workstation  price  war  intensifies. 
Competition  from  IBM,  Hewlett-Pack- 
ard, and  Digital  Equipment  helped  low- 
er Sun's  earnings  43%,  to  $37.7  million, 
in  its  fourth  quarter,  ended  June  30. 

So  far,  Sun's  new  push  has  paid  off. 
It  has  sold  5,500  new  servers  and  up- 
grades on  older  ones 
since  last  September — 
more  than  any  of  its  di- 
rect competitors.  Some 
of  that  gear  helped  con- 
quer new  markets.  Cana- 
dian beer  distributor 
Brewers  Retail  Inc.,  for 
instance,  recently  moved 
work  from  a  mainframe 
to  Sun  servers. 

The  startups  aren't  do- 
ing so  badly,  either, 
though.  Auspex  has 
even  signed  up  IBM  and 
Digital  Equipment  Corp. 
to  resell  its  servers.  Overall,  sales  of 
computers  for  use  as  servers  running 
American  Telephone  &  Telegraph  Co.'s 
Unix  operating  software — a  standard 
among  workstations — will  grow  from 
$1.3  billion  in  1991  to  $4  billion  in  1996, 
predicts  market  researcher  Internation- 
al Data  Corp.  That's  a  market  that  any 
computer  maker  might  like  to  serve. 
By  Robert  D.  Hof  in  San  Francisco 
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Instruments 
FOR  Professionals 


OLDNAVITIMER 
Since  1952,  it  iias  been  tlie  wristwatch 
of  choice  for  pilots  all  over  the  world 
who  value  its  built-in  computer 
— a  practical  slide  rule  that  allows 
them  to  plot  their  flights — its  excellent 
legibility,  its  chronograph  functions 
and  Its  dependable  selfwinding 
mechanical  movement. 
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PERSONAL  COMPUTERS  I 

LIGHTS, 
CAMERA 


Desktop- video  gear  is  getting  more  nimble — and  less  costly — fast 


SO,  YOU 
WANT  TO 
BE  IN 
PICTURES? 

what  you 
need  \o  make 
a  desktop  video: 


You're  home  watching  T\',  and 
you're  sure  you  could  do  it  better 
if  you  only  had  access  to  a  big 
studio.  Well,  that  fantasy  may  soon 
come  true,  thanks  to  the  merging  of 
computer  and  video  technology  that  will 
let  just  about  anyone  edit  videotape  and 
add  special  effects — all  with  a  PC-based 
system  costing  a  few  tlwusand  dollars. 

"Desktop  video  is  the  natural  succes- 
sor to  desktop  publish- 
ing," says  John  E.  War- 
nock,  president  of 
Adobe  Systems  Inc., 
whose  PostScript  soft- 
ware helped  create  the 
huge  desktop-publish- 
ing business.  As  with 
desktop  publishing, 
which  gave  ordinary 
personal-computer  us- 
ers the  tools  to  turn  out 
newsletters,  brochures, 
and  other  slick  docu- 
ments, desktop  video 
promises  to  make  video 
auteurs  out  of  cam- 
corder amateurs. 

Warnock,  whose  com- 
pany is  now  pushing 
video  software,  envi- 
sions a  cottage  industry 
of  small-scale  producers 
cranking  out  industrial 
films,  ads  for  local  T\', 
and  wedding  videos. 
Dow  Chemical  Co.  engi- 
neer B.  Scott  Ruble,  for 
example,  is  using  a 
Macintosh  Ilci  equipped 
with  special  video  chips 
and  circuit  boards,  plus 
software  for  editing 
and  digitizing  videotape 
images,  to  produce  the 
equivalent  of  a  scientific  paper  on  video. 
He  uses  a  camcorder  to  document  stress 
cracks  in  plastics  from  certain  types  of 
impact,  adding  explanatory  text  and 
graphics  to  show  to  colleagues  and  cus- 
tomers. "There  are  some  things  you  just 
can't  capture  in  words."  says  Ruble. 

While  eager  suppliers,  such  as  Adobe, 
Radius,  and  SuperMac  Technology,  hope 
to  create  a  mass  market,  desktop  video 
is  currently  the  province  of  a  select  few. 


Some  10,000  professional  broadcast  pro- 
ducers have  adopted  desktop  computer- 
editing  systems,  spending  as  much  as 
880,000  per  system,  estimates  William  L. 
Coggshall,  president  of  Xew  Media  Re- 
search Inc.  No  wonder:  Professional  vid- 
eo-editing studios,  chock-full  of  high-tech 
gear,  can  cost  anywhere  from  8750,000 
to  $2  million. 
Until  a  few  years  ago.  these  expensive 


COMPUTER  Macintosh  II  or 
IBM-compotible  PC,  with 
DIGITIZING  CIRCUIT  BOARD 
and  EDITING  SORWARE,  such 
OS  Adobe's  Premiere,  and 
GRAPHICS  SOFTWARE,  such  as 
Macromedia's  Director, 
that  let  you  add  special 
effects  and  animation. 
Cost:  $5,000  to  $20,000 


OUTPUT  EQUIPMENT  If  you're 
doing  0  simple  demo,  you  may 
just  ploy  the  video  directly  on 
the  computer.  If  you  want  to 
make  a  broadcast-quality 
ideotape,  you  need  an 
adapter  to  record  on  tape 
Cost:  $200  to  $5,000 


facilities  were  the  only  way  to  create 
special  effects,  such  as  superimposing 
graphics  over  a  live  video  image  or  past- 
ing together  scenes  that  dissolve 
smoothly  from  one  into  another.  Then, 
Commodore  International  Ltd.  intro- 
duced the  Amiga  2000  persona!  comput- 
er, which  can  generate  a  video  signal  as 
well  as  handle  sharp  graphics  and 
sound.  That  gave  Newtek  Inc.  in  Tope- 
ka,  Kan.,  a  platform  for  what  it  dubbed 


the  \'ideo  Toaster — an  add-in  board 
software  that  connects  the  Amiga  din 
ly  to  videotape  machines,  allowing 
computer  to  create  special  effects, 
result:  a  85,000  setup  that  can  do  mi 
of  the  work  of  editing  equipment  cost 
8100,000.  Jerry  Coffield,  an  analyst 
In-Stat  Inc.,  figures  about  100,000""Vi< 
Toasters  have  been  sold  since  1990,  g 
erating  some  825  million  in  annual  re 
nues  for  privately  held  Newtek. 
CHIPPING  IN.  Top  PC  makers  and  ot 
technology  companies  are  pushing  a  s 
beyond  the  Toaster,  which  basics 
serves  as  a  computerized  editor  for  a 
log  tape.  They  are  creating  prodi 
that  can  digitize  and  manipulate  the 
eo  signal.  Apple  Computer  Inc.,  aire; 
a  leader  in  desktop  publishing,  in  I 
began  including  a  program  called  Qu: 
Time  with  most  Macs.  QuickTim.e 
any  Mac  act  like  a  vcR  by  digitizing 

 1  eo  images  for  playb; 

on  the  computer  sere 
However,  instead 
meeting  the  commer 
broadcast  standard 
30  frames  per  seco 
QuickTime  can  run  o 
15  images  a  second 
suiting  in  jagged-edj 
pictures. 
That  has  given  el 
makers  a  cha' 
to  get  into 
act.  They're  build 
special  microchips  t 
speed  up  the  digitiz 
process  and  impr< 
resolution  (page 
RasterOps,  Avid  Te 
nology,  Radius,  and 
perMac  are  build: 
those  chips  into  cin 
cards  for  Macs.  Me 
while,  software  mak 
Adobe,  Diva,  and 
cromedia  Publish 
have  created  progra 
for  editing  and  add 
special  effects.  Many 
these  are  also  be 
adapted  for  iB.M-comj 
ible  PCS,  but  PCs  lag 
hind  the  Mac  beca 
their  operating  syste 
don't  have  the  equi 
lent  of  QuickTime. 

Increased  competition  means  that 
cost  of  desktop-video  components 
dropping  fast.  "Within  a  year,  there 
be  81,000  video  boards,"  says  James 
Anderson,  vice-president  of  video  cl 
maker  C-Cube  Microsystems.  "At  t 
price,  you're  blasting  right  into  the  he 
market." 

So  far,  though,  the  new  technology 
still  primarily  used  by  professionals. 
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BUSINESS  WEEK/DELOITTE  &  TOUCHE 
HEAETH  CARE  SUMMIT 


IN  ASSOCIATION  WITH  PCS,  INC.  AND  SEARLE 

Business  and  the  Future 
of  American  Healtli  Care 

An  exclusive  national  summit 
for  those  most  cludlenged  by  the  imperative 
to  rethink  and  reform  health  care. 

AMONG    THE    PARTICIPATING  SPEAKERS 


FROM  GOVERNMENT:  Hon.  Michael 
Dukakis,  whose  health  care  achievements 
as  Massachusetts  ^overncir  won  national 
attention. 

FROM  HEALTH  CARE:  Dr.  David  M. 
Lawrence,  CEO,  Kaiser  Permanente, 
the  larj^est  managed  care  provider,  and 
David  Reed,  President  and  CEO,  St, 
Joseph  Health  System;  past  Chairman, 
American  I  iospital  Association. 

FROM  PRIVATE  INSURERS:  Dr.  Carl 
J.  Schram,  President,  1  lealth  Insurance 
Association  of  America. 


FROM  CORPORATE  AMERICA: 
William  Goss  of  GE,  and  Ed  Hennessy, 

Chairman  and  CEO  (ret. J,  Allied-Signal, 
plus  other  executives  whose  intercorpo- 
rate health  care  alliances  and  innovative 
cost  control  approaches  are  working. 

FROM  POLICY  RESEARCH:  Dr.  Cwe 
E.  Reinhardt,  Princeton  University;  the 
nation's  most  renowned  analyst  of  health 
care  deliverv. 

FROM  PUBLIC  ADVOCACY:  Dr. 
Sidney  M.  Wolfe,  who,  with  Ralph 
Nader,  created  the  Public  Citizen  Health 
Research  Group  to  advocate  universal 
health  care  access. 


An  unparalleled  opportunity  for  corporate  and 
health  care  leaders  to  advance  toward  pragmatic  solutions  and 
shape  an  agenda  for  the  recovery  of  US  health  care. 


October  20-21, 1992 /The  Wlllard  Hotel,  Washington  DC 

Invitations  are  limited  exclusively  to  senior  management. 
/Ml  exei  utives  littend  as  the  guests  of  Business  Week  and  Deloitte  Touche. 
For  injomuilion,  call  Business  Weeh  (212)  512-2184  Fax:  (212)  512-6281 
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the  past  eight  months,  Viacom  Interna- 
tional Inc.  has  been  running  a  project  at 
its  MTV  Networks  calls  DTV,  for  desktop 
video,  that  is  exploring  several  different 
PC-based  video  systems.  Bob  Meyers, 
vice-president  of  Viacom's  network  oper- 
ations and  head  of  the  project,  says  DTV 
is  trying  to  create  an  inexpensive  digital 
editing  network  but  the  current  technol- 
ogy can't  execute  the  rapid-fire  image 
changes  and  crazy  graphics  that  MTV  fa- 
vors. "We're  a  little  frustrated,"  he 
says.  "But  we  get  a  little  less  frustrated 
and  a  little  bit  more  pleased"  as  the 
technology  evolves. 

Still,  professionals  are  already  using 
desktop  setups  to  cut  costs.  After  tape  is 
converted  to  digital  form,  editors  can 
quickly  scan  to  whatever  scene  they 
need,  mark  it,  and  create  a  rough  cut. 
Then  they  make  the  final  product  with 
professional  equipment.  That  process 
alone  can  produce  significant  savings, 
since  it  can  cost  $1,000  an  hour  to  use  a 
professional  edit  room.  "I  can  do  exactly 
what  I  want  for  the  price  of  my  own 
time  and  some  electricity,"  says  Harry 
Marks,  president  of  Marks  Communica- 
tions Inc.,  a  Hollywood  producer  of  pro- 
motional tajjes  and  graphics. 
STORAGE  SNAG.  The  edit  room  may  even- 
tually be  completely  eliminated,  but  not 
anytime  soon.  The  holdup  is  the  massive 
storage  capacity  required  for  digitized 
images.  A  disk  drive  that  can  store  more 
than  a  billion  text  characters — about 
500,000  pages — can  only  hold  15  minutes 
of  video  footage.  Special  chips  can  com- 
press those  images,  but  the  more  you 
compress,  the  worse  the  image  quality. 

Such  technical  barriers  could  limit  the 
market  for  years.  "It  has  been  a  zero- 
billion-dollar  industry,"  jokes  Cathy  R. 
Galvin,  a  marketing  manager  at  Super- 
Mac,  a  maker  of  video-processing  circuit 
boards.  Market  researcher  Coggshall 
thinks  a  mass  market,  a  la  desktop  pub- 
lishing, will  be  slow  to  build.  Once  the 
country's  250,000  corporate-video  pro- 
ducers switch  to  desktop,  he  says,  there 
may  not  be  many  more  buyers.  Why? 
Creating  ;i  written  document  is  infinitely 
easier  than  creating  a  good  video.  "You 
still  have  to  have  trained  people  with  a 
good  eye  for  what  looks  good,"  says 
Coggshall. 

But  that's  too  narrow  a  view  for  desk- 
top-video aficionados.  "People  don't  real- 
ize how  easy  this  is  to  do,"  says  Jon 
Leland,  a  Mill  Valley  (Calif.)  producer 
and  owner  of  Communication  Bridges,  a 
consulting  firm  that  provides  training  in 
the  new  technology.  If  he's  right,  per- 
haps even  schoolchildren  will  someday 
be  creating  homework  on  videotape — 
showing  rather  than  telling  how  they 
spent  their  summer  vacation. 

By  Richard  Brandt  in  San  Francisco, 
with  Lois  Therrien  in  Chicago,  and  Paul  M. 
Eng  in  New  York 
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A  Tl  RESEARCHER  WITH  A  CHIP  AND  HDTV  IMAGE:  VIDEO  PROCESSOR  SALES  ARE  SOARING 


(onfemi 


THE  BIAZING  BUSINESS 
IN  VIDEO  CHIPS 


ir 


HDTV  and  multimedia  machines  will  power  a  vast  new  market 


'eeping  track  of  the  global  race  in 
semiconductors  once  was  easy. 
Japan  dominated  memory  chips, 
and  America  had  a  lock  on  microproces- 
sors. Then,  electronics  makers  dreamed 
up  an  array  of  new  products  from  digi- 
tal high-definition  TV  and  videophones  to 
multimedia  technology,  which  merges 
computers,  TVs,  and  phones.  Bringing 
these  to  life  requires  a  new  breed  of 
powerful  chips  that  capture,  compress, 
and  display  moving  images.  "The  need 
for  chips  that  process  images  is  going  to 
become  universal,"  says  Masataka 
Hayashida,  Texas  Instruments  Inc.'s 
worldwide  consumer  strategy  manager 
in  Tokyo.  And  the  battle  lines  are  being 
drawn  in  what  could  soon  be  the  indus- 
try's fastest-growing  sector. 

The  chipmakers  are  tackling  one  of 
the  biggest  engineering  challenges  of 
the  decade.  It  takes  blazing  speed  and 
vast  amounts  of  memory  to  handle  color 
video  in  a  computer  or  digital  TV  set.  In 
the  digital  language  that  computers  use, 
a  single  still  color  picture  takes  up  about 
four  megabytes,  or  32  million  bits  of 
data,  more  than  the  main  memory  capac- 
ity in  most  PCs.  To  create  a  realistic 
moving  image,  30  such  frames  must  be 
scrolled  across  the  screen  each  second. 
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Even  powerful  disk  drives  that  can 
months'  worth  of  spreadsheets  woul(|al 
swamped  by  just  a  few  minutes  of 
motion  video. 

IN  A  FLASH.  To  cope  with  such  demai 
semiconductor  makers  are  perfectin 
array  of  different  chips  (chart).  Spe 
ized  memory  chips,  called  video 
store  images  in  the  machine's 
memory.  Others  use  mathematical 
to  compress  the  image,  manipulate 
the  display  screen,  or  transport  it 
a  network.  It  all  has  to  happen  so 
that  the  human  eye  sees  a  sm.ooth 
ing  picture. 

The  rewards  for  achieving  such 
will  be  huge.  Analysts  foresee  a  gi 
market  for  chips  that,  working  togetl  i\ 
produce  stunning  results:  videos 
mix  images,  data,  and  animated  spe^ 
effects,  or  digital  TV  sets  that  make 
conferencing  a  living-room  pastii 
Sony  Corp.  Managing  Director  MasaqiNc 
Takahashi  says  chips  could  account 
307^  of  a  $160  billion  global  multime 
market  by  the  end  of  the  decade 

For  most  chipmakers,  this  marketjin 
taking  off  just  in  time.  Battered  by 
global  recession,  Hitachi,  Toshiba,  i 
Fujitsu  have  slashed  capital  spend  In 
for  conventional  memory  chips, 
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(s,  and  even  idled 
\  factory  lines, 
they're  rampinp 
■oduclion  for  new 
RAM  chips,  which 
segments  of 
3  images,  rather 

handling  infor- 
)n  bit  by  bit  the 
conventional 
ary  chips  do.  In- 
!d  by  Texas  In- 
dents in  1983, 
(s — used  in  work- 
ms,  high-powered 
;  machines,  and 

PCs — will  be  a 
million  market  this 

says  Akira  Mina- 
wa,  a  Dataquest  Inc. 
yst  in  Tokyo.  And 
I  HDTV  takes  off,  he 

VRAM  growth  rates 
jound  to  outstrip  those 
iRAMS. 

!antime,  the  need  for  complex  chips 
lanage  digital  HDTV  and  advanced 
iconferencing  systems  could  play 
America's  strengths.  American  Tele- 
e  &  Telegraph,  Texas  Instruments, 
Motorola  pioneered  the  hot-growing 
3r  of  digital  signal  processors 
;) — used  to  convert  analog  signals 
digital  and  then  compress  them  for 
ige  and  transmission.  Last  year,  the 

companies  grabbed  667^  of  the  $328 
m  DSP  market.  "Japan's  strength  is 
lectrical  engineering  and  physics," 

David  A.  Hytha,  a  managing  direc- 
it  AT&T  Japan  Ltd.  But  with  digital 
al  processing,  "the 

is  mathematics 
re  American  compa 
do  much  better." 
deed,  American  chip 
es  are  a  hotbed  of  in- 
tion.   Cirrus  Logic, 
is  &  Technologies, 
)ktree,  and  Sierra 
[conductor  have  de- 
ad the  best  digital 
0  processors  for 
ng  recorded  im- 

and  graphics  on  a 
Duter  screen.  They 

■  also  come  up  with  hybrid  circuits — 
cially  good  for  engineering  worksta- 
; — that  store  digital  color  informa- 
on  one  part  of  the  chip,  while  anoth- 
irt  converts  the  data  to  analog  so  it 
be  displayed. 

NG  AIM.  Such  innovations  may  be  a 
itable  edge.  Sales  of  digital  video 
essors  should  balloon  from  just  $20 
on  in  1990  to  $346  million  in  1996, 
rding  to  Dataquest — a  52%  com- 
id  annual  growth  rate.  In  a  few 
s,  "almost  every  PC  and  workstation 
he  market  will  combine  video,  audio, 
,  and  computer  graphics  into  one 


HOW  CHIPS  CAH 
MAHIPULATE  IMAGES 

Semiconductor  makers  are  finding  new 
markets  in  specialized  graphics  chips 
lor  multimedia  personal  computers, 
workstations,  digital  HDTV, 
video  phones,  and 
other  gear 


integrated  environ- 
ment," says  James  H. 
Clark,  chairman  of 
workstation  maker  Sil- 
icon Graphics  Inc. 

Asian  electronics 
powerhouses  have 
jumped  on  each  new 
development  from  Sili- 
con Valley.  NEC  and 
Fujitsu  Ltd.  are  com- 
ing on  strong  in  DSPs. 
Consumer-electronics 
giant  Sony  Corp.  has 
taken  aim  at  special- 
ized graphics  proces- 
sors. And  the  chip 
houses  of  South  Ko- 
rea and  Taiwan  have 
targeted  some  of  the 
same  niches.  The  win- 
ners may  depend  on 
how  the  multimedia 
revolution  shapes  up.  "If  it  is  mainly  an 
audio/ video  movement,  that  could  bene- 
fit Japanese  companies," 
says  Shizuo  Eguchi,  a  se- 
nior chip  manager  at  NEC. 
"But  if  the  main  products 
turn  out  to  be  PCs,  Ameri- 
can companies  will  be 
stronger." 

For  now,  in  fact,  com- 
panies such  as  Sony  and 
Matsushita  Electric  In- 
dustrial Co.,  stretched 
thin  by  their  recent  in- 
vestments in  Hollywood, 
are  far  from  a  sure  bet. 
At  Sony's  semiconductor 
headquarters  in  Atsugi,  Managing  Di- 
rector Takahashi  wants  to 
increase  the  compa- 
ny's diverse  chip  pro- 
duction— now  at  $1.6 
billion  a  year — by  fo- 
cusing on  graphics  con- 
trollers based  on  a  de- 
sign it  licensed  from 
Silicon  Graphics  Inc. 

But  Sony  won't  be 
alone.  Fujitsu  makes 
graphics  controllers 
based  on  designs  by  Sun 
Microsystems  Inc.  And  two 
Taiwanese  chipmakers, 
Winbond  Electronics  Corp.  and  Macronix 
International  Co.,  have  signed 
similar  pacts  with  Hew- 
lett-Packard Co.  and  Sili- 
con Graphics. 

As  the  competition 
heats  up,  mounting  de- 
velopment   costs  are 
sparking  numerous  alli- 
ances. American  leaders 
LSI  Logic,  VLSI  Technol- 
ogy, Texas  Instruments, 
and  Motorola  Inc.  have 
signed  on  with  Japanese 


fordl  T"'' 

Intel 


Tecn 


consortiums  that  are  trying  to  stream- 
line the  number  of  chips  in  Japan's  ana- 
log HDTV  sets.  Although  that  market 
hasn't  taken  off,  these  partnerships  of- 
fer U.  S.  chipmakers  a  chance  to  design 
advanced  chips  into  Japanese  consumer- 
electronics  products — a  longtime  goal  of 
U.  S-Japan  trade  talks.  Two  years  ago, 
Tl  unveiled  a  chip  that  improves  color 
and  speeds  up  positioning  of  video  sig- 
nals on  the  screen,  a  key  to  picture-in- 
picture  displays  for  TVs.  TI  has  also 
joined  an  HDTV  consortium  that  includes 
Sony,  Fujitsu,  and  Hitachi  Ltd.  Now, 
Sony  and  TI  may  collaborate  to  develop  a 
second  generation  of  Tl's  chip,  which 
Sony  could  build  into  high-definition  TVs. 
IN  THE  POCKET.  Meanwhile,  with  Philips 
N.  V.  in  Europe,  Motorola  is  working  on 
new  methods  for  compressing  and  de- 
compressing video  images.  Using  mathe- 
matical formulas,  or  algorithms,  that 
squeeze  unnecessary  information  out  of 
moving  pictures.  Motorola  thinks  it  can 
slim  down  each  image  by  a  factor  of  150 
or  more.  If  all  goes  well,  says  Ray  Bur- 
gess, a  top  Motorola  chip  ex- 
ecutive in  Europe, 
"we'll  have  a  pocket 
videophone  by  the 
end  of  the  decade." 

By  then,  some  ana- 
lysts say,  microproces- 
sors may  do  graphics 
jobs  now  handled  by 
separate  chips.  Even  as 
Intel  Corp.  has  poured 
millions  into  DVi,  a  com- 
pression chip,  its  top  en- 
gineers are  working  on  a 
new   "superchip"  with 
four  processors,  100  mil- 
lion transistors,  and  a  peak  performance 
of  2  billion  instructions  per  second. 

Such  powerful  microprocessors  could 
compress  and  decompress  live  video  sig- 
nals, control  the  display  and  disk 
drives — and  at  the  same  time  serve  as 
the  computer's  main  processing  unit.  If 
Intel  can  pull  it  off,  declares  Yutaka 
Karasawa,  marketing  manager  at  Intel 
Japan,  "the  current  generation  of  video 
chips  won't  exist  in  another  five  years." 

Other  chip  executives  disagree.  Such 
all-in-one  processors,  they  contend,  will 
match  specialized  video  chips  neither 
on  price  nor  performance. 
Either  way,  one  thing  is 
abundantly  clear:  If  mul- 
timedia, HDTV,  and  other 
electronic  wonders  ar- 
rive on  schedule,  chips 
that  deliver  digital  im- 
ages will  be  where  the 
action  is. 

By  Neil  Gross  i/> 
Tokyo,  with  Richard 
Brandt  in  San  Frayi- 
cisco  and  Jonathan 
B.  Levine  in  Paris 
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There's  a  New  World  to  be  explored,  and  America's  scientists  and  engineers  are  the 
pioneers.  How  American  innovation  and  productivity  can  stay  ahead  are  just  two  of 
the  subjects  covered  in  Reinventing  America,  the  fall  1992  bonus  issue  from 
Business  Week.  It's  where  American  business  will  see  the  world  from  the  cutting 
edge.  Let  them  see  your  advertising  as  well.  Contact  Karl  Spangenberg, 
Sr  VP/ Advertising  Sales,  at  (212)  51 2-41 54  or  your  Business  Week  account  manager. 
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MUCH  FOR  STEERING 
THE  STARS 


,  anners  may  soon 
I  have  the  ultimate 
chart.  Researchers  at 
the  Woods  Hole  (Mass.) 
Oceanographic  Institu- 
tion are  testing  a  com- 
puterized navigation  sys- 
tem that  plots  course 
using  electronic  "maps" 
of  the  ocean  and  satel- 
lite-fed positioning  data. 
The  system's  designers 
say  it  could  save  time 
and  help  avert  oil  spills 
and  mishaps  such  as  the 
inding  in  early  August  of  the  liner  Queen  Elizabeth  II. 
illed  the  Electronic  Chart  Display  and  Information  System 
IS),  it's  intended  to  make  paper  charts  and  compass  bear- 
obsolete.  The  electronic  maps  can  be  updated  easily  with 
ent  information  on  submerged  wrecks  and  storm-created 
Ibars.  Using  data  from  an  existing  global  system  that 
ks  vessels,  the  ECDIS  knows  a  ship's  location  within  24  feet, 
eloped  with  Intergraph  Corp.  in  Hunts ville,  Ala.,  the  sys- 
wi!l  reach  market  in  1994,  after  the  U.  N.'s  International 
itiine  Organization  sets  specifications.  But  its  $50,000  price 
force  weekend  sailors  to  stick  to  a  compass. 


IS  THEORY  MAY  MAKE  SENSE 
COLD  FUSION 


fhen  Ronald  A.  Brightsen  was  a  graduate  student  in 
nuclear  chemistry  at  Massachusetts  Institute  of  Tech- 
gy  in  the  1940s,  he  discovered  an  isotope  called  arsenic-78, 
ort-lived  product  of  uranium  fission.  His  experiments  set 
stage  for  a  radically  new  theory  of  nuclear  physics  that 
shape  in  the  mid-1980s  and  finally  leapt  into  the  spotlight 
lug.  10,  when  Brightsen  unveiled  it.  He  contends  that  his 
in  of  the  structure  of  the  atomic  nucleus  cracks  the  riddle 
;old  fusion,  at  last  describing  the  mechanism  by  which 
"ogen  atoms  fuse  to  produce  the  energy  cold  fusion  advo- 
s  claim  to  detect.  If  he's  right,  fusion  in  a  jar  of  water  may 
be  possible. 

rightsen's  theory  was  already  laid  down  by  the  time  the 
,  widely  controversial  experiment  in  cold  fusion  was  an- 
iced  at  the  University  of  Utah  in  1989.  As  a  safety  expert 
i^estinghouse  Electric  Corp.  and  other  nuclear  power  pro- 
!rs,  and  then  as  a  senior  staffer  on  the  Nuclear  Regulatory 
mission,  Brightsen  was  never  comfortable  with  the 
Ige  factors"  used  to  reconcile  theoretical  physics  with  actu- 
esults.  He  wanted  a  theory  that  would  more  accurately 
lict  how  much  energy  would  be  produced  in  any  nuclear 
tion.  He  got  it  when  he  conceived  a  model  of  the  atom's 
eus  with  neutrons  and  protons  clustered  together  not  ran- 
ly,  but  in  certain  precise  ways.  The  energy  bound  up  in 
e  clusters  can  be  released  several  different  ways,  which 
explain  why  cold  fusion  experimenters  report  forms  of 
•gy  that  conventional  physics  doesn't  account  for. 
1  1985,  Brightsen  founded  Nuclear  Science  Research  Corp. 
;)  in  Reston,  Va.,  to  test  his  theory,  partly  with  computer 
ilations.  Most  of  the  few  scientists  who  knew  of  the  effort 
e  underwhelmed.  "I  wasn't  very  impressed,"  recalls  Man- 


son  Benedict,  the  retired  head  of  MIT's  Nuclear  Engineering 
Dept.  Not  so  the  Electric  Power  Research  Institute  (EPRI),  the 
utility  industry  think  tank  in  Palo  Alto,  Calif.,  which  helped 
fund  Brightsen's  work.  "What  he's  got  is  very  difficult  to 
argue  with,"  adds  consultant  Walter  Loewenstein,  past  presi- 
dent of  the  American  Nuclear  Society.  "Whether  it  conforms 
to  reality  is  the  question."  To  find  out,  Brightsen  is  spinning 
NSR  into  Clustron  Sciences  Corp.,  which  will  be  based  in  Vien- 
na, Va.  The  company  expects  to  begin  work  on  a  cold-fusion 
power  system  this  fall. 


ONE  STEP  TOWARD  STOPPING 
THE  NEW  TUBERCULOSIS 


Like  a  movie  monster  that  refuses  to  die,  tuberculosis  is 
making  a  comeback.  Scientists  thought  they  had  brought 
the  disease  under  control  with  antibiotics  in  the  1950s  and  '60s. 
But  since  then,  the  tuberculosis-causing  bacterium  has  evolved 
into  drug-resistant  strains,  so  cases  are  soaring. 

Medicine  is  poised  for  a  counterattack,  however.  Working 
with  colleagues  in  France,  scientists  at  London's  Hammer- 
smith Hospital  have  figured  out  how  the  tuberculosis  bacteri- 
um evades  drugs.  The  microbe's  secret,  the  researchers  report- 
ed in  the  Aug.  13  issue  of  Nature,  is  a  single  inoperative  gene. 
This  gene  normally  activates  an  enzyme  that  alters  an  antibiot- 
ic, changing  it  from  harmless  to  deadly.  Without  the  enzyme, 
the  drug  remains  harmless. 

The  gene  sleuthing  opens  the  door  for  new  drugs.  One 
solution  is  simply  duplicating  the  enzyme's  effect  by  adminis- 
tering a  converted  form  of  the  antibiotic  rather  than  the 
original  drug.  Another  is  using  the  new  information  to  figure 
out  how  the  enzyme-altered  chemicals  actually  kill  microbes, 
then  designing  drugs  that  attack  the  same  targets.  The  new 
discovery,  concludes  public  health  expert  Dr.  Barry  R.  Bloom 
of  the  Albert  Einstein  College  of  Medicine,  "offers  hope  that 
molecular  genetics  may  be  one  way  to  tackle  the  emerging 
problem  of  drug-resistant  tuberculosis." 


COMING  SOON:  HOUSES 
WITH  BUILT-IN  SUNSCREEN 


First,  there  were 
"smart  windows" 
that  modulate  light. 
Now,  it's  smart  walls 
and  roofs.  Suntek  Inc.  in 
Albuquerque  has  rolled 
out  a  prefabricated 
building  component  for 
roofs  and  walls  that 
automatically  controls 
the  amount  of  solar  light 
and  heat  that  enters  a 
building. 

The  panels  encase  a 
layer  of  a  clear  plastic 
film  composed  of  water-soluble  hydrocarbon  copolymers, 
which  transmit  solar  heat  and  light,  then  turn  white  to  reflect 
both.  The  fibers  of  the  copolymers  are  elongated  when  cool, 
making  them  thinner  than  the  wavelengths  of  solar  radiation, 
so  90%  of  the  sun's  rays  enter.  When  the  polymers  warm  up, 
they  form  microscopic  globs  that  keep  out  sunlight.  By  vary- 
ing the  proportion  of  the  polymers,  it's  possible  to  set  the 
film's  transition  temperature  anywhere  from  60F  to  150F. 
Suntek  President  Roy  Chahroudi  says  the  panels  can  handle 
most  space  heating  needs  and  slash  air-conditioning  costs. 
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MASTERING  THE  MAZE 
OF  FUND  lOADS  AND  FEES 


m 
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In  the  1980s,  eye-popping 
returns  on  many  mutual 
funds  made  sales  charges 
seem  a  small  price  to  pay  for 
a  share  of  the  action.  In  the 
more  sober  1990s,  however, 
sales  charges  and  expenses 
will  likely  eat  up  a  larger  por- 
tion of  profits.  While  perfor- 
mance should  always  be  the 
focal  point  for  potential  inves- 
tors, a  thorough  examination 
of  the  fee  schedule  in  a  fund's 
prospectus  can  have  more  of 
a  payoff  than  in  the  past. 

On  the  surface,  funds  with 
lower  sales  charges,  or  loads, 
and  lower  expenses  seem  to 
have  an  obvious  edge.  But  the 
issue  isn't  so  cut  and  dried. 
Funds  with  high  loads  can 
outperform  no-load  funds,  and 
funds  with  high  expenses  can 
produce  better  returns  than 
funds  with  low  expenses.  So 
while  keeping  an  eye  on  loads 
and  expenses  is  important,  in- 
vestors shouldn't  be  obsessed 
with  buying  the  cheapest 
fund  they  can  find. 
COMPLEXITY.  Figuring  out 
what  impact  the  sales  charges 
and  expenses  have  on  your  re- 
turn is  getting  more  difficult. 
Along  with  traditional  front- 
end-load  and  no-load  varieties, 
more  funds  have  added  what 
some  in  the  industry  call  a 
spread  load — officially  it's  a 
"12b-l  fee" — to  the  mix  of  ex- 
penses. It  shaves  a  set  per- 
centage off  the  fund's  total 
return  each  year  for  a  set 
number  of  years.  The  fee  is 
often  coupled  with  a  deferred 
sales  charge,  or  back-end 
load,  which  may  be  up  to  iYA 
in  the  first  year  but  gets  low- 
er the  longer  a  fund  is  held. 
You  pay  a  back-end  load  only 
if  you  cash  out  of  the  fund. 

Fee  schedules  are  tougher 
to  decipher  today,  but  there  is 
some  good  news  on  the  load 
scene:  Of  the  2,400  funds 
tracked  by  Chicago's  Morn- 


ingstar  Inc.,  only  30  or  so  car- 
ry the  maximum  allowable 
load  of  8.5%.  The  bad  news  is 
that,  while  pure  no-load  funds 
still  exist,  many  old-line  no- 
load  funds  are  becoming  low- 
load  funds,  with  sales  charges 
of  27o  to  S'/':  And  expenses 
have  been  rising,  too. 

Choosing   what   type  of 
sales  charge  you  prefer  to 
pay  for  a  fund — or  whether 
you're  willing  to  pay  one  at 
all — depends  first  on  whether 
you  have  the  desire  and  time 
to  do  the  work  of  picking  a 
mutual  fund  on  your  own. 
If  you  use  a  financial 
planner   or   a  broker, 
you're  likely  to  pay  be- 
tween 47"  and  6%  of  the 
total  invested  assets  for 
their  advice.  Some  say 
that  can  be  money  wel 
spent:  "You're  paying 
for  an  extra  level  of  ser- 
vice, for  someone  to  help 
you  answer  tough  ques- 
tions, such  as  'What  is 
your  real  risk  tolerance?'  " 
says  Don  Phillips,  publish- 
er of  the  guide  Morningstar 
Mutual  Funds.  If  you  decide 
to  research  mutual  funds  on 
your  own,  you  might  as  wel 
buy  no-loads,  he  says. 

An  investor's  time  horizon 
is  also  important  in  figuring 
out  whether  paying  a  sales 
charge    makes    sense.  Of 


course,  if  you  pay  a  large  load 
and  stay  in  a  fund  only  a 
year,  the  load  will  represent  a 
bigger  part  of  your  return 
than  it  would  if  it  were  spread 
out  over  a  greater  number  of 
years.  "If  it's  a  period  shorter 
than  five  years,  I'd  pay  atten- 


tion  to  the  sales  charge," 
A,  Michael  Lipper  of  Li 
Analytical  Services.  "If 
beyond  five  years,  I  w 
look  at  it  but  not  be  terifilliliGINC 
influenced." 

A  look  at  the  load-adjukjiucm 
performance  of  front-end-  Hfff 
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THE  DIFFERENCE  A  SALES  CHARGE  CAN  MAKE 


Sales  charges  take  a  big  bite  out  of  short-term  profits,  but  they  have  a  far  more  muted  effect  in  the  long  run 


STOCK  FUNDS  BOND  FUNDS 


i  name 

1-yr.  total  return 

5-yr.  total  return 

Fund  name 

1-yr.  total  return 

5-yr.  total  return 

Sales 
charge 

Before 
load 

After 
load 

Before 
load 

After 
load 

Sales 
charge 

Before 
load 

After 
load 

Before  After 
load  load 

3MS0N 
PORFUNITYA 

5.50% 

29.35% 

22.24%  — 

DEAN  WIHER  HIGH- 
YIELD  SECURITIES 

5.50% 

36.89% 

29.36% 

2.07%  0.92% 

JVWARE 

:nd 

5.75 

26.14 

18.88 

11.77% 

10.45% 

NATIONAL 
BOND 

4.75 

34.88 

28.47 

7.16  6.12 

rON  VANCE 
rAl  RETURN 

4.75 

22.28 

16.47 

9.22 

8.16 

TNE  GOVT. 
SECURITIES 

4.50 

18.78 

13.43 

9.54  8.54 

r  EMERGING 
QWTH 

4.75 

20.34 

14.63 

9.62 

8.56 

AMERICAN  CAPITAL 
GOVT.  TARGET  '97 

3.00 

18.75 

15.19 

MANAGED 
IREMENT 

5.00 

19.71 

13.72 

11.26 

10.12 

HEARTLAND 
U.S.  GOVT. 

4.50 

18.58 

13.25 

10.62  9.61 

DATA:  MORNINGSTAR  INC. 


no-load  funds  siiows  no- 
funds  with  a  definite 
in  the  performance  der- 
n  the  aggressive  growth 
:ory,  the  top-performing 
for  the  year  ending  July 
as  a  no-load,  the  tiny  $5 
m  American  Heritage 
—even  with  its  mammoth 
expense  ratio.  The  top 
funds,  before  adding  in 
charges,  include  a  no- 
a  fund  with  a  1%  back- 
load,  and  a  fund  with  a 
front-end  load.  Adjusted 
load,  however,  the  top 
include  two  no-loads  and 
;k-end-load  fund, 
e  preponderance  of  no- 
funds  among  the  top  per- 
ers  is  even  more  notice- 
in  bond  funds.  The  top 
1  funds  in  the  govern- 
-bond  category,  based  on 
ear  total  returns,  are  all 
ad  funds.  Before  factor- 
1  a  load,  three  load  funds 
;  it  into  the  top  ten.  But 
1  you  adjust  for  the 


loads,  they  all  take  a  big  dive 
in  the  rankings. 

Take  the  TNE  Government 
Securities  fund,  for  example. 
Its  18.78%  total  return  vault- 
ed it  into  the  top  ten  perform- 
ing government-bond  funds 
based  on  one-year  returns. 
Factor  in  the  4.5%  load,  how- 
ever, and  it  slips  to  No.  52, 
with  a  13.43%'  total  return. 

If  you  rely  on  mutual  funds 
for  income  and  you  find  a 
bond  fund  you  like  that  has  a 
load,  choose  a  front-end  load 
over  a  12b-l  fee,  recommends 
Phillips.  You'll  have  a  fatter 
income  stream  because  front- 
end  funds  have  lower  ex- 
penses, and  expenses  come 
out  of  that  income  stream. 
DIRECT  HIT.  Many  people  who 
are  willing  to  pay  a  load — but 
who  shy  away  from  paying 
5%'  or  so  up  front — find  the 
pay-as-you-go  option  appeal- 
ing. But  the  fees  have  critics: 
"My  problem  with  12b-l  fees 
is  that  they  can  put  pressure 
on  the  manager  to  boost  yield 
and  increase  the  risk,"  says 
Phillips.  Unlike  front-end 
sales  charges,  which  come  di- 
rectly out  of  invested  assets, 
12b-l  fees  take  a  big  bite  out 
of  yield,  since  they  come  out 
of  total  return. 

In  the  past,  fund  companies 
have  charged  as  much  as 
1.25%>  in  annual  12b-l  fees. 
That  could  make  a  r2b-l  fund 
an  expensive  proposition  for  a 
longtime  investor.  Recently, 
however,  the  Securities  &  Ex- 
change Commission  set  a 


0.75%  cap  on  12b-l  fees,  effec- 
tive next  July.  A  new  0.25%- 
service  fee  brings  the  actual 
cap  up  to  1%.  Total  sales 
charges  are  capped  at  6.25%' 
for  a  fund  that  charges  the 
service  fee  and  at  7.25%  for 
those  that  don't.  For  long- 
term  investors,  that  makes 
the  choice  between  a  front- 
end  load  or  the  pay-as-you-go 
option  more  or  less  of  a  moot 
point,  says  Phillips.  Some 
funds  have  created  new  class- 
es of  shares  to  switch  their 
existing  shareholders  into 
once  the  12b-l  fee  roughly 
equals  the  front-end  load  of- 


It's  getting  tougher 
to  figure  how  charges 
will  affect  your  return 


fered  on  the  "sister"  fund. 

A  hypothetical  example 
shows  how  pay-as-you-go 
plans  start  off  with  an  edge 
over  front-end-load  funds  but 
lose  that  edge  over  time.  Con- 
sider two  funds,  each  with 
similar  objectives,  portfolios, 
and  performance.  One  fund 
has  a  5.75%3  front-end  load. 
The  other  has  a  12b-l  fee  of 
0.75%'  and  a  back-end  load 
that  starts  at  3%'  and  declines 
by  1%  every  two  years. 

Say  you  invested  $2,000  in 
the  front-end  fund.  The  fund's 
5.75%  load  would  take  a  $115 
bite,  leaving  you  with  $1,885 


working  for  you.  An  investor 
in  the  12b-l  fund  puts  the  en- 
tire $2,000  to  work. 

Assuming  a  10%'  return,  the 
front-end-load  investor  would 
have  $2,073.50  after  one  year 
in  the  fund.  Investors  in  the 
12b-l  plan  would  have  seen 
their  $2,000  grow  to  $2,183.68 
after  year  one.  But  what  if 
the  investor  in  the  r2b-l  fund 
had  to  cash  out  after  a  year? 
The  3%  back-end  load  is  levied 
on  the  original  $2,000  invest- 
ment, leaving  $2,124 — still 
more  than  the  investor  in  the 
front-end  load. 

If  the  funds  continue  to 
earn  10%o  a  year,  the  hypo- 
thetical 12b-l  fund  outper- 
forms the  front-end-load  fund 
for  about  eight  years.  After 
that,  the  front-end-load  fund 
takes  the  lead,  with  $4,889.20 
in  assets  after  10  years.  The 
12b-l  investor  has  $4,815.20. 

For  those  with  large  sums 
to  invest,  front-end  loads  may 
have  an  edge  over  12b-l  plans 
with  back-end  loads.  Front- 
end  loads  ratchet  down  on 
bigger  investments,  whereas 
back-end  loads  make  no  such 
accommodations. 

A  fund's  fee  schedule 
shouldn't  be  your  first  stop. 
Spend  some  time  figuring  out 
the  type  of  fund  you  want 
and  then  examine  its  portfolio 
and  performance.  If,  after 
that,  you  don't  like  the  fee 
choices  on  a  particular  fund, 
well,  there  are  still  thousands 
of  other  funds  to  choose 
from.  Suzanne  WooUcij 
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Exercise 


GETTING  FIT 
ONE  STEP 
AT  A  TIME 


ost  inventors  treat 
their  new  products 
like  children  to  be  ba- 
bied. But  Ray  Irwin  wants 
you  to  step  all  over  his.  Irwin, 
chief  financial  officer  of  At- 
lanta-based Sports  Step  and  a 
co-owner  of  the  Sportslife 
chain  of  health  clubs,  claims 
paternity  for  a  lightweight, 
adjustable  platform  that  has 
fostered  a  craze  in  indoor  ex- 
ercise: step  aerobics. 

Stepping,  in  which  exercis- 
ers step  on  and  off  a  low  plat- 
form while  making  vigorous 
arm  movements,  offers  an  ef- 
fective cardiovascular  work- 
out with  a  lower  risk  of  injury 
and  joint  stress  than  high-im- 
pact aerobics.  It's  taught  at 
most  major  health  clubs,  and 
since  the  only  equipment  you 


need  is  a  pair  of  sneakers  and 
a  stepper,  you  can  do  it  al- 
most anywhere.  Among 
Sports  Step's  products  are 
The  Step  II  ($59.95),  a  popular 
home  model,  and  The  Step  XT 
($79.95),  whose  sleek  design  is 
suitable  for  travel.  Both  come 
with  instructional  videos. 

There  are  a  few  stepping 
dos  and  don'ts.  Knees  should 
not  bend  more  than  90  de- 
grees. The  foot  should  be 
placed  in  the  center  of  the 


platform  uilii  lach  step. 
Heels  should  not  hang  off  the 
platform.  Experts  advise 
against  using  handheld 
weights.  And,  as  with  any 
hard  exercise,  you  should 
warm  up  first. 

What's  the  big  deal  about 
stepping?  Fitness  experts  con- 
tend that  it  combines  the  best 
of  aerobic  and  calisthenic  ex- 
ercise, working  out  the  heart 
and  lungs  while  promoting  co- 
ordination and  muscle  tone.  A 


1990  San  Diego  State  Uni 
sity  study  found  that  step 
obics  provides  the  benefit 
a  7.5-mile-per-hour  run 
the  low  impact  of  a  3-mile 
hour  walk. 

IF  THE  SHOE  FITS.  The  r 

shoes  are  important  for 
aerobics.  They  should  o 
good  forefoot  flexibility 
provide  adequate  heel  lift 
accommodate  stress  on 
Achilles'  tendons  and  cal 
Cross-training  and  aero 
shoes  are  acceptable  hea 
they  offer  superior  cushioi 
and  stability.  Reebok  Inte 
tional,  which  markets  a  s 
per,  and  Ryka,  which  m: 
women's  athletic  shoes,  1 
sell  shoes  specifically  n^ 
for  stepping. 

The  usual  rash  of  celeb 
exercise  videos  has  folio 
the  stepping  craze.  You 
step  along  with  Cher,  Ki 
Smith,  and,  of  course,  J 
Fonda.  Step  aerobics  w 
give  you  a  movie  star's  fc 
overnight.  But  steppers 
fun,  relatively  cheap,  an 
lot  more  compact  than  n 
home  gyms.         Jane  Toi 


For  many  philanthropically 
minded  individuals,  a  pri- 
vate foundation  is  a  great 
way  to  give.  It  lets  them  set 
aside  a  chunk  of  money  that 
grows  tax-free,  take  a  tax 
deduction  in  the  same  year 
they  make  a  donation,  and 
dole  out  the  assets  over  time 
to  their  charities  of  choice. 

The  trouble  with  such 
foundations  is  that  they're 
complicated  and  time-con- 
suming to  set  up  and  admin- 
ister. "A  private  foundation 
can  cost  thousands 
and  require  a  lot  of 
paperwork,"  says 
Steven  Thorne,  an 
estate  planner  at  the 
Arthur  Andersen  ac- 
counting firm  in  Chi- 
cago. "You  need  at 
least  $50,000  to 
make  a  foundation 
worthwhile." 

But  if  you  don't 
have  that  kind  of 
dough — or  don't 
want  the  bookkeep- 
ing hassles — Fidelity 
Investments  is  offer- 
ing a  simple  alterna- 


Smart  Money 

FOR  THE  CHARITY-MINDED 
AND  PAPERWORK-SHY 


five:  its  new  Charitable  Gift 
Fund.  You  give  at  least 
$10,000  to  start  and  at  least 
$2,500  for  future  donations 
to  any  of  three  pools  of  mu- 
tual funds:  growth,  growth 
and  income,  and  income.  As 
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you  get 
the  year 


HOW  CHARITABLE 
INSTRUMENTS  COMPARE 

FIDELITY  GIFT  FUND 

PRIVATE  FOUNDATION 

Annual  expenses  of 
l%-2%  of  gift  assets 

Startup  and  legal  costs  in 
the  thousands 

No  excise  taxes 

1%  or  2%  federal  ex- 
cise tax 

No  minimum  distribution 
requirement 

Must  distribute  5%  of 
assets  annually  or  pay 
taxes  on  undistributed 
amount 

Some  control  over 
choice  of  beneficiary 

Total  control  over  choice 
of  beneficiary 

DATA:  FIDELITY  INVESTMENTS;  BW 

with  a  foundation 
the  tax  deduction 
you  donate  the  money  with 
out  having  to  distribute  it  at 
that  time.  The  money  is  rein- 
vested and  grows  tax-free. 
A  private  foundation  must 
give  out  5%  of  its 
stash  each  year, 
while  the  gift  fund 
need  give  out  noth- 
ing. Your  whole  do- 
nation can  be  paid 
out  years  down  the 
road  to  any  number 
of  nonprofit  tax-e.x- 
empt  organizations. 

Fidelity  also  gives 
you  a  slightly  better 
tax  break.  Since  the 
gift  fund  is  consid- 
ered a  public  chari- 
ty, donors  can  de- 
duct 50%  for  cash 
and  30%  for  appreci- 


ated stock.  With  a  priv 
foundation,  the  tax  ded 
tions  are  30%  and  20% 
spectively.  And  foundatic 
pay  a  federal  excise  tax 
1%  or  2%.;  the  fund  doesn 
QUASI-RICH.  There  are  a  f 
strings.  Fidelity  trust( 
must  approve  your  chariti 
and  there's  an  annual  m. 
agers'  fee  of  \%  to  2%  of 
fund.  "I  don't  see  it  app( 
ing  to  the  wealthiest  peopl 
says  Laurence  Keiser,  p; 
ner  at  Greenfield  Eisenb( 
Stein  &  Senior  in  New  Yo 
"For  the  middle  wealtl 
someone  with  $1  million  to 
million,  it  may  make  sens( 
someone  who  can't  afford 
own  foundation  but  is  sign 
cantly  charitable." 

So  far,  the  fund  has  dra 
$10.2  million  from  141  ir 
vidual  and  corporate  done 
says  Executive  Director 
mie  Jaffee.  Of  this,  $1.4  i 
lion  has  been  paid  out 
more  than  300  charities  sii 
November,  1991.  And,  s£ 
Jaffee,  the  fund  hasn't  s 


fered  from 
economy. 


the  wound 
Pam  Bl 
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The  Business  Week  Financial  Reports. 

One  quarter.  That's  how  much  of  its  editorial  space  Business  Week 
devotes  to  financial  coverage  yearly.  This  fall,  that  knowledge  and  insight 
will  culminate  in  a  series  of  editorial  reports  advising  business  people  on 
financial  matters  of  personal  and  corporate  interest.  Perhaps  you  have 
some  money  management  suggestions  of  your  own.  If  so,  make  a  sound 
investment.  Place  your  advertising  in  Business  Week. 

Global  Finance:  Closing  date,  Aug.  24.  Issue  date,  Sept.  28. 
3rd  Quarter  Mutual  Funds  Update:  Closing  date,  Sept.  7.  Issue  date,  Oct.  12. 
Corporate  Finance  Report:  Closing  date,  Sept.  28.  Issue  date,  Nov.  2. 
4th  Quarter  Mutual  Funds  Update:  Closing  date,  Nov.  23.  Issue  date,  Dec.  28. 
Yearend  Investment  Outlook:  Closing  date,  Nov.  23.  Issue  date,  Dec.  28. 

For  more  information,  contact  Peter  J.  Callahan,  Financial  Market 
Manager,  at  (212)  512-3579,  or  your  Business  Week  account  manager. 
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HOUSTON: 
BEYOND  THE 
ASTRODOME 


Civic  boosters  once  pro- 
claimed the  Houston  As- 
trodome the  Eighth 
Wonder  of  the  World.  Begin- 
ning Aug.  17,  that's  where 
Republicans  and  their  camp 
followers  will  come  to  roost. 
But  even  enthusiastic  conven- 
tioneers may  want  to  slip  out 
for  a  while.  The  city  offers  a 
rich  gumbo  of  attractions — 
not  all  of  them  likely  to  make 
the  guidebooks. 

Far  more  wondrous  than 
the  Astrodome  is  the  Beer 
Can  House.  This  magical 
dwelling  was  clad  in  cascad- 
ing veils  of  beer  cans  by  up- 
holsterer John  Milkovisch, 
whose  widow  still  lives  there. 
In  a  breeze,  it  sings  like  a 
wind  chime  (222  Malone  Dr.). 

Right  around  the  corner  is 
President  Bush's  favorite  bar- 
becue joint,  Otto's  (5502  Me- 
morial' Dr.,  713  864-2573). 
Look  over  the  mini- 


museum  of  Bushiana,  bu 
skip  the  middling  barbecue 
and  try,  instead,  nearby  Roz- 
novsky's,  where  you  can' 
have  big,  juicy  burgers  and 
icy  longnecks  in  a  setting 
out  of  rural  Texas  (5719 
Feagan,  864-1492). 

Work  it  off  with  a  jog 
down  the  road  at  Memori- 
al Park,  where  Bush  hits 
the  track  when  he's  in 
town.   To   avoid  heat- 
stroke, do  as  the  natives 
do:  Run  at  dawn  or  dusk. 
GOODE  GRUB.  Hungry 
again?  Take  a  crash 
course  in  regional  fare 
at  the  eateries  created 
by  Jim  Goode,  the  pop 
genius  of  Texas  cui- 
sine.  You   can't  go 
wrong  at  Goode's  neon- 
lit  taco  joint  (4902  Kir- 
by,  520-9153),  or  his  bar- 
becue place  (5109  Kirby, 

522-  2530).  Best  of  all 
may  be  the  mesquite- 
grilled  shrimp  or  catfish 
with  red  and  green  scd- 
sas  at  Goode  Company 
Seafood  (2621  Westpark, 

523-  7154). 
Houstonians  are  pas- 
sionate about  their  Mexican 
food,  so  get  serious  at  Irma's. 

an   obscure  warehouse-dis- 
trict spot  where  the  Tex- 
Mex  plate  lunches  have 
genuine  soul,  the  propri- 
etress is  your  new  best 
friend,  and  the  place  is 
crammed  with  just  about 
every  trinket  she  ever 
owned  (22  N.  Chenevert, 
222-0767).   But  if  you're 
bent  on  a  margarita,  let  it 
be  the  stellar  "Top  Shelf" 
version  at  Pico's,  one  of 
the  few  places  that  still 
uses  a  cocktail  shaker 
(4527  Lomitas,  942-9955). 

Let  others  battle  for 
reservations  at  upscale 
shrines  such  as  "Tony's 


and  Cafe  Annie.  You  can 
get  a  taste  of  the  modern  re- 
gional sensibility  at  such  low- 
er-stress spots  as  Sierra, 
where  chef  Robert  McGrath 
works  in  a  southwestern 
mode  (4704  Montrose,  942- 
7757),  or  at  Cite  Grill,  where 
French-born  Herve  Glin  gives 
southwestern  ideas  his  own 
idiosyncratic  spin  (5860 
Westheimer,  783-1566).  At 
Churrasco's,  the  innovative 
South  American  menu  gives 
Houstonians  the  most  bang 
for  their  restaurant  buck 
(2055  Westheimer,  527-8300). 
SOUL  FOOD.  Should  the  hurly- 
burly  of  the  convention  pall, 
seek  refuge  in  the  cool  oasis 
of  the  Menil  Collection,  a  pri- 
vate museum  housing  the  an- 
cient, tribal,  and 
modern  works  as- 
sembled by  art  pa- 
tron Dominique  de 
Menil  (1515  Sul 
Ross,  525-9400). 
Also  on  the  park- 
like grounds:  the 
Rothko  Chapel,  with 
powerful  canvases 
by  the  late  abstract 
expressionist  Mark 
Rothko. 


the  Museum 
Fine  Arts,  check  out  Leo 
do  da  Vinci's  celebratory 
tomical  drawings,  on 
from  Queen  Elizabeth  H, 
"The  Age  of  the  Marveloi] 
which  includes  a  fantast^ 
re-creation  of  a  "Wonj 
Room"  from  a  Renaissa 
castle  (1001  Bissonnet,  ( 
7300).  Bursting  with  nati 
and  ethnographic  oddities  k 
evokes  the  strangeness 
variety  of  the  universe  as 
fectively  as  a  political  con 
tion  does.  Alison 
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Worth  Noting 

■  ASK  LEW.  In  Lew  Altfi 
Answers  Almost  All  Yo 
Questions  About  Mon 
(McGraw-Hill;  $19.95),  t 
personal-finance  guru  cove 
cradle-to-grave  planning  in 
Q&A  format.  The  book  \n 
hit  stores  in  September. 

■  KID  KULTURE.  Behind  t 
Scenes,  a  10-part  PBS  serii| 
will  introduce  children  to  t| 
fine  arts,  from  music  a| 
dance  to  painting  and  scu 
ture.  The  first  episode  vj 
air  nationwide  on  Sept.  8 
8:30  p.m.,  EST. 


PERSONAL  BU; 


1 

mil 


^u'reDead. 


A  time  bomb  may  be  lurking  inside  your  modem.  A  fatal 
flaw  that  can  paralyze  the  data  you're  transmittiiig,  causing 
untold  chaos  to  the  flow  of  accui'ate  data  you  need. 

You  see,  some  modem  manufacturers  decided  to  turn 
their  backs  on  proven  modem  technology,  and  on  you.  They 
haven't  told  you  about  the  dangers  because  the  only  solu- 
tion for  this  crisis  is  to  replace  their  modems.  Fortimately 
Hayes'  can  give  you  the  knowledge  to  locate  the  bomb  and 
prevent  the  purchase  of  another  one. 

HOWTO  UNCOVER  THE  BOMB  We've  developed 
a  FREE  test  kit  that's  extremely  easy  to  run  on  your  PC  or 
Mac.  The  kit  spells  out  the  dangers  completely  and  accu- 
rately tracks  down  their  fatally  flawed  component.  To  order 
your  FREE  kit,  just  caO  800-846-8388,  FAX  your  request  to 
404-729^650,  or  download  the  test  files  ft-om  the  Hayes  BBS. 

THE  ONLY  WAV  TO  BE  COMPLETELY 
PROTECTED.  You  can  protect  your  data,  your  company, 


and  even  your  job  by  purchasing 
modems  that  incorporate  licensed 
technology  from  Hayes.  Modems 
using  complete  solution  Rockwell 
chip  sets  are  licensed  as  well  as 
most  modems  of  direct  licensees  of  Hayes  U.S.  Patent 
4,549,302.  So  look  for  the  symbol.  It  means  your 
modem  uses  the  industry-standard  escape  sequence 
technology  that  has  established  its  reliability  for  over 
a  decade.  Of  course,  all  modems  and  ISDN  products 
manufactured  by  Hayes  use  this  technology  as  well. 

The  bomb  is  armed.  The  clock  is  ticking.  Where  will 
you  be  after  the  bomb  goes 
off.^  Contact  Hayes  today  for      lil  HdyeS 


your  FREE  test  kit  and 
stop  data  transmission 
disaster  before  it  strikes. 


Why  settle  for  anything  less? 
Hayes  products  have  the  computer 
world  talking.  More  than  ever. 


Go  On  Une  with  Hayes  BBS;  caU  800-874-2937  or  404446-6336 

©1992  Hayes  Microcomputer  Products,  Inc.,  P.O.  Box  1U6203,  AUanta,  GA  30348 
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There  is  an  essential  difference  between 
insurance  companies  who  realize  the  market- 
place is  changing  and  those  who  understand  that 
the  marketplace  /s  change. 

The  latter  survive  and  thrive.  The  former 
become. .  .lunch. 

At  Conseco  we  believe  we  can  offer  our 
customers  and  shareholders  the  highest  degree 
of  secuiity  by  being  adaptable  and  flexible.  Our 
entire  concept  of  security  at  Conseco  is  based 
on  our  ability  to  change. 


Key  to  our  operation  is  maintaining  a  constant 
vigil  for  changes  that  could  create  opportunities  or 
cause  problems.  When  change  is  isolated  and  evalu- 
ated, we  then  adjust  and  fine-tune  our  business 
accordingly.  And,  of  equal  importance,  immediately. 

While  our  acceptance  of  change  and 
willingness  to  change  may  have  raised  a  few 
eyebrows,  they've  helped  us  build  a  company 
with  $12  billion  in  assets. 

And  there's  a  lot  of  security  to  be  found 
in  $12  billion. 


L 


ersonal  Business 


You've  finuily  g:ot  it 
niude:  You're  a  CEo  or 
|)lant  manager,  a  part- 
ner or  director.  Or  you've 
landed  your  !)i^}i'est  contract 
yet.  Suddenly,  somel;)0(ly 
slai)s  your  business  with  a  li- 
ability suit.  However  remote 
your  involvement,  your  family 
could  face  personal  bankrupt- 
cy, as  some  partners  did  at 
the  now  defunct  accountinj^ 
firm,  Laventhol  &  Horwatli. 

To  keep  such  ni^ditmares 
from  becominjr  reality,  finan- 
cial advisers  are  increasinj^ly 
suji^restinji  that  executives 
and  professionals  take  a  bold 
new  precaution:  an  asset  pro- 
tection trust  (.^FT)  to  keep  part 
of  your  money  on  a  forei}j;n 
island.  That  may  sound  a  lot 
like  usin^  a  tax  haven  to  hide 
income  from  the  Internal  Rev- 
enue Service.  But  it's  "very 
different  from  the  old  days  of 
10  or  1")  years  ago,"  says 
Alan  Klein,  an  Arthur  Ander- 
sen partner  in  Dallas.  An  APT 
won't  save  you  a  cent  in  in- 
come taxes,  and  you  disclose 
it  to  the  IKS.  Its  ijurjxjse  is 
solely  to  put  "layers  of  insula- 
tion" between  your  family 
and  "the  litigation  explosion." 

In  its  simplest  form,  the 
APT  is  a  bank  trust  account  in 
a  jurisdiction  that  doesn't  hon- 
or judgments  by  U.  S.  courts. 
So  if  you  lose  back  home, 
your  opponent  "would  have  to 
sue  you  all  over  again"  under 
the  island's  law,  explains  E. 
Lisk  Wyckoff  Jr.,  a  partner  in 
the  New  York  law  firm  of 
Kelley  Drye  &  Warren. 

Especially  where  local  law 
tilts  toward  trusts,  the  jjros- 
pect  of  paying  foreign  law- 
yers for  years  more  of  litiga- 
tion can  make  an  opponent 
back  off.  "The  idea  is  to 
change  the  jjsycliology,  so  the 
defendant  can  be  offensive  in 
the  defense,"  says  Barry  En- 
gel  of  Engel  &  Paidman,  an 
Englewood  (Colo.)  law  firm 
specializing  in  APTs. 
LAP  OF  LIABILITY.  Still,  no  one 
can  be  sure  how  a  case  will 
turn  out.  So  some  advisers 
suggest  arranging  a  back- 
up— a  second  trust  on  another 
island.  If  your  opponent 
shows  signs  of  winning,  "you 
pick  up  the  phone  and  do  a 
wire  transfer  to  a  new  coun- 
try," suggests  John  Erb,  prin- 


Planning 

ENDANGERED  ASSETS? 
TRY  AN  ISLAND  STRONGBOX 


cipa!  in  De  Teffe  Capital  Man- 
agement in  Alexandria,  Va. 
"There's  no  judgment  against 
you  there,  and  they'd  have  to 
start  the  process  all  over." 

If  your  as.sets  are  in  the 
millions,  even  the  prospect  of 
fighting  a  few  more  years  on 


claim,  and  all  cases  turned  out 
"substantially  better  than  if 
the  client  had  been  sitting  in  a 
corner  with  all  his  money  in 
his  lap." 

Who  should  consider  an 
APT?  Accountants,  lawyers, 
architects,  surgeons,  and  any 
others  exposed  to  professional 
malpractice  suits  are  prime 
candidates,    Erb    says.  If 


Asset  protection  trust  accounts  are 

BEYOND  the  JURISDICTION  OF  U.S.  COURTS 


foreign  soil  may  not  deter 
your  creditor.  Should  you  be 
the  first  to  tire  of  the  strain 
and  expense,  your  APT  can  at 
least  make  for  a  favorable 
compromise.  Of  the  500  or  so 
APTs  his  firm  has  arranged 
since  1987,  "about  two  dozen 
have  been  tested"  in  suits, 
says  Engel.  Settlements  aver- 
aged 15/f   of  the  original 


you're  an  accountant  in  a 
partnership,  for  instance,  you 
could  be  wiped  out  by  a 
botched  audit  "by  a  partner 
you  never  met  in  another  of- 
fice." While  corporations  af- 
ford more  protection  than 
partnerships,  Erb  says  direc- 
tors and  officers  can  become 
targets  of  class-action  claims 
that  run  far  beyond  their  com- 


pany s  msurance  covera 
When  is  an  APT  wo) 
while?  That  depends  partly 
whether    your  wealth 
enough  to  tempt  what  K' 
of  Dallas  calls  "would 
creditors  lurking  around  Ic 
ing  for  deep  pockets."  An( 
dei)ends  on  whether  it's 
fordable  in  I'elation  to  y 
assets.  As  a  rule  of  thui 
you  should  have  a  net  wo 
of  around  $500,000  and 
Expect  a   setup  charge 
$15,000  to  $50,000,  or  a  sn 
percentage  of  the  assets, 
a  yearly  maintenance  fee 
around  $2,000 

An  APT  may  allow  you 
drop  or  reduce  liability-ins 
ance  premiums.  And  the  pa 
age  often  includes  a  fan 
limited    partnership,  ac 
Klein,  which  lets  you  k 
your  assets  comfortably  cl 
to  home  "until  a  predat 
creditor   is   breathing  do 
your  neck  and  you  trans 
the  funds  up  to  the  trus 
ISLAND-HOPPING.  Ab( 
all,  advisers  agree  tl 
any  Ai'T  should  be  part 
your  overall  estate  plann 
and  that  you  should  begin 
process  pronto.  The  tr 
must  be  opened  before  j 
get  sued.  And  the  longer  y( 
APT  exists  before  any  suit  s 
faces,  the  more  likely  it  \  swi 
stand  up  against  the  arj  "^oys 
ment  that  you  tried  to 
fraud  a  creditor.  For  starte  ''''^^ 
ask  your  regular  attorney  ' 
bring  in  a  stateside  advi: 
with  APT  skills.  As  to  an  c 
shore  trustee,  Wyckoff  fav< 
well-known  foreign  banks 
their  soundness  and  long 
perience  in  offshore  trusts 
affluent  Europeans. 

As  APTs  become  more  po] 
lar,  more  islands  are  revar  h-m 
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ing  their  trust  laws  to  dr. 
business.  Among  the  fav 
ites  are  Bermuda,  Gibralt 
Trinidad,  the  Bahamas, 
Caymans,  the  Channel 
lands,  the  Isle  of  Man, 
Turks  &  Caicos,  and  the  Co 
Islands,  near  New  Zealand 

Since  you  should  visit  yc  ^-'V 
trustee  at  least  once,  y  '-'J!- 
might  prefer  a  place  tha 
warm  and  close.  But  reme 
ber,  you're  not  there  for  t 
beach.  The  idea  is  to  ke 
your  treasure  chest  safe  fr( 
the  sharks.          Dick  Jansi¥'''.,i, 
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idex  to  Companies 

index  gives  the  starting  page  for  a  story  or  feo- 
with  o  significant  reference  to  a  company.  Most 
idiaries  are  indexed  under  their  own  names, 
ponies  listed  only  in  tables  are  not  included. 


AN  OFFER 
WORTH  THE  PAPER 
IT'S  PRINTED  ON. 

With  every  new  subscription. 

Business  Week  will  plant  a  tree 

in  one  of  America's  Heritage  Forests. 
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Daewoo  42,  43 
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Frito-Loy  52 

Fuji  Photo  Film  32 

Fujitsu  74 

G 


Genentech  36 
General  Dynamics  39 
General  Mills  50 
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Macromedia  Publishing  72 
Macronix  International  74 
Marks  Communications  72 
Matsushita  74 
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Every  week  Business  Week  brings  you  up  to 
dote  on  the  world  of  business.  We're  committed 
to  bringing  you  coveroge  of  business  news  that 
is  not  only  timely  but  insightful.  Now,  we're 
olso  committed  to  teaming  up  with  you  to  make 
a  positive  contribution  to  our  environment. 

With  the  help  of  the  Globol  ReLeaf  Campaign 
of  the  American  Forestry  Association  (AFA),  we 
will  plant  a  tree  in  one  of  America's  Heritage 
Forests  with  every  new,  paid  Business  Week 
subscription. 

Global  ReLeaf  educates  people  on  opportunities 
to  enhance  the  environment  through  improve- 
ment of  trees  and  forests.  The  campaign  creates 
these  positive  environmental  opportunities  for 
individuals,  community  groups  and  businesses. 

The  Heritage  Forest  Program  is  one  such 
opportunity.  Heritage  Forests  are  special  public 
lands,  selected  by  the  AFA  as  lands  where 
private-sector  donations  can  create  new  forests, 
that  would  not  be  possible  under  existing  public 
programs  and  budgets. 


SUBSCRIBE  TO  BusinessWeek  NOW 

We'll  plant  your  tree  and  still  offer  you 
substantial  savings.  At  only  89(an  issue, 
you  save  64%  off  the  $2.50  cover  price 
and  moke  a  positive  contribution  to  the 
environment. 

Enjoy  the  convenience  of  having  Business 
Week  delivered  and  the  satisfaction  of 
having  done  something  to  help  improve 
and  preserve  America's  forests. 

/f  s  eosy  fo  io.  Fill  out  one  of  the 
post-paid  cards  found  in  this  issue  and 
drop  it  in  the  mail  today  or  tall  toll-free 
1-800-635-1200. 

For  more  information  on  llie  Globol  ReLeaf  Program,  coll  12021  667  3300 
or  write  Io  them  ot  P  0.  Boi  2000,  Woshington,  D  C  2001 3 
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BUSINESS  WEEK  PRESENTS 

THE  1  992 

INFORMATION 

HIGHWAYS 

CONFERENCE 
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THE  NEW  COMMUNICATIONS 

iNFRAStRUCTHRE 


This  breakthrough  international  forum  invites  leaders  of  business, 
government,  and  research  organizations  worldwide  to  explore  and 
chart  the  future  of  interactive  communication  networks  —  tomorrow's 
infomation  highways  —  the  paths  to  the  world's  economic  future. 


Special  Guest  Speakers  Include: 

■  Alfred  Sikes,  Chairman,  US  Federal 
Communications  Commission 

■  Masahito  Tani,  Deputy  Minister,  Policy 
Coordination,  Japan 

■  Hon.  Barbara  Franklin,  US  Secretary  of 
Commerce 

■  Dr.  Tay  Eng  Soon,  Sr.  Minister  of  State 
for  Education;  Chairman,  IT  Committee, 
Singapore 

■  Arthur  R.  Barron,  Chairman,  Time  Warner 
international 


Presented  With  The  Support  Of: 

AMERITECH 

BT 

DEUTSCHE  TELEKOM 

DIGITAL  EQUIPMENT  CORPORATION 

HEWLETT-PACKARD  AND  TV  ANSWER 

IBM  CORPORATION 

PICTURETEL  CORPORATION 

Register  Now  By  Calling:  (800)  821-1329 
or  (212)  512-3113  or  Fax  (212)  512-6281 


^fPTEI^;gE8  16  17,  McfiRAW-HIlL  HEAOqUARTEIS,  ROCKEFELLER  CENTER,  NEW  Yll 
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lENTARY 

nd  bulls  run  rampont,  Good 
-n  the  inflotion  front  and  per- 
signs  of  economic  weakness 
vestors  rushing  into  the 
narket.  The  timing  couldn't 
een  better.  The  U.S.  Treas- 
s  in  the  midst  of  its  quorterly 
ing  auction  and  had  plenty 
ds  for  sale-  The  yield  on  the 
ir  Treasury  bond  hit  a  five 
)W.  Stocks,  though,  drifted 
n  sluggish  trading.  Foreign 
s  were  hit  harder.  Japanese 
took  another  dive,  driving 
ckei  below  15,000.  London 
lost  3.7%. 
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52-week  change 
+  7.2''o 


410  1100 


52-week  change 
+  8.6 


1  -week  change 
+  1.1% 


52-week  chonge 
-6.7% 


1-week  chonge 
0.0% 


iRKET  AHAIYSIS 

STOCKS 

Latest 

%  change 
Week  52-week 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

ONES  INDUSTRIALS 
iMPANIES  (Russell  1000) 
COMPANIES  (Russell  2000) 
MPANIES  (Russell  3000) 

3320  8 
221,1 
192.4 
235  0 

-1,3 
-10 
-1.1 
-1,0 

10.5 
8.2 

10.0 
8  3 

90-DAY  TREASURY  BILL  YIELD 
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COD  cnn  rM\/incun  vicin 

S&P  500  PRICE/EARNINGS  RATIO 
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7.33% 
2.94% 
24.5 

3.23% 
7.43% 
2.90% 
24  6 

5.44% 
8.07% 
3.1% 
19  9 

ICN  STOCKS 
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Kol  <urren(y) 
52-week 

TECHNICAL  INDICATORS 

latest 
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Reading 

S&P  500  26'W6ek  movinQ  ovcrogc 
Stocks  above  26-week  moving  average 
Speculative  sentiment:  Put/coll  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

41  1.4 
47.4% 

0.51 
1.71 

41 1.2 
49.8% 
0  36 
1.81 
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Neutral 
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IN  (FINANCIAL  TIMES  100) 
(NIKKEI  INDEX) 
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2303  J 
14,773  8 
3377.8 

-3.7 

-7.6 
-0  8 

-11. 7 
-36  8 
-4  6 

lUSTRY  GROUPS 

BRIDGE  INFORMATION  SYSTEMS  INC 
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% 
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%  (hange 
4-week  52-week 

Pri(e 

VIEBUILDING 

10.6 

47.9 

PHM 

20.5 

90.7 

25 

AND  GAS  DRILLING 

9.2 

-9.9 

ROWAN 

10.0 

-19.1 

6  % 

WELL  EQUIPMENT  SERVICES 

9.0 

-6.3 

HALLIBURTON 

21,0 

-13  7 

32  Vs 

CIALTY  RETAILERS 

7.0 

21.1 

LOWE'S 

19,6 

48  8 

23  Vs 

S 

6.8 

67  8 

HASBRO 

13,9 

67  6 

30  y> 
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% 

4-week 

(hange 

52-week 

Weakest  stock  In  group 

%  (hange 
4-week  S2-week 

Pri(e 

TRUMENTATION 

-10.6 

1  1.2 

HEWLEn-PACKARD 

-11-8 

13.1 

60  '/2 

flPUTER  SYSTEMS 

-8.4 

-14.5 

WANG  LABORATORIES 

-34,6 

-29.2 

2  1/8 

LINES 

-7.6 

-18.1 

DELTA  AIR  LINES 

-8.8 

-30  9 

50  '/2 

OMOBILES 

-7.5 

18.1 

FORD  MOTOR 

-10.1 

32  7 

41  Vs 

ER  CONTAINERS 

-7.3 

10.0 

STONE  CONTAINER 

-27  4 

-14  6 

16  % 
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ERS 

eek  total  return 


MORNINGSTAR  INC 


LAGGARDS 
%       Four-week  total  return 


ELITY  SELECT  ENERGY  SERVICE  9  6 

)ER  SMALL  CAPITALIZATION  7  2 

ITEL  6.8 

iV  total  return  % 

<MARK  50  6 

ELITY  SELECT  SAVINGS  &  LOAN  48  6 

ELITY  SELECT  REGIONAL  BANKS  44  8 


DFA  JAPANESE  SMALL  COMPANY 
CAPSTONE  NIKKO  JAPAN 
T.  ROWE  PRICE  JAPAN 

52-week  total  return 


LEXINGTON  STRATEGIC  INVESTMENTS 
UNITED  SERVICES  GOLD  SHARES 
DFA  JAPANESE  SMALL  COMPANY 


-16  0 
-12.0 
-11.7 

% 


-44.7 
-37.1 
-32.4 


^^■1  S&P  500 

4-week  total  return 


3    Average  fund 


52  week  total  return 


LATIVE  PORTFOLIOS 


r  amounts 
sent  the  present 
of  $10,000 
ted  one  year  ago 
:h  portfolio 

ntages  indicate 
ay  fotal  returns 


HI 


Treasury  bonds 
$12,056 

+  1.34% 


U.  S.  stocks 
$11,125 

-1.29% 


nil 


Money  market  fund 
$10,366 

+0.06% 


m 

Foreign  stocks 
$9,883 

-4.11% 


DATA  RESOURCES  INC 


Gold 
$9,793 

-1.08% 


1  on  this  page  ore  os  of  market  close  WecJnesday,  August  \  2.  1  992,  unless  otherwise  indicated 
'  groups  include  S&P  500  companies  only;  performance  and  share  prices  are  as  of  market  close 


August  1  1  Mutual  fund  returns  are  as  of  August  7  Relative  portfolios  are  valued  as  of  August  1  1  A  more 
detailed  explanation  of  this  page  is  available  on  request 
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GETTING  EXTRA  MILEAGE 
FROM  BRITISH  AIR 


The  interests  of  the  airHne  industry  and  the  flying  pub- 
lic don't  always  dovetail,  but  British  Airways'  proposal 
to  buy  44%  of  USAir  for  $750  million  could  be  one  of 
those  happy  conjunctions  on  both  sides  of  the  Atlantic  (page 
54).  Much  depends  on  how  adept  the  Bush  Administration 
proves  to  be  at  tackling  some  of  the  important  issues  the 
deal  raises. 

The  transaction  has  obvious  pluses  for  the  two  airlines.  Ail- 
ing USAir  desperately  needs  an  injection  of  funds,  while 
British  Airways  gains  a  feeder  network  in  the  world's  rich- 
est market.  For  American  consumers,  the  transaction  pro- 
vides a  fourth  major  player  in  the  U.  S.— one  whose  heft  and 
skill  can  bring  new  competitive  juice  to  a  market  dominated 
by  American,  United,  and  Delta. 

The  BA-usAir  deal  has  the  potential  to  bring  far  broader 
benefits,  however.  American,  United,  and  Delta  have  been  ar- 
guing—with much  justification— that  U.  S.  negotiators  should 
insist  on  concessions  from  the  British  for  U.  S.  carriers,  in- 
cluding more  liberal  operating  rights  in  Britain  and  the 
right  to  fly  on  to  cities  on  the  Continent. 

But  expanded  rights  in  Britain  itself  are  not  enough. 
When  the  deregulation  of  Europe's  airline  industry  l)egins  in 
January,  1993,  British  Air  will  become  a  European  airline.  So 
while  the  U.  S.  pursues  reciprocity  in  London,  it  should  seek 
talks  with  the  European  Community,  which  increasingly  will 
represent  its  member  countries  on  such  issues. 

Washington  should  give  the  BA-USAir  marriage  thumbs 
up.  But  it  should  do  so  in  a  way  that  signals  U.  S.  determina- 
tion to  participate  in  the  increasingly  open  competition  in  Eu- 
rope. If  Europe  opened  fare  structures  and  landing  rights  to 
all  comers,  their  state-owned  airlines  would  have  to  be  run 
like  efficient  businesses  instead  of  subsidized  monopolies. 
And  that  would  benefit  airline  customers  around  the  world. 


AN  ECONOMIC  AGENDA 
FOR  THE  GOP 


The  Re]iul)lican  Convention  that  begins  on  Aug.  17  once 
figured  to  be  a  coronation  for  George  Bush,  l5ut  now  it 
is  looking  more  like  a  free-fire  zone.  Running  20  points 
behind  Governor  Bill  Clinton  in  the  polls.  Bush  is  now  being 
pounded  by  the  conservative  wing  of  his  party  as  well. 

The  latest  salvo  comes  from  supply  sider  Jack  Kemp, 
who  sits  on  Bush's  Cabinet  as  Secretary  of  Housing  &  Urban 
Development.  In  a  well-publicized  memo  to  the  Bush  cam- 
paign, Kemp  and  six  prominent  congi-essional  Republicans 
called  on  the  President  to  repudiate  his  tax  increase  of  1990. 
Don't  worry  so  much  about  balancing  the  budget,  they  say, 
the  best  way  to  boost  growth  is  to  cut  everyone's  taxes. 

To  a  beleaguered  Bush,  the  Kemp  plan  might  seem  tempt- 
ing: a  bold,  politically  popular  way  to  recapture  the  conser- 
vative support  that  threatens  to  slip  from  Bush's  grasp. 


Moreover,  a  massi\  e  tax  cut  would  jar  the  economy  out  o: 
malaise,  at  least  for  a  while,  by  putting  more  money 
consumers'  pockets,  just  as  the  Reagan  tax  cuts  helped 
the  recovery  from  the  recession  of  1981-82. 

But  any  attempt  to  recreate  the  boom  years  of  the  V 
by  cloning  the  1981  supply-side  tax  cut  is  likely  to  back 
raising  inflationary  expectations  and  pushing  up  long-t 
interest  rates.  The  Reagan  1981  cuts,  coupled  with  cong; 
sional  overspending,  helped  create  $2.3  trillion  in  cumula 
budget  deficits  over  the  ensuing  decade.  The  U.  S.  econo 
already  weakened  by  excessive  domestic  and  internatici 
debt,  cannot  afford  another  round  of  tax  cuts  right  now. 

It  is  imperative  for  President  Bush  to  resist  the  sup;^ 
siders'  latest  siren  call  and  put  together  for  his  second  ta 
a  coherent  economic  policy  that  focuses  on  cutting  the  de  i 
while  encouraging  long-run  investment  and  growth.  If  f 
GOP  wants  a  bold  conservative  tax  policy  to  stimulate  sa\ ;. 
and  investment,  it  could  offer  dramatic  cuts  in  personal  u 
corporate  income  taxes  and  in  the  capital-gains  tax.  But  to|( 
responsible,  those  cuts  ought  to  be  offset  by  increases  in 
es  on  consumer  spending,  such  as  the  gasoline  tax,  and  by 
assault  on  the  growth  of  spending  for  entitlements.  Onlytj 
acknowledging  our  economic  problems  and  tackling  thi 
head-on  does  President  Bush  have  much  hope  of  ree  ; 
tion— and  of  leading  the  nation  in  a  second  term.  ! 


CONGRESS  SHOULD  O.K. 
THE  FREE-TRADE  PACT 


The  U.  S.,  Canada,  and  Mexico  have  hammered  out  a 
toric  North  American  Free  Ti'ade  Agreement  t 
would  produce  a  $6  trillion  market,  if  approved 
the  legislatures  of  the  three  nations  (page  301.  For  the  U 
the  agi'eement  would  gradually  eliminate  trade  barriers 
our  third-largest  and  fastest -growing  trading  partner, 
creasing  trade  and  creating  hundreds  of  thousands  of 
jobs  in  the  export  sector.  And  those  new  jobs  are  the  re 
why  the  U.  S.  Congress  should  approve  the  pact. 

Advocates  of  the  plan  envisage  such  a  boom  in  U.  S. 
ports  both  because  Mexico  would  grow  faster  and  beca 
there  is  a  tariff  gap  between  the  two  countries.  Mexican 
es  on  imports  from  the  U.  S.  average  10%,  while  U.  S.  tar 
on  Mexican  goods  average  just  under  4%.  All  these  tar 
would  be  eliminated  over  15  years. 

Still,  the  plan  has  a  downside.  Mexico  has  a  per  capita 
come  of  only  $2,300-vs.  $23,000  in  the  U.  S.-so  some  r 
tively  low-wage,  low-skill  jobs  are  sure  to  move  there, 
those  jobs  figure  to  be  lost  anyway— if  not  to  Mexico,| 
Southeast  Asia.  Seen  that  way,  the  U.  S.  benefits  more  if ; 
jobs  head  south,  because  60%  of  Mexican  export  earnings  i 
spent  on  U.  S.  goods— far  higher  than  other  nations. 

Of  course,  that  means  nothing  to  the  Americans  los 
jobs,  and  some  retraining  must  be  provided  for  them.  Si 
larly.  both  nations  must  commit  to  strict  environmental 
on  both  sides  of  the  border.  The  Bush  Administration  ins 
it  has  both  these  problems  licked.  If  so,  the  North  Ameri 
Free  Ti'ade  Agreement  can  boost  the  economies  of  all  thi 
nations. 
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"For  over  150  years,  the  John 
Deere  name  has  stood  lor  the 
world's  highest  quality  larm  equip- 
ment. When  Engine  Works  looked 
tor  new  growth  areas  to  offset 
the  U.S.  larm  recession  o  f  the 
80's,    we   focused   on  component 


L\i/-/ti  /'..  l\-fi.<\il,  JAiiititft-r  Computer  Sydtenui 
John  Ih'L'rr  Lntjinc  II  ork.^ 
DiYir  Pouvr  Sv-'U-fH.>  ( jioup 

sales  and  new  markets,  both  domes- 
tic and  overseas.  Vor  example, 
we  recently  started  producing  a 
mannized  diesel  engine  for  use  in 
workboats  and  fishing  vessels. 
Digital  has  played  a  major  role, 
helping  us  maintain  our  quality 
level  while  expanding  our  markets. 

"Digital's  expandable  line 
of  VAX'"'  computers  were  a  nat- 
ural choice  tor  growth.  And, 
with  their  networking  expertise 
an  d  their  N  etwork  Application 
Support  (NAS)  open  software, 
we  had  the  key  elements  for 


gathering    and    sharing  informa- 
tion from  the  shop  floor  to  engine 
testing  facilities  to  all  parts  of  the 
corporate   network.   All   of  which 
makes   it   easier  and   quicker  for 
our  people  to   make  critical  busi- 
ness   decisions    that    ensure  prod- 
uct quality.  Likewise,  the  ability 
to   automate   factory-floor  func- 
tions   gives    us   greater  control 
over  product  tracking  and  inven- 
tory control. 

''And       with  Digital's 
COHESION'"'   software  develop- 
ment environment,  we  can  create 
customized    applications  faster 
and  at  a  lower  cost  than  ever  before. 

"Combine  all  that  with 
Digital's  flexible  support  and 
service  programs  for  whatever 
vendor's  equipment  we  have,  and 
It's  easy  to  see  how  Digital  helps  us 
make  good  on  the  promise  that 
'Nothing  runs  like  a  Deere.' 

For  more  information  on 
how  Digital's  total  solutions  ap- 
proach to  manufactunng  and  our 
NAS  open  computing  products  can 
benefit  your  business,  call  1-800- 
DEC-INFO,  ext.  92.  Or  contact  your 
local  Digital 
sales  office. 
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PRODUCTION 

change  from  last  week:  0.1^ 
Change  from  last  year:  1,4% 

185  


1967=100  (four-week  moving  overage) 


Aug.  8 
179.8 


LEADING 

change  from  lost  week:  0,1% 
Change  from  last  year:  2,3% 
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1991 
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The  production  index  fell  slightly  during  the  week  ended  Aug  8  Auto  and 
(ruck  production  levels  were  up  strongly  as  plants  reopened  after  o  two  week  closing 
Cool,  crude-oil  refinmg,  paper,  and  lumber  output  and  rail-freight  traffic  also  in- 
creased Steel,  electric  power,  and  paperboard  output  declined  for  the  week  Before 
colculotion  of  the  four-week  moving  average,  the  index  increased  to  179.8,  from 
178  8  in  the  previous  week. 

BW  production  rndex  copyright  1992  by  McGraw-Hill  Inc 


The  leading  index  showed  little  change  during  the  week  ended  Aug  8,  as  tf 
economy  continues  to  struggle  A  steep  decline  in  the  growth  rote  of  M2  offset  hig 
er  stock  prices,  lower  bond  yields,  ond  improved  growth  rates  for  materials  prici 
and  real  estate  loans  The  number  of  business  failures  was  unchanged  from  the  pr 
vious  week  Before  colculotion  of  the  four-week  moving  averoge,  the  index  increase 
slightly  to  214  4,  from  214.3. 

Leading  inde;<  copyngtil  1  992  by  Center  for  Internationol  Business  Cycle  Research 
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Latest 
week 

Week 
ago 

%  Change 
year  ogo 

STEEl  (8/15)  Ihous  of  net  tons 

1,685 

1,727# 

2.5 

AUTOS  (8/15)  units 

1 10,228 

88,928r# 

9.5 

TRUCKS  (8/15)  units 

78,938 

74,542r# 

5.5 

ELECTRIC  POWER  (8/ 15)  millions  of  kilowatt-hours 

65,720 

63,43 1# 

4  7 

CRUDE-OIL  REFINING  (8/i5)thous  ofbbl./day 

13,871 

13,900# 

0.6 

COAL  (8/8)thous.  of  net  tons 

18,903# 

18,363 

-8  2 

PAPERBOARD  (8/8)  tfious.  of  tons 

817  2# 

836, 1r 

2.5 

PAPER  (8/8)tlious.  of  tons 

755.0# 

744,0r 

-0.1 

LUMBER  (8/8)  millions  of  ft 

483. 2# 

482.2 

-4.6 

RAIL  FREIGHT  (8/8)  billions  of  ton-miles 

20. 5# 

20  3 

-19 

Sources:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports,  Edison  Electric  Institute, 
American  Petroleum  Institute,  Energy  Dept ,  American  Paper  Institute,  WWPA',  SFPA',  Association 
of  American  Railroads 

lOREiail  EXCHANGE 

Latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (8/19) 

126 

128 

137 

GERMAN  MARK  (8/19) 

1  46 

1.47 

1.74 

BRITISH  POUND  (8/19) 

1  93 

1  92 

1  69 

FRENCH  FRANC  (8/19) 

4  94 

4.97 

5  90 

CANADIAN  DOLLAR  (8/19) 

1.20 

1.19 

1.14 

SWISS  FRANC  (8/19) 

131 

1.32 

1  52 

MEXICAN  PESO  (8/19) 

3,071 

3,080 

3,039 

Sources:  Major  New  York  banks  Currencies  expressed 
pound  e'pressed  in  dollars 

n  units  per  U 

5  dollar,  exce 

)t  for  British 

PRICE$ 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (8/19)  $/troy  oz. 

338  000 

346.800 

-5  1 

STEEL  SCRAP  (8/18)  #1  heovy,  $/lon 

88  50 

88.50 

-5  9 

FOODSTUFFS  (8/17)  index,  1967=100 

197  3 

198  9 

-13 

COPPER  (8/15)  C/lb. 

1  16.3 

1  15.6 

10.2 

ALUMINUM  (8/15)  c/lb 

60,1 

60  5 

3  8 

WHEAT  (8/15)  #2  hard,  $/bu 

3  20 

3  20 

2.9 

COTTON  (8/15)  strict  low  middling  1 -1  / 1  6  in  ,  C /lb 

58  08 

60.27 

-10  3 

LEADING  INDICATORS 


latest 
week 


Week 
ago 


%  Choi 
year  i 


STOCK  PRICES  (8/14)  S8,P500 


418.75 


422.22 


CORPORATE  BOND  YIELD,  Aaa  (8/i4) 


7,93% 


INDUSTRIAL  MATERIALS  PRICES  (8/i4) 


98  8 


99.0 


BUSINESS  FAILURES  (8/7) 


424 


424 


REAL  ESTATE  LOANS  (8/5)  billions 


$399.0 


$397.7 


MONEY  SUPPLY,  M2  (8/3)  billions 


$3,411.8      $3,433. 6r 


INITIAL  CLAIMS,  UNEMPLOYMENT  (8/i)thous 


403 


469 


Sources:  Standard  &  Poor's,  Moodys,  Journal  of  Commerce  (index  1980^100),  Dun  &  Br 
street  (failures  of  lorge  companies).  Federal  Reserve  Board,  Labor  Dept  CIBCR  seasonally  adjl 
doto  on  business  failures  and  real  estate  loons 


MONTHLY  ECONOMIC  INDICATORS 


Sources:  London  Wednesday  final  setting,  Chicago  market.  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  market,  Memphis  market 


Latest 
month 

Month 
ago 

%  Chon 
year  a 

INDUSTRIAL  PRODUCTION  (July)  total  index 

108.9 

108. 5r 

C 

CAPACITY  UTILIZATION  (July) 

78.9% 

78.7%r 

CONSUMER  PRICE  INDEX  (July) 

140.5 

140.2 

RETAIL  SALES  (July)  billions 

$159  5 

$158. 7r 

Sources:  Federal  Reserve  Board,  BLS 

Latest 
week 

Week 
ago 

%  Chan 
year  a 

MONEY  SUPPLY,  Ml  (8/3) 

$966.8 

$962  3r 

11 

BANKS'  BUSINESS  LOANS  (8/5) 

277  9 

276  5r 

-9 

FREE  RESERVES  (8/5) 

687 

737r 

313 

NONFINANCIAL  COMMERCIAL  PAPER  (8/5) 

139  5 

138.8 

-3 

Sources:  Federol  Reserve  Board  (in  billions,  except  for  free  reserves,  n 
two-week  period  in  millions) 

vhich  are  expressed  foi 

MONEY  MARKET  RATES 

Lotest 
week 

Week 
ago 

Ye 

"'1' 

FEDERAL  FUNDS  (8/i8) 

3.26% 

3.23% 

5.68| 

PRIME  (8/19) 

6  00 

6  00 

8.5o' 

COMMERCIAL  PAPER  3-MONTH  (8/18) 

3  37 

3.37 

5.641 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (8/19) 

3  28 

3  28 

562 

EURODOLLAR  3-MONTH  (8/i5) 

3  31 

3  31 

5.611 

Sources:  Federal  R 


Board,  First  Boston 


f*Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart),  other  components  (estimated  ond  not  listed)  include  machinery  and  defense  equipmei 
I  =  Western  Wood  Products  Assn.     2  ^Southern  Forest  Products  Assn.     3^ Free  market  value     NA=Not  ovailoble     r^ revised     NM^Not  meonmgful 
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Lots  of  people  are  working  to  get  kids  off  the  street. 

Every  year,  over  5,000  American  children  are  buried 
in  unmarked  graves.  And  a  lot  of  people  work  very 
hard  to  put  them  there.  Drug  dealers  with  dirty  needles. 
Pimps  who  rule  with  a  fist.  Child  molesters  in  expen- 
sive cars.  Fortunately,  Larkin  Street  is  working  to  get 
kids  off  the  street,  too.  With  food,  clothing,  medical 
care,  professional  counseling— and  lots  of  hope. 
Please  support  Larkin  Street's  work. 
Kids  are  dying  for  your  help. 

Larkin  Street  Youth  Center 
1044  Larkin  Street,  San  Francisco,  CA  94109 
415-673-0911 


One  saves  time.  One  saves  California. 


The  next  time  you  reach  for  a  foam  cup,  remember  this:  styrofoam  plastic  is  a  material 
that  never  breaks  down  in  a  landfill. 

Keep  reusing  glass  and  ceramic  mugs  instead.  The;^  don't  create  extra  gar- 
bage. They  don't  litter  the  environment.  And  besides,  they're  a  lot  nicer  to  Iook  at. 


4B-CA 


ntroducing  Photography  Without  All  The  Negatives, 


PCComputing 

EnSm 


New  FotoMan™-the  portable,  affordable  camera  for  your  computer. 

No  more  wasting  time  and  money  having  film  developed!  Pocket-sized  FotoMan  shoots  up  to 
32  pictures  in  a  session,  and  digitizes  them  in  256  shades  of  gray.  With  a  built-in  recharge- 
able battery,  automatic  flash  and  outdoor  filter,  you  can  take  shots  anywhere  -  one  button  operation  and    ^BF^  ^ 


infinite  field  of  focus  make  it  easy!  Pop  the  pictures  into  your  PC  via  the  serial  port  (you  don't  need  o  digi- 
tizing board),  and  use  Windows compatible  FotoTouch™  software  to  crop  backgrounds,  change  sizes,  adjust  '  ^ 
contrast  -  even  create  special  effects.  All  for  just  $799.  For  the  whole  picture  coll:  1  800  231  771^  ext.  473.  lOGiTEGH 


NOBODY  FLIES  FOR  THE  FOOD,  RIGHT?  Well,  almost  but  not  quite. 
Wolfgang  Erbe,  virtuoso  Executive  C^hef  of  Alaska  Airlines,  does  in  fact  fiv  our 
flights  -  expressly  to  talk  with  passengers  about  how  they're  enjoying  their  food. 
And  that's  just  one  of  the  extraordinary  things  about  Chef  Erbe. 


THE  ONLY  MAN  ON  EARTH  WHO 

flies  for  the  food. 


He  was  trained  ^,,p,°7/;w  , 
and  coniplmientarf 
at  a  Zurich  hcuel    //  "wcs  have  helped  i  : 

"-^ U 

Nast  Trarcla-'i    ^  g-. ::.<»' 

that's  been  rated  U  best  U.S.airhiw  mam 

\\  rating  fnr  the  H'W*^ 

thebestintheworld.\  ' 

mm  Mi* 


And  during  the  42  years  of  his  note  j„„iouiiJi 

worthy  career,  he's  been  chef  for  dine^.;',!fp^ 

Kiiiiimi 

as  discriminating  as  Aristotle  Onassii 

Kill  [JIM 
UIlllM;. 

Today,  he  devotes  himself  exclu  mnm 
sively  to  the  cuisine  of  Alaska  Airlim 
Lreatmg 
dishes  for  us 

that  emerge  from  regional 
cuisines.  To  guarantee  the  flavors  of  thep-Mni"S 

BtlKIIOim 

dishes,  we  use  an  exceptionallv  high  r  -  ^ 

!  ■  -ri  I 

proportion  of  fresh  ingredients  in  them  ^'„;f^; 

al  fioditfiu 
Ill0!;;:iv>, 

far  more  than  airlines  generally  do. 


mill 


We  go  to  such  lengths  with  (uir 


lllllOPBi 

■■»..- 

tit 


food,  in  fact,  that  we  spend  more  mont  "^^^j^^ 


mm 

bwFsesL 
San  fc; 


r 

per  passenger  on  it  than  any  ma]or  U, 
airline.  Which,  we  believe,  results  in 
dinmg  experience  entireb  different  froi 
am  thing  \  <)u"d  e\  er  expect  on  an  airlim 

To  en|oy  it  first-hand,  contact  yoi  J 
travel  agent  or  call  Alaska  Airlines  toll 
tree  todav  at  1-800-426-0333. 
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FIRST,  LET'S  ABSORB  THE 
IMMIGRANTS  WE'VE  GOT 


low  many  people  can  the  U.S.  ac- 
I commodate  before  it  finds  itself, 
like  China,  in  a  situation  where  it  is 
forced  to  try  draconian  methods  to  re- 
duce its  population?  ("The  Immigrants," 
Cover  Story,  July  13).  In  California,  the 
population  is  now  over  30  million;  50  mil- 
lion by  the  year  2000  has  been  predicted. 
Half  of  this  growth  has  been  attributed 
to  immigrants.  Population  growth  is  the 
great  enemy  of  the  environment 
(clogged  freeways,  smoggy  skies,  inade- 
quate water  supplies,  etc.). 

As  the  son  of  immigrant  parents,  I 
have  hesitated  to  advocate  severe  limits 
on  immigration.  Now,  however,  I  recog- 
nize that  what  I  owe  my  children  out- 
weighs my  debt  to  my  father's  memory. 
We  must  stabilize  our  own  population 
before  opening  the  gates. 

L.  E.  Sacks 
Berkeley,  Calif. 

The  tragedy  is  that  by  substantially 
reducing  and  enforcing  immigration 
levels  we  could  reduce  social  tensions 
and  costs,  more  effectively  assimilate 
the  legal  immigrants  who  are  here,  and 
begin  to  address  the  training,  employ- 
ment, and  other  issues  that  affect  our 
own  unskilled  workers.  We  might  even 
be  more  willing  as  a  nation  to  encourage 
trade  and  aid  that  Third  World  countries 
need  to  offer  opportunities  to  their  own 
nationals. 

George  B.  High 
Executive  Director 
Center  for  Immigration  Studies 
Washington 

REPETITIVE  STRESS  DOESN'T 

END  AT  THE  WORKPLACE  

In  reference  to  your  article  "Repetitive 
stress:  The  pain  has  just  begun"  (Le- 
gal Affairs,  July  13),  the  whole  issue  of 
repetitive  strain  injuries,  or  RSIs,  ap- 
pears to  be  far  more  comple.x  than  the 
legal  profession  attempts  to  make  it.  So 
many  different  factors  are  implicated  or 
intertwined — medical,  occupational,  avo- 
cational,  and  genetical.  Avocational  or 
recreational  activities  outside  of  the  job 


are  just  as  important  as  vocational  fac- 
tors because  RSis  are  just  as  commonly 
encountered  in  recreational  activities, 
such  as  bicycling,  gardening,  sewing, 
crocheting,  knitting,  baking,  etc. 

According  to  a  recent  Mayo  Clinic  re- 
port (June,  1992),  one  of  the  most  fre- 
quently listed  occupations  of  patients 
with  carpal  tunnel  syndrome  (CTS),  in 
Rochester,  Minn.  (1961  through  1980),  is 
homemaker  {'i02  of  1,016),  followed  by 
retired  persons.  Surprisingly  enough,  fe- 
male gender  with  use  of  oral  contracep- 
tives is  reported  to  be  the  strongest  of 
risk  factors.  To  make  matters  worse,  he- 
redity or  familial  cases  of  CT.s  are  now 
being  reported  increasingly. 

Thus,  the  complexity  of  RSis  dictates  a 
more  thorough  assessment  of  each  case 
from  the  medical,  vocational,  avocation- 
al, and  genetical  standpoints.  Otherwise, 
ergonomics  and  workplace  modifications 
may  only  play  a  limited  role  as  a  preven- 
tive measure. 

Chansoo  Kim,  M.  D. 

Physiatrist 
Diplomate,  American  Board  of 
Physical  Medicine  &  Rehabilitation 
Springfield,  111. 

SMART  SELLERS, 

SAVVY  SAMARITANS  

■ read  with  great  interest  "Smart  Sell- 
ing" (Cover  Story,  Aug.  3).  I  watched 
with  great  anticipation  to  see  W.  Ed- 
wards Deming's  name.  But  never  once 
was  the  designer  of  these  ideas  men- 
tioned. Do  only  the  Japanese  give  credit 
where  credit  is  due?  Dr.  Deming  was 
teaching  these  ideas  in  the  1950s,  but 
only  the  Japanese  were  listening. 
Shame! 

Steven  F.  Marzorati 
Rockford,  111. 

As  a  dedicated  customer  of  Home 
Depot  Inc.,  I  read  your  cover  story 
with  interest.  While  Home  Depot  is  sav- 
vy about  its  approach  to  selling  to  the 
do-it-yourself  market,  there  is  another 
dimension.  Home  Depot  recognizes  that 
it  is  an  integral  part  of  the  greater  com- 
munity and  takes  that  role  as  "corporate 
citizen"  very  seriously.  About  a  year 
ago,  a  woman  in  the  community  lost  her 
uninsured  home  and  her  teenage  son  to 
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And  let  Lisa  grow 
up  at  home. 


Aetna's  Individual  Case  Managers  help 
people  who  aie  in  our  group  plans  receive 
proper  health  care.  They  help  to  lind  the 
best  available  treatment  by  understanding 
people's  needs  and  by  working  with  tlieir 
doctors.  In  many  cases,  by  discovering 
alternative  methods  for  treatment,  medical 
costs  are  reduced.  And  more  importantly, 
people  can  recover  in  a  somewhat  more 
comfortable  environment.  Like 
home,  for  instance.  Witli  family. 
Aetiia.  A  policy  to  do  more." 


©  1992  Aetna  Life  and  Casualty  Company 


GETTING  THE  MOST  FOR  YOUR  IRA? 
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Give  Your  IRA 
A  Chance  To  Grow 
At  Fidelity 


Fidelity  Asset  Manager 


STOCKS 


/  31.78% 


SHORT-TERM/ 
MONEY  MARKET 
INSTRUMENTS 


33.93% 


BONDS 

Fidelity  Asset  Manager  means  immediate 
diversification.  Tlie  ctiart  stiows  ttie  fund's 
asset  mix  as  of  6/30/92. 


If  you'll'  lookiui;  for  a 
diversiHed  approach  to  iiivest- 
iiit;  for  rt'tireiiK'iit,  one  that 
includL'S  an  element  of 
growth,  consider  transferring 
\our  IRA  to  Fidelity  Asset 
Manager"'.  \bu  simply  make 
one  investment  with  no  sales 
cliarge,  and  your  money  is 
invested  across  domestic  and 
international  stocks,  bonds 
and  short-term /money  mar- 
ket instruments.  The  portfolio  is  monitored  and  gradually  adjusted  by 
Fidelity's  managers  as  market  conditions  change.  Of  course,  share 
price  and  return  w  ill  varv.  .Average  annual  returns:  14.92%  for  one 
year  and  I4.22"i.  forLifeofFuiid  (I2/28/88-6/.W92).* 

It's  Easy  to  Transfer  Your  IRA  to  Fidelity 

All  it  takes  is  one  toll-free  call  to  get  everything  you  need.  There's 
one  application,  one  easy  transfer  form,  and  Fidelity  handles  the  rest, 
no  matter  w  here  your  IRA  is  now. 

Day  or  night,  you'll  have  access  to  information  about  your  IRA 
when  you  want  it.  And  Fidelity's  Retirement  Specialists  can  help  you 
w  ith  retirement  plan  (|uesti()ns.  Call  today  for  a  free  IRA  fact  kit  and 
join  the  thousands  of  investors  who  are  clioosing  the  Fidelity  IRA  and 
the  expert  management  of /Vmerica's  largest  mutual  fund  manager. 

Visit  A  Fidelity  Investor  Center  or  Call  24  Hours 

1-800-544-8888 


Fidelity 


Investments  ® 

Common  sense.  Vncommon  results. 


lor  moil.-  cdiiipk'tc  iiiloi  niaiiDii  dm  Assi-t  Vlainiijcr  iiRiiid:ii,u  Lii;u'i;i's  and  cxpi-iiscs,  call  t(ir  a  free 
prospccliis.  Read  it  carefiilK  bdore  voii  iinesi  or  sciid  niiMK'V.  '  Tolal  reliirns  for  ihe  period  end- 
iiij;  (i/.SOA).^  iiiekide  change  in  share  price  and  reinvestment  of  dividends  and  capital  i;ains.  Past 
performance  is  no  unaranlee  of  hilure  results.      ma\  have  a  gain  or  loss  when  vou  sell  v(im- 
shares,  l  idelitv  Distributors  Corporation.  CODE:  BW/FAAI/083192 
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L  jLbout  six  years  ago,  I  decided  to  stop  smoking.  So  I  tried  cold  turkey.  But  soon,  my  wife  caught  me 
sneaking  cigarettes  out  the  bathroom  window. 


QUITE  FRANKLY,  I  NEVER  THOUGHT 
I  COULD  REALLY  QUIT  SMOKING.  

Then  my  doctor  suggested  Hahitrol™  Hahitrol  is  a  skin  patch,  available  only  by  prescription  to  help  relieve 
nicotine  cravings.  When  used  as  part  of  a  comprehensive  behavioral  smoking  cessation  program,  it's  been 
clinically  proven  to  increase  the  chances  of  quitting  in  the  critical  first  three  months.  That's  when  nicotine 
withdrawal  symptoms  force  many  people  back  to  smoking. 

As  part  of  my  smoking  cessation  program,  1  attended  a  support  group  my  doctor  recommended.  He  also 
gave  me  a  free  support  kit  with  tips  on  getting  through  the  rough  times.  And  an  audio  tape  for  relaxation 
and  motivation. 

Since  Hahitrol  contains  nicotine,  do  NOT  smoke  or  use  other  nicotine-containing  products  while  receiving 
Hahitrol  treatment.  If  you're  pregnant  or  nursing,  or  have  heart  disease,  be  sure  to  first  find  out  from  your  doctor 
all  the  ways  you  can  stop  smoking.  If  you're  taking  a  prescription  medicine  or  are  under  doctor's  care,  talk  with 
your  doctor  about  the  potential  risks  of  Hahitrol.  Hahitrol  shouldn't  be  used  for  more  than  three  months. 

If  you're  really  determined  to  quit,  ask  your  doctor  if  Hahitrol  as  part  of  a  comprehensive  smoking  cessation 
program  is  right  for  you.  Or  call  1-800-YES-U-CAN,  for  a  brochure  today. 

If  you're  tired  of  quitting  and  failing,  Hahitrol  can  help  you  with  the  nicotine  craving  and  this  can  help  you  in 
your  program  to  quit  smoking.  After  that,  it's  up  to  you. 

7  YOUyE  GOT  THE  WILL,  NOW  YOU  CAN  HAVE  THE  POWER.  HaMtrOl 

BASEL  (nicotine 
Pharmaceuticals  tpansdemial 

>nolCIB4<3EIGYCorpo(alOT  273-22860-A  O^TClfQTr^^ 

:.'aScZa,.n  See  next  page  for  additional  important  information.  t^ybtem; 


Habitrol'" 

(nicotine  transdermal  system) 

Systemic  delivery  ol  21 . 14.  or  7  mg/day  over  24  l)ours 

BRIEF  SUMMARY.  FOR  FUU  PRESCRIBING  INFORMATION  SEE  PACKAGE 
INSERT. 

INDICATIONS  AND  USAGE 

liiiiiiioi  iii'diiiii  ni  ifii]i(.,iit'il  ds  jri  did  lo  smoking  cessalion  lot  Ihe  reliel  ol  nice 
line  wilhdiawal  symplom?  Habilrol  liealmeni  should  be  used  as  a  pati  ol  a  com- 
Ijir  densivp  tx'hdvioial  smoking  cessalion  piogtam 

Iiif  uM'  III  Hdbiliol  svslems  lor  longer  Iban  3  monlbs  bas  nol  been  sludied 
CONTRAINDICATIONS 

U'j'  III  Hdliilriii  syslenis  is  Lonlrainbicaled  in  palienis  wilb  bypetsensilivity  oi  allet- 
yy  lo  iiicoliiie  oi  lo  any  ol  Ihe  componenis  ol  the  Iherapeubc  syslem 
WARNINGS 

Nicoline  Itoni  any  source  can  be  loxic  and  addiclive  Smoking  causes  lung  cancer 
head  disease  emphysema  and  may  adversely  ahecl  Ihe  lelus  and  Ihe  pregnani  woman 
For  any  smoker  wilh  or  wilhoul  concomiiani  disease  or  pregnancy  Ibe  risk  ol  nicoime 
replacemeni  in  a  smoking  cessalion  program  should  be  weighed  againsi  Ihe  ha/ard  ol 
conlinued  smoking  while  using  Habilrol  systems  and  Ihe  likelihood  ol  achieving  ces  - 
salion  ol  smoking  wilhoul  nicolirie  replacemeni 
Pregnancy  Warning 

liibdf  in  '.moke  whn  h  has  been  shown  lo  be  harmlul  lo  the  lelus  contains 
iiK  oline  hydioiji'ii  Lyariide  and  carbon  monoxide  Nicotine  has  been  shown  in 
animal  studies  lo  cause  lelal  haim  II  is  Iherelore  presumed  that  Habilrol  Ireal- 
meiil  can  cause  lelal  harm  when  administered  lo  a  pregnani  woman  The  ellecl 
ol  nicotine  delivery  by  Habilrol  systems  has  nol  been  examined  in  pregnancy 
(see  PRtCAUIIONS  Oltiet  Elteclsl  Therelore  pregnant  smokers  should  be 
eruouiaged  lo  allempt  cessation  using  educational  and  behavioral  interven- 
tions belore  using  pharmaciilogical  approaches  II  Habilrol  therapy  is  used 
during  piegnaniy  oi  it  Ihe  patient  becomes  pregnani  while  using  Habilrol 
Iri'dlment  the  patipnl  should  be  apprised  ol  the  potential  ha/ard  lo  Ihe  lelus 
Safety  Note  Concerning  Children 

Thr  dmiiiiiils  ol  im  nimi'  ihdl  arc  luleidleil  by  adult  smokers  can  produce  symptoms 
ol  poisoning  anil  could  [irove  laid!  it  Habilrol  systems  are  applied  or  ingested  by 
children  or  pels  Used  21  mg/day  systems  contain  about  &0%  132  mg)  ol  their  ini- 
tial drug  conleni  Iherelore  patients  should  be  cautioned  to  keep  both  used  and 
ijiii;,n.i  Hdhilml  systems  Out  ol  the  reach  ol  children  and  pels 
PRECAUTIONS 
General 

Tin;  palieiii  snuuld  be  urged  lo  stop  smoking  completely  when  iniliating  Habitrol 
therapy  (see  DOSAGE  AND  ADMINISTRATION)  Patients  should  be  inloimed  that  it 
Ihey  continue  to  smoke  while  using  Habitrol  systems,  they  may  experience  adverse 
eltecis  due  lo  peak  nicotine  levels  higher  than  those  experienced  Irom  smoking 
alone  It  there  is  a  clinically  signilicanl  increase  in  cardiovascular  or  other  etiects 
attributable  lo  nicotine  Itie  Habilrol  dose  should  be  reduced  or  Habitrol  trealmeni 
discontinued  (see  WARNINGS]  Physicians  should  anticipate  that  concomiiani 
medications  may  need  dosage  ad|uslmenl  (see  Drug  Inleraclions) 

The  use  ol  Habitrol  systems  beyond  3  months  by  patients  who  stop  smoking 
should  be  discouraged  because  the  chronic  consumption  ol  nicolme  by  any  route 
can  be  harmlul  and  addicting 

Allergic  Reactions:  In  a  6-week  open-label  dermal  irrilation  and  sensitization 
study  'li  M  ir  :ii    ,',Mir,  22  ol  220  patients  exhibited  delinite  erythema  at  24 
tinuis  .iiii  i      '  4i  I.I:  Upon  lechallenge  3  patients  exhibited  mild-to-modeiale 
conlai.l  alltigy  Patients  with  contact  sensitization  should  be  cautioned  that  a  seri- 
ous reaclion  could  occur  Irom  exposure  to  other  nicoline-conlainmg  products  or 
smoking  In  the  elticacy  trials  erythema  lollowing  system  removal  was  typically 
seen  in  about  1 7%  ol  patients  some  edema  m  4%  and  dropouts  due  lo  skin  reac  - 
lions  occurred  in  6%  ol  patients 

Patients  should  be  instructed  to  promptly  discontinue  Ihe  Habilrol  treatment 
and  contact  their  physicians  it  they  experience  severe  or  persistent  local  skin  reac- 
tions at  the  site  ol  applicatioo  (e  g  severe  erythema  pruritus  or  edema)  or  a  gen  - 
eialired  skin  reaction  (e  g  urticaria  hives  or  generalized  rash) 
Skin  Disease:  Habilrol  systems  are  usually  well  lolerated  by  patients  with  normal 
skin  but  may  be  iriilaling  lor  palienis  with  some  skin  disorders  (atopic  or  eczema- 
luiis  derrrialilr.) 

Cardiovascular  or  Peripheral  Vascular  Diseases:  The  risks  ol  mcoline 
icpldceineiil  in  pjlienls  wilti  i  crlaiii  i  aiiliuvasi  uldi  and  peripheral  vascular  dis- 
eases should  be  weighed  against  Ihe  berielits  ol  locluding  nicotine  replacemeni  in 
a  smoking  cessation  program  tor  them  Specilically  patients  with  coronary  heart 
disease  (hislory  ol  myocardial  inlarction  and/oi  angina  pectoris)  serious  caidiac 
arrhythmias  or  vasospastic  diseases  (Buerger  s  disease  Prinzmetal  s  variant  angi  - 
nai  should  be  carelully  screened  and  evaluated  belore  nicotine  replacement  is  pre- 
sr.dbed 

Tachyi  aidia  occurring  in  association  with  the  use  ol  Habitrol  trealmeni  was 
repotted  01  casionally  It  serious  cardiovascular  symptoms  occur  with  Habitiol 
trealmeni  it  should  be  discontinued 

Habitrol  trealmeni  shoold  generally  nol  be  used  in  patients  during  the  immedi- 
ate post-myorardial  iiilaiclinn  period  palienis  with  seiious  arrytbmias,  and 
[i.ilienls  Willi  M'vprp  m  WhiM.iiing  angina  pectoris 
Renal  or  Hepatic  Insufficiency:  The  pharmacokinelics  ol  nicotine  have  not 
t'pcn  studit'i!  Ill  Itie  elderly  or  in  patients  wilh  renal  or  hepatic  inipairment 
However  given  that  nicotine  is  extensively  metabolized  and  that  its  total  system 
clearance  is  dependent  on  liver  blood  How  some  inlluence  ol  hepatic  impairment 
on  drug  kinetics  (reduced  clearance)  stiould  be  arilicipaled  Only  severe  renal 
impairment  would  be  expecled  lo  ailed  Ihe  clearance  ol  orcoline  or  its  metabolites 
liom  Ihe '  in  uIhIiiui  iSer  CLINICAI  PHARMACOLOGY,  Phaimacokinetics) 
endocrine  Diseases:  Habilrol  liealineni  shoold  be  used  with  cautioo  in 
[lalieni     "  '  ,,   "  .  -lism  pheochromocytoma  or  insulin-dependent  dia 
betes  Mil  -  ■  ,1/  ,1  ,M">  the  release  ot  calecholamines  by  Ihe  adrenal  medul- 
i,i 

Peptic  Ulcer  Disease:  Nicotine  delays  healing  in  peptic  ulcer  disease,  Iherelore, 
llabitrni  iieainierii  shoulrJ  be  used  with  caulioo  in  patients  wilbaclive  peptic  ulcers 
and  only  when  Ihe  benelils  ol  including  nicotine  replacement  in  a  smoking  cessa- 
tion program  outweigh  the  nsks 

Accelerated  Hypertension:  Nicotine  constitutes  a  risk  taclor  lor  development 
il  in.iiiii',,!' '  I  v;ii  riK;r,irin  in  palienis  with  accelerated  hypertension,  therelore 
Habitrol  lirdiniiiiil  ■..Imiild  be  used  with  caution  in  Itiese  palienis  and  only  when  Ihe 
b'  i:Mil"_  III  ini  ludiiig  iiiLoline  leplacemenl  in  a  smoking  cessation  program  out- 
weigh the  risks 
Inloffliation  (or  Patients 

A  palieiil  instruction  sheet  is  included  in  the  package  ol  Habilrol  systems  dis- 
pensed to  the  pationi  It  conlarns  imporlani  intormalioo  and  instiuctions  on  how  lo 
use  and  dispose  ol  Habitrol  systems  properly  Patients  should  he  encouraged  lo 
ask  guesi'oiis  ol  the  physician  and  pharmacist 

Patients  must  be  advised  lo  keep  both  used  and  unused  systems  out  ol  the  reach  ol 


childien  and  pels 
Drug  Interactions 

Smoking  cessation  with  oi  without  nicotine  replacemeni,  may  alter  the  pharma- 
1  nkiiiplK  s  ol  I  pildiii  I  onf  nniilani  mediiations 
May  Require  a  Decrease  in 

Dose  at  Cessation  of  Smoking     Possible  Mectianism 

Ai  pidiiiiiiupiipo  i.,.iltp:i.'  Ueinducliori  Ol  hepatic 

imipramine,  oxazepam  enzymes  on  smoking 

penlazocine  propranolol         '  cessalion 
theopbylline 


Insulin 


Increase  ol  subcutaneous 
insulm  absorption  with 
smoking  cessation 

Decrease  incirculaling 
catecholamines  with 

smoking  cessation 

Possible  Mectianism 

Decrease  in  circulating 
catecholamines  with 

smoking  cessation 


Adrenergic  antagonists 
(eg  prazosin,  labetalol) 

May  Require  an  Increase  In 
Dose  at  Cessation  of  Smokinji 

Adipiiuigic  dyuiiisls 
(eg  isoproterenol, 
phenylpphnnp) 

Carcinogenesis,  Mutagenesis.  Impairment  of  Fertility 

NiiNi!"  I' ;  '  ■  I  ' 1  .,p '  !,i  r  ■■:  '  r  it  ■  it' iiy animals  Hfiwever 
nicoliti'  .jiiii  it',  ,':ii,t,;;.:,  mil",  'I'l  !■  ,i'..c :  lip' .:,  ;  ..r  ,i  :,,:ii,jis  tn  the  cheek  pouch- 
es ol  hamsters  and  loreslomach  ol  F3'1'i  rats  respectively  when  given  in  combina- 
lion  with  lumor-iniliators  One  study  which  could  not  be  replicated  suggested  that 
cotiniiie  Ihe  primary  metabolite  ol  nicotine  may  cause  lymphoreticular  sarcoma  in 
Ihe  large  intestine  in  rals 

Nrcoline  and  cotinine  were  not  mutagenic  in  the  Ames  Sslmonelli 
test  Nicotine  induced  leparabte  DNA  damage  in  an  f  wli  lest  syslem  Nicotine 
was  shown  to  be  genotoxic  in  a  lest  system  using  Chinese  hamster  ovary  cells  In 
rats  and  rabbils  implantation  can  be  delayed  or  inhibited  by  leduclion  m  DNA  syn- 
thesis thai  appears  lo  be  caused  by  nicotine  Studies  have  shown  a  deciease  m  liltei 
size  in  rals  treated  with  nicotine  during  gestation 
Pregnancy  Category  0  (see  WARNINGS) 

The  harmlul  eltecis  ol  cigarette  smoking  on  maternal  and  lelal  health  are  clearly 
established  These  include  low  birth  weighl  an  increased  risk  ol  sponlaneoos 
abortion  and  increased  perinalal  mortality  The  specilic  eltecis  ol  Habitrol  treat- 
ment on  lelal  development  are  unknown  Therelore  pregnant  smokers  should  be 
encouraged  lo  atlempi  cessation  using  educational  and  behavioral  interventions 
belore  using  pharmacological  approaches 

Spontaneous  abortion  during  nicoline  replacemeni  therapy  has  been  reported 
as  with  smoking,  nicotine  as  a  contributing  taclor  cannot  be  excluded 

Habilrol  trealmeni  should  be  used  during  pregnancy  only  it  the  likelihood  o! 
smoking  cessation  luslities  the  potential  risk  ol  use  ol  nicotine  replacement  by  Ihe 
patient  who  may  continue  10  smoke 
Teratogenicity 

Aninal  Studies:  Nicotine  was  shown  lo  produce  skeletal  abnormalities  in  the  olt- 
spring  ol  mir  e  when  given  doses  toxic  lo  the  dams  125  mg/kg/day  IP  or  SCI 
Human  Studies:  HkoUk  teratogenicity  has  not  been  sludied  in  humans  except 
as  a  component  ol  cigarette  smoke  (each  cigarette  smoked  delivers  about  1  mg  ol 
nicotine)  II  has  nol  been  possible  to  conclude  whether  ctgarelle  smoking  is  teralo- 
genic  lo  humans 
Other  Effects 

Animal  Studies:  1^  nKohne  bolus  (up  lo  2  mg/kg)  lo  pregnant  rhesus  mon- 
keys caused  acidosis  bypercarbia  and  hypotension  (lelal  and  maternal  con- 
centrations weie  about  20  limes  those  achieved  alter  smoking  1  cigarette  m  5 
minules)  Fetal  breathing  movements  were  reduced  m  the  lelal  lamb  alter 
intravenous  iniection  ol  0  25  mg/kg  nicotine  to  Ihe  ewe  (eguivaleni  lo  smok- 
ing t  cigarette  every  20  seconds  lor  5  minules)  Uterine  blood  How  was 
reduced  about  30%  alter  intusion  ol  0  1  mg/kg/min  nicoime  lor  20  minules  lo 
pregnant  rhesus  monkeys  (equivalent  to  smoking  about  6  cigarettes  every 
miniit'  '■  '  ,'.■■;,) 

Human  Experience:  Ltgatette  smoking  during  pregnancy  is  associated  with  an 
intn  I  •  :    ■  '  .    t.cneous  abortion  low-birlh-weight  inlants  and  perinatal  mor- 
tality Nicotine  and  caibon  monoxide  are  considered  the  most  likely  mediators  ol 
these  oulcomes  The  eltecis  ol  cigarette  smokiog  on  tetal  caidiovasculai  parameleis 
have  been  sludied  near  term  Cigarettes  increased  lelal  aortic  blood  How  and  heart 
rale  and  decreased  uterine  blood  How  and  lelal  breathrng  movements  Habiliol 
trealmeni  bas  nol  been  studied  in  pregnani  humans 
labor  and  Delivery 

Habilrol  systems  aie  nol  recommended  to  be  lett  on  during  labor  and  delivery  The 
eltecis  ol  nicotine  on  the  molhcr  or  the  lelus  durrng  labor  are  unknown 
Nursing  Mothers 

Caution  should  be  exercised  when  Habitrol  therapy  is  administered  to 
nursing  women  The  salety  ol  Habitrol  treatment  in  nursing  inlants  has  nol 
been  examined  Nicotine  passes  treely  into  breast  milk  Ihe  milk-lo-plasma 
ratio  averages  2  9  Nicotine  is  absorbed  orally  An  inlant  has  the  ability  lo 
clear  nicotine  by  hepatic  lirst  pass  clearance  however  the  elliciency  ol 
removal  is  probably  lowesi  at  birth  The  nicoline  concenlralions  in  milk  can 
be  expected  to  be  lower  with  Habitrol  treatment  when  used  as  directed  than 
with  cigarette  smoking  as  maternal  plasma  nicotine  concentrations  are 
generally  reduced  wilh  nicotine  replacement  The  risk  ol  exposure  ol  the 
inlani  lo  nicotine  Irom  Habitrol  systems  should  be  weighed  against  Ihe 
risks  associated  with  Ibe  intani  s  exposure  to  nicotine  Irom  continued 
smoking  by  the  mother  (passprt  smoke  exposure  and  conlammation  ol 
breast  milk  with  other  components  ol  tobacco  smoke)  and  Irom  Habitrol 
sysipms  alone  or  in  combination  with  continued  smoking 
Pediatric  Use 

Hatiilrol  systems  are  nol  recomnieoded  tor  use  m  children  because  the  salety  and 
ellecliveness  ol  Habitrol  treatment  in  thildien  and  .idotescents  whn  smoke  have  nol 
been  evaluated 
Geriatric  Use 

Forty  eighi  palienis  over  Ihe  age  ol  60  participated  in  clinical  trials  ol  Habilrol  ther- 
apy Habitrol  therapy  appeared  lo  be  as  elleclive  in  this  age  group  as  m  younger 
smokers 

ADVERSE  REACTIONS 

Assessment  ol  adverse  pvents  in  the  792  patients  who  participated  in  controlled 
clinical  trials  rs  complicated  t)y  Ihe  occuirence  ol  Gl  and  CNS  eltecis  ol  nicotine 
withdrawal  as  well  as  nicotine  excess  The  actual  incidences  ol  both  are  conlound 
ed  by  concorreni  smoking  by  many  ol  the  palienis  In  Ibe  trials  when  reporting 
adverse  pvents  Ihp  invpsligators  did  nol  atlpmpt  to  identity  Ihe  cause  ol  the  symip 
lom 

Topical  Adverse  Events 

The  mosi  common  adverse  event  associated  with  topical  nicotine  is  a  short-lived 
erythema  pruritus  or  burning  at  the  application  site  which  was  seen  at  leasi  once 
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in  35%  ol  patients  on  Habihol  treatment  in  Ihe  clinical  trials  Local  erythema  al 
syslem  removal  was  noted  at  least  once  in  1 7%  ol  patients  and  local  edema  iij. 
Erythema  generally  resolved  within  24  hours  Cutaneous  hypersensilivily  (conl 
sensiiizalion)  occurred  in  2%  ol  patients  on  Habitrol  treatment  (see  PRECAU- 
TIONS Allergic  Reacltons) 
Probably  Causally  Related 

Ihe  lollowing  adverse  events  weie  reported  more  Ireguently  rn  Habittol-treate 
than  in  placebo-treated  patients  or  exhibited  a  dose  response  in  clinical  trials 
Digestive  system  -  Diarrhea'  dyspepsia' 
IvIoulhAooth  disorders  -  Dry  mouth 
Musculoskeletal  syslem  ■  Arthralgia'  myalgia' 
IJervous  syslem  -  Aboormal  dreamst  somnolencet 
Frequencies  tor  21  mg/day  system 
'Reported  in  3%  lo  9%  ol  patients 
tRp|iorlPl  111  1",,  lo  3%  ol  palienis 
II—     1       'led  in  •  1%  ol  patients 
Causal  Relationship  Unknown 

Advpi'ii;  pvpiils  ipported  in  Habitrol-  and  placebo-trealed  patients  al  about  Itie 
same  Ireguency  in  clinical  trials  are  listed  below  The  clinical  signilicance  ol  Itii 
association  between  Habitrol  trealmeni  and  these  evenis  is  unknown  but  they 
reported  as  alerting  intormation  tor  the  clinician 
Bodyasawhole-Allergyt  back  paint 
Caidiovasculai  system  -  Hypertensiont 
DiqesHve  syslem -Abdominal  paint  conslipationt  nausea' vomiting 
Nervous  syslem  -  Dizziness'  concenlralion  impairedt  headache  (1/%),  insomnia' 
Respiratory  syslem  •  Cough  increasedt  pharyngitist  sinusitist 
Urogenilal  syslem  -  Dysmenorrhea' 
Frequencies  lor  21  mg/day  system 
■Reported  in  3%  lo  9%  ol  patients 
tReported  in  1%  to  3%  ol  patients 
Unmaiked  il  rppoilPd  m  1%.  ol  patients 
DRUG  ABUSE  AND  DEPENDENCE 

H,i:  '     .  '     :    ".'  'i.ive  a  low  abuse  potential  based  on  diHeiencesbellliiifi 
ttji  :  .,j,ii,t'  ,,'.,,'  t.ji'ieiistics  commonly  considered  important  in  conlrib 
to  abuse  much  slowei  absorplton  much  smalter  lluclualions  in  blood  levels,  low 
blood  levels  ol  nicotine  and  less  trequent  use  (i  e  once  daily) 

Dependence  on  nicotine  polacrilex  chewing  gum  replacemeni  therapy  has  t 
reported  Such  dependence  might  also  occur  Irom  translerence  lo  Habitiol 
ol  tobacco-based  nicotine  dependence  The  use  ol  Ihe  system  beyond  3  monlt 
has  not  been  evaluated  and  should  be  discouraged 

To  minimize  the  risk  ol  dependence  patients  should  be  encouraged  lo  wilhdti 
gradually  Irom  Habilrol  trealmeol  alter  4  to  8  weeks  ol  usage  Recommended  dos  ^ 
teduclion  is  lo  progressively  decrease  Ihe  dose  every  2  lo  4  weeks  (see  DOSAGE 
ADMINISTRATION) 
OVERDOSAGE 

Ihe  eltecis  ol  applying  seveial  Habitrol  systems  simultaneously  oi  ol  swalll 
ing  Habitrol  systems  are  unknown  i  see  WARNINGS  Salety  Note  Concerning 
Children) 

The  oral  LD, ,  tor  nicotine  in  rodents  varies  wilh  species  but  is  in  excess  ol 
mg/kg  death  is  due  to  respiratory  paralysis  The  oral  minimum  lethal  dose  ol 
line  in  dogs  is  greater  than  5  mg/kg  The  oral  minimum  acute  lethal  dose  lot  ti 
line  in  human  adults  is  reported  to  be  40  lo  60  mg  (<  1  mg/kg) 

Two  or  Ihree  Habitrol  30  cm'  systems  in  capsules  led  lo  dogs  weighing  8-1  ^  2 
weie  emetic  but  did  nol  produce  any  other  sigmlicanl  clinical  signs  The  admi 
tration  ol  these  patches  corresponds  to  about  6- 1 7  mg/kg  ol  nicotine 

Signs  and  symptoms  ol  an  overdose  ci  Habilrol  systems  would  be  expf 
lo  be  the  same  as  those  ol  acute  nicotine  poisoning  including  pallor  cold 
sweat  nausea  salivation  vomiting  abdominal  pain  diarrhea  headache,  d 
ness  disturbed  hearing  and  vision  tremor  mental  contusion,  and  weaknei '-Km 
Prostration  hypotension  and  respiialory  lailure  may  ensue  with  large  over  k-  (j 
doses  Lethal  doses  produce  convulsions  quickly  and  death  tollows  as  a  tl  , 
ol  peripheral  or  central  respiratory  paralysis  or  less  trequently  catdiaclai  it  Ltl 
Overdose  From  Topical  Exposure  \ 
Ihe  Habitrol  system  should  be  removed  immediately  it  the  patient  shows  sigiii 
overdosage  and  the  patient  should  seek  immediate  medical  care  The  skin  suti  'H'T 
may  be  Hushed  with  watet  and  dtted  No  soap  should  be  used  since  it  may 
incrp.isp  nif  riiiop  ab'n'oltoo  Nicotine  will  continue  lo  be  deliveted  into  the  bic 
at'  1'  '  -  CLINICAL  PHARMACOLOGY  Phatmacokinetics] 

,11!'  ■ .  duse  ol  adepol  ol  oicotine  in  the  skin 

Overdose  From  Ingestion 

Peisons  tiigesliiig  Habitiol  systems  should  be  teleited  lo  a  health  ca'e  lacilily 
maoagement  Due  to  the  possibility  ol  nicotine-induced  seizures,  activated  cha  [  pjnJ,. , 
coal  should  be  administeted  In  unconscious  patients  with  a  secure  airway  ins  '  ' 
aclivated  charcoal  via  nasogastric  lube  A  saline  cathartic  or  sorbitol  added  to 
lirst  dose  ol  activated  charcoal  may  speed  gastrointestinal  passage  ol  Ihe  sysle  [[jjjj 
Repealed  doses  ol  activated  charcoal  should  be  admi.iisteted  as  long  as  the  sy   '  ' 
tern  temains  m  Ihe  gastiointestinal  Itacl  since  it  will  continue  to  telease  nicolin|ffS. 
many  hours 

Management  ol  Nicotine  Poisoning 

Oil""   ;:  '■,  ■  '"mmotbaibitutaleslotseizuies  attopirit 

pxi >  ,'„,,  :,'    ';  ,  :,,';'.',i  tespitalory support lottespitatotylaili 

and  viqoinus  lluid  support  lot  hypolension  and  caidiovasculai  collapse 
Safety  and  Handling 

Habitiol  systems  can  be  a  detmal  itritant  and  can  cause  contact  sensitizalion 
Although  exposure  ol  health  care  workers  to  nicotine  Irom  Habrtrol  systems  slil 
be  minimal  care  should  be  taken  to  avoid  unnecessary  contact  with  active  syS'  Wtll  Ros 
terns  It  you  do  handle  active  systems  wash  with  water  alone  srnce  soap  may 
increase  ntcoline  absorptioo  Do  not  touch  your  eyes 
Disposal 

When  Ihe  used  system  is  renioved  Irom  Ihe  skin  it  should  be  lolded  ovei  and  pli||)f|'-,.,  .'.'i 
in  Ihe  protective  pooch  which  contained  the  new  system  The  used  syslem  shout 
immediately  disposed  ol  in  such  a  way  to  prevent  its  access  by  children  or  pels  ■  SO'cIt  tir  J 
patient  inlormalion  lor  turther  directions  lor  handling  and  disposal 
Hotv  to  Store  . 
Do  nol  store  above  86  F  (30  C)  because  Habitiol  systems  ate  sensitive  to  heai  t  Bell  C: 
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slight  discolotatioti  ol  Ihe  system  is  nol  sigmlicanl 

Do  not  stote  unpouched  Once  temoved  Itom  the  ptoleclive  pouch  Habilrol 
systems  should  be  applied  ptomptly  since  nicotine  is  volatile  and  Ihe  syslem  n 

lose  sliength 

CAUTION:  Fedetat  law  ptohibits  dispensing  without  piesctiption 
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ILISM  AND  ELITISM:  POLITICS  IN  THE  AGE  OF  EQUALITY 

■Y  Bell 

sry  Gateway  •  202pp  •  $21.95 

^HEN  ELITES  LOSE  THE  PULSE 
F  POPULAR  OPINIOH 


I 


t's  weird  out  there,  man,"  President 
Bush  has  taken  to  exclaiming  late- 
ly. Given  events  of  the  past  year, 
could  blame  him?  Bush  has  gone 
.  the  highest  Presidential  popularity 
gs  ever  recorded  to  running  a  sorry 
id  in  his  bid  for  reelection.  His 
ocratic  challenger,  Bill  Clinton,  was 
meat  wrapped  in  tabloid  newspaper 
lines  only  four  months  ago.  And  in 
een  it  all,  a  pint-sized  billionaire  al- 
,  stole  the  show. 

)w  comes  a  little-noticed  book  that 
this  wild  year  in  a  fresh  and  inter- 
g  perspective.  Forget 
old  matches,  liberal 
onservative  and  Dem- 
tic  vs.  Republican.  In 
ilism  and  Elitism: 
tics  in  the  Age  of 
ility,  author  Jeffrey 
defines  American 
ICS  as  a  never-ending 
1  between  populists 
elitists. 

ir  Bell,  populism  is 
nism  about  people's 
:y  to  make  decisions 
t  their  lives.  Elitism 
)timism  about  the  de- 
n-making ability  of 
or  more  elites,  acting 
)ehalf  of  the  rest  of 
In  politics,  the  line 

between  those  who 
:  popular  opinion  and  those  who  rely 
le  opinion  of  the  elites, 
itists  focus  on  the  personalities  of 
3rs.  Populists  prefer  issues.  Elitists 

parliamentary  government.  Popu- 

like  referendums  and  direct  democ- 
.  Elitists  judge  candidates  on  how 

they  react  in  crisis.  Populists  look 
strongly  held  convictions.  Populists 
raced  Ross  Perot's  notion  of  elec- 
ic  town  meetings.  Elitists  snickered, 
equently,  populist  opinion  follows 
ifluential  elitist,  such  as  Franklin  D. 
jevelt  or  Dwight  D.  Eisenhower.  But 
n  the  prevailing  populist  views — 
t  Bell  calls  the  popular  stream — veer 
ply  away  from  the  views  of  the  gov- 
ig  elite,  there's  upheaval, 
le  last  great  pivotal  year  in  modern 
ics  was  1968,  Bell  argues.  President 
Ion  B.  Johnson  bowed  out  of  the 
,  having  lost  the  support  of  both  the 
al  and  conservative  elites  over  the 


Vietnam  War.  The  death  of  Robert  F. 
Kennedy  snuffed  out  the  last  effective 
populist  in  the  party,  he  says.  After  the 
police  violence  at  the  Chicago  Democrat- 
ic National  Convention,  "Middle  Ameri- 
ca" didn't  see  what  all  the  fuss  was 
about.  The  elites  were  appalled.  George 
Wallace  splintered  the  Democrats  fur- 
ther by  diverting  populist  votes.  And 
Richard  M.  Nixon,  stressing  the  potent 
populist  issue  of  white  suburban  Silent 
Majority  values,  squeaked  into  office. 

Since  then,  a  "split-level  alignment" 
has  prevailed.  Republicans  control  the 
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White  House  because  they  reflect  the 
conservative  view  that  gained  the  upper 
hand  in  the  popular  stream.  A  moderate 
liberalism  has  prevailed  among  elitists. 
Bell  says,  and  that's  where  candidates 
for  state  and  local  office  come  from. 

Why?  While  populists  tend  to  focus 
only  on  Presidential  races,  elites  are 
plugged  into  politics  all  the  time,  almost 
for  the  sport  of  it.  When  they  reach 
Congress,  these  political  problem  solvers 
tend  to  represent  the  special  interests  of 
the  elites  that  fund  congressional  races. 

If  you  think  all  politicians  sound  alike 
and  you  can't  tell  an  elitist  from  a  popu- 
list. Bell  can  explain  that.  Liberal  candi- 
dates are  "being  advised  to  sound  more 
populist  to  attract  popular  opinion,  and 
conservative  candidates  to  sound  less 
populist  to  attract  the  elites — political, 
media,  and  financial — whose  support  or 
at  least  acceptance  is  important  in  get- 
ting a  candidacy  off  the  ground." 


Only  once  or  twice  does  Bell,  a  promi- 
nent supply-side  Republican,  let  his  ide- 
ology shade  his  analysis.  For  example. 
Democrats  tend  to  be  "hard-headed 
practical  pols  who  excel  at  bringing 
home  the  bacon."  The  pork  barrel,  of 
course,  holds  more  than  one  brand  of 
bacon,  and  a  defense  contract  snagged 
by  a  conservative  senator  is  no  less  por- 
cine than  a  big  public-works  project  las- 
soed by  a  liberal. 

Naturally,  Bell  believes  Ronald  Rea- 
gan fit  comfortably  in  the  popular 
stream.  From  tax  cuts  to  Star  Wars, 
Reagan  believed  issues  were  simple  and 
understandable  to  average  voters.  Jim- 
my Carter,  Walter  Mondale,  and  Michael 
Dukakis  all  failed.  Bell  argues,  because 
they  were  liberal  elitists  whose  experts 
kept  giving  "the  wrong  answers"  to  the 
popular  stream. 

Bell  never  directly  applies  his  theories 
to  what's  happening  in  1992.  But  you 
can,  once  you  get  the  hang  of  seeing 
through  his  lens.  For  ex- 
ample, Bell  notes  that  the 
popular  stream,  which 
has  not  changed  much 
since  1988,  or  1968,  for 
that  matter,  "frequently 
goes  outside  of  trained 
political  elites  when  public 
evils  appear  to  be  mount- 
ing." No  wonder  voters 
were  ripe  this  year  for 
Ross  Perot.  Not  only  was 
he  perceived  as  an  outsid- 
er but  also  as  a  conserva- 
tive-populist in  the  image 
of  Reagan. 

Despite  his  brain  trust 
and  Rhodes  Scholarship, 
Clinton  has  adroitly  evad- 
ed being  defined  as  an 
elitist.  Bush  hasn't.  He 
stressed  his  resume  rather  than  his 
plans.  Worse,  he  has  misidentified  some 
issues  as  elitist.  Environmentalism,  for 
example,  has  actually  been  rooted  in  the 
popular  stream  for  some  time:  The  senti- 
ment that  led  to  Earth  Day,  1970,  soon 
saw  Nixon  pushing  legislation  for  clean 
air  and  water.  Bush  has  sided  with  busi- 
ness elites  in  stifling  cleanup  efforts 
that  polls  show  are  popular  with  voters. 

Finally,  in  what  would  seem  to  defy 
the  reality  of  1992,  the  author  argues 
that  national  politics  isn't  about  econom- 
ics. The  real  clash,  he  insists,  remains 
populist  opinion  vs.  the  views  of  the 
elites.  If  that's  so.  Bush's  strategy  to 
make  1992  a  remake  of  the  1988  "val- 
ues" slugfest  with  Michael  S.  Dukakis 
could  work.  It  has  been  a  crazy  year.  It 
could  get  crazier. 

BY  DOUGLAS  HARBRECHT 
Harbrecht  is  BUSINESS  WEEK'S  White 
House  correspondent. 
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conomic  Viewpoint 


ALL  RIGHT,  WE'VE  BEEN 

IN  ENOUGH  DEEP  VOODOO.  NEXT? 


BY  ROBERT  KUHNER 


With  a  tarnished 
incumbent  carrying 
a  tattered  supply- 
side  banner,  we'll 
have  a  useful  debate 
about  the  economy. 
Resolved:  Logic  and 
history  are  on  the 
side  of  growth  led  by 
public  investment 


ROBERT  KUTTNER  IS  CO-EDITOR  OF  THE 
AMERICAN  PROSPECT  AND  AUTHOR 
OF  THE  END  OF  LAISSEZ-FAIRE 


A reluctant  President  Bush,  pinioned  by 
his  own  right  wing,  has  swallowed  an- 
other dose  of  tax-cut  tonic.  This  is  toxic 
medicine— but  it  could  serve  as  a  useful  purga- 
tive. Supply  siders  led  by  Housing  &  Ui'ban  De- 
vel()i)nient  Seci'etary  Jack  Kemp,  Represent- 
ative—and Bush  campaign  co-chairman— Yin 
Weber  (R-Minn.),  and  House  Minority  Whip 
Newt  Gingrich  (R-Ga.)  persuaded  the  OOP  plat- 
form committee  to  disavow  the  1990  tax  in- 
crease as  "recessionai-y"  and  to  propose  new  tax 
cuts.  These  are  referred  to,  unconvincingly,  as 
"gr'owth  measures."  Now,  the  recidivist  GOP 
platform  calls  for  cuts  in  personal,  corporate, 
and  capital-gains  taxes,  which  would  widen  the 
deficit  by  about  $75  l»illion,  and  then  simultane- 
ously calls  for  a  balanced  budget! 

This  tonic  has  been  tried  l)efore,  and  we  are 
now  suffering  its  aftereffects.  In  1978,  when 
the  claims  were  new,  policymakers  might  have 
been  forgiven  for  yielding  to  temptation.  After 
all,  it  doesn't  take  great  political  courage  to 
offer  voters,  especially  well-off  ones,  tax  cuts. 
The  theory  was  that  lower  taxes,  especially  on 
capital  income,  would  increase  rates  of  savings, 
investment,  and  growth.  The  economy  would 
gi-ow  so  prodigiously  that  new  revenues  would 
make  up  for  the  tax  cuts.  Supply  siders  fore- 
cast a  balanced  budget  by  1984. 

What  actually  occurred,  of  course,  was  a 
permanent  hole  in  the  tax  base.  The  economy 
enjoyed  a  temporary,  deficit-driven  jolt  to 
growth,  extended  briefly  when  the  Federal 
Reserve  helpfully  reversed  its  tight-money 
l)olicy.  But  contrary  to  the  claims,  neither  per- 
sonal savings  noi-  investment  increased— and 
growth  gradually  petered  out.  The  economy, 
lacking  adeciuate  investment,  grew  dependent 
on  ever  larger  deficits  and  ever  cheaper 
money  just  to  tread  watei'.  Since  1989,  per 
capita  income  has  actually  fallen. 
GROWTH  YEARS.  F'or  both  parties,  restoring 
growth  is  the  key  election  issue.  To  the  supjjly 
siders,  what  killed  growth  was  not  the  failure 
of  their  theory,  but  ill-conceived  tax  increases. 
Their  remedy  is  to  revert  to  Reagan-style  tax 
cuts.  But  this  diagnosis  is  belied  by  recent 
history.  The  l)iggest  tax  hike  of  the  Reagan- 
Bush  era  was  the  $150  billion  tax  increase  of 
1982,  supported  by  leading  House  and  Senate 
Republicans,  which  partially  compensated  for 
excesses  in  the  1981  Economic  Recovery  Tax 
Act.  The  1982  tax  act  I'estored  less  than  half 
the  revenue  losses  created  by  the  tax  cut  of 
1981— but  it  nonetheless  ushered  in  seven 
years  of  growth. 

The  far  smaller  1!)90  tax  increase,  which 
enjoyed  bipartisan  support  as  a  deficit-reduc- 
tion measure,  raises  about  $26  billion  a  year- 
less  than  one-tenth  of  the  projected  annual 


deficit,  less  than  half  of  1%  of  gross  nati 
product— far  too  little  money  to  have  m 
impact  on  capital  supply.  After  a  decade-l 
test  and  refutation  of  the  supply-side  hypo 
sis,  only  hard-core  believers  still  insist  t 
lower  taxes  on  capital  are  the  key  to  inv 
ment  and  growth.  Yet  this  group  still 
the  strings  of  a  Republican  Party  whose  ineili- 
bent  evidently  believes  what  he  said  backin 
1980— that  supply  side  is  "voodoo  economicf 

With  a  tarnished  Republican  candidate 
convincingly  carrying  a  tattered  supply-: 
banner,  we  shall  have  a  useful  three-way 
bate  aljout  the  economy.  The  Clinton  approi 
and  the  supply  side  do  have  two  things] 
common.  Both  believe  that  incr-eased  grc 
now  is  the  key  to  gi'eater  revenues  and  fall! 
deficits  down  the  road.  And  Clinton,  like 
supply  siders,  wants  to  boost  growth  by 
creasing  investment.  But  where  supply 
ers  hope  to  lure  investors  with  across-t! 
board  tax  cuts,  Clinton  would  stimuli] 
investment  directly,  through  public  outl 
and  narrowly  targeted  tax  subsidies. 
AUSTERITY'S  CASE.  The  third  party  to  the 
bate  represents  austerity  and  deflation— a  bip 
tisan  view  now  championed  hy  noncandida' 
Ross  Perot,  investment  banker  Peter  G. 
terson,  former  Senator  Paul  E.  Tsongas 
Mass.),  and  retiring  Senator  Warren  Rudra 
(R-N.  H.).  In  the  austerity  view,  the  top  prior 
is  deficit-reduction:  If  the  deficit  is  cut,  higl 
rates  of  savings  and  private  investment  v 
soon  follow,  leading  to  restored  growth 

But  the  deflationist  claims,  like  those  of  t 
supply  siders,  are  based  on  false  logic.  In  t 
early  1980s,  a  permanent  tax  cut  on  capital 
come  was  supposed  to  gun  investment, 
didn't.  In  the  late  1930s,  smaller  deficits  w^ 
su])posed  to  restore  business  confidence,  t  [f« 
they  only  prolonged  the  Great  Depressic 
Today,  investment  is  slack  because  househc 
purchasing  power  is  flat,  and  business  se 
no  reason  to  invest— despite  ever  lower  int( 
est  rates  and  tax  rates  far  lower  than  those 
the  post-World  War  II  boom.  An  abrupt  cut 
the  deficit  would  only  be  that  much  more  c 
flationary.  In  this  economy,  the  only  solution 
growth  led  by  investment.  And  only  o 
source  can  overcome  the  I'eluctance  of  busine 
to  invest:  pul)lic  investment,  most  of  whi 
soon   translates   into   private  investme 
through  government-procurement  contracts 

This  debate  is  a  healthy  one,  and  it 
serves  a  full  aii-ing.  The  supply  siders  ha 
l)een  discredited  by  recent  history.  They  m 
soon  be  repufliated  by  the  voters.  The  defl 
tionists  are  always  with  us.  But  self-confidei 
progressive  Administrations  are  wise  to 
them  no  mind. 
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e  1992  Canon  U.S.A.,  Inc 


No  other  plain  paper  fax  can 
deliver  this  message. 


For  the  past  three  years.  Canon  has  been  #1  in 
plain  paper  fax. 

One  reason  is  the  complete  line  of  advanced 
facsimiles  you  can  choose 
from.  Like  the  world's  smallest 
desktop  digital  unit,  the  FAX- 
L3300.  It  can  transmit  a  page 
in  just  three  seconds.  Or,  there 
is  our  full-featured  Laser  Class™  700  Series  and 
economical  FAX-A50L  All  incorporate  Canon's 
exclusive  image  processing  technology  for  sending 


and  receiving  with  better  depth  and  clarity. 

Canon  also  makes  it  easy  to  choose  your  fax. 
Call  us  for  a  Fax  Decision  Maker's  Kit  and  the 
name  of  your  nearest  Canon  authorized  dealer 
at  1-800-OK-CANON.  Or,  let  us  fax  you  pro- 
duct information.  What's  more,  there  are  no 
finance  charges  until  May  22, 1993,  when  you 
purchase  a  Canon  Plain  Paper  FAX  with  the  Canon 
Credit  Card? 

Clearly,  people  are  getting  the  message.  For 
plain  paper  fax.  Canon  delivers. 


t AX- A  501 


FAX-L''0O 


FAX-L775 


FAX-L''90 


FAX-IUOO 


Enjoy  easy  extended  payments  wjlh  the  Canon  Credit  Card  Ask  for  details 
at  participating  Canon  dealers  Available  only  in  U  S 
Dffer  expires  12/31/92  and  is  available  at  participating  authorized  Canon  FAX  dealers  Subject  to  credit  approval, 
agtnning  May  23,  1993,  for  all  qualifying  purchases  made  on  your  Canon  Credit  Card  Finance  Charges  will 
xrue  at  Ihe  Annual  Percentage  Rate  of  up  to  1788%  with  a  minimum  monthly  Finance  Charge  of  60  cents 
If  any  month  in  which  a  Rnance  Charge  is  due  fvlinimum  Monthly  Payments  are  required 


Canon 


Q/^R  THE  IMEXT  RESIDEIMT 
OF  THIS  HOUSE. 


ecently,  Fannie  Mae  commissioned  a  margin,  they'd  rather  own  than  take 

landmark  National  Housing  Survey.  Over  a  better  job  in  a  city  where  they'd  have  tow 

1,500  homeowners  and  renters  were  to  rent;  and  by  a  greater  than  two  tO: 

Teeter  Research, 
and  the  results 


willing  to  take  a 
second  job  if 


provide  a  very 
comprehensive 


overview  of  Americans 


attitudes  about  homeownership.  ,  he 


that's  what  it 
takes  to  buy  a;  Jl' 
home,      hat  makesi 
owning  a  home  so  desirable?  A  corn- 


survey  shows  that  Americans  are  willing      bination  of  personal,  family,  and  financial 
to  make  great  sacrifices  to  own  a  home.      security.  In  spite  of  recent  publicity  aboutlitiii 


y  a  three  to  one  margin,  they'd  rather      falling  prices,  78%  of  those  responding'^" 


own  a  home  than  retire  10  years  early;  by  think  owning  a  home  is  still  a  good  invest-  'f 

a  four  to  one  margin,  they'd  rather  own  ment,  while  only  2%  consider  it  a  badpfean-| 

some  distance  from  work  than  rent  within  one.  And  77%  think  their  home  would  sell 

easy  commuting  range;  by  a  four  to  one  today  for  more  than  they  paid  for  it. 


E  IMPORTAIMT  FINDIBIGS 
ABOUT  THIS  HOUSE. 


;^omeownership  is  valued  most  by  "one  of  the  two  or  ttiree  most  serious  prob- 
lose  wtio  tiave  to  struggle  to  actiieve  lems  facing  ttie  U.S."(3^Fannie  Mae, 
..  "Owning  your  own  fiome"  is  an  im-      we're  working  to  tielp  solve  that  problem. 


ortant  goal  for  60% 
f  those  in  the 
3west  income 
rackets,  but 
nly  31%  of  those 
1  the  highest.  And  more 


We  purchase  loans 
from  a  nation- 
wide network 
of  about  3,000 
lenders,  replenish- 
ing their  mortgage  funds 


^frican  Americans  and  Hispanics  list      so  they  can  lend  to  more  home  buyers 


omeownership  as  a  primary  goal  than  in  their  communities. (3^f  you'd  like  a 

0  whites,  ^^fortunately,  despite  the  copy  of  our  survey  results,  or  if  you'd 

act  that  America  has  one  of  the  highest  like  to  know  more  about  our  innovative 

lomeownership  rates  in  the  world,  the  ways  of  making  housing  more  afford- 

Iream  is  still  out  of  reach  for  too  many.  able,  call  1-800-688-HOME  toll-free. 


iy  a  three  to  one  margin,  people  identi- 
ied  the  lack  of  affordable  housing  as 


SHOWING  AMERICA  A  NEW  WAY  HOME 


t 


conomic  Trends 


n 


BY  GENE  KORETZ 


AMERICA  KEEPS  ON 
TRUCKIN', 

TO  DETROIT'S  DELIGHT 


It's  l)ecoming  increasiiii^ly  clear  that 
the  long-awaited  upswiiiK  in  domes- 
tic auto  sales  is  still  hanginH'  fire.  Al- 
thouf^h  demand  perked  up  slightly  in 
June  and  July,  as  fleet  purchases  accel- 
erated temporarily,  sales  of  domestically 
produced  cars  in  early  August  slowefl  to 
a  5.7  million-unit  annual  I'ale.  That's  not 
only  their  worst  showing  since  mid- Jan- 
uary but  also  below  their  sluggish  pace 
in  the  same  period  a  year  eai'lier. 

Focusing  solely  on  auto  sales,  how- 
ever, paints  too  dark  a  picture  of 
Detroit's  woes,  savs  economist  M.  Kath- 


DETROIT'S  RECOVERY  IS 
MOSTLY  IN  LIGHT  TRUCKS 

DOMESTIC  VEHICLE  SALES 


I  91       II  III  IV  I  '92 

MILLIONS  OF  UNITS,  SEASONALLY  ADJUSTED  ANNUAL  RATE 
DATA  COMMSRCtOEPT,  [ICKHOfF  ECONOMICS  INC 


ryn  Eickhoff  of  Eickhoff  Economies  Inc-. 
The  l)ig  news,  she  notes,  is  the  sharp 
pickup  in  sales  of  light  trucks,  which 
accoimt  for  more  and  more  of  consumer 
automotive  demand  and  are  primarily 
produced  hy  the  Big  Three  U.  S.  auto 
makers.  Indeed,  light-truck  sales,  which 
were  up  a  striking  32%,  were  strong 
enough  td  lift  total  car  and  light-truck 
sales  in  early  August  hy  11%  over  their 
year-earlier  level. 

The  growing  penetration  of  the  U.S. 
consumer-vehicle  market  hy  minivans 
and  sports-utility  vehicles  (page  78), 
which  were  invented  by  U.  S.  compa- 
nies, are  a  classic  example  of  a  tail  that 
is  starting  to  wag  the  dog.  Together 
with  pickup  trucks,  sales  of  such  light 
li-ucks  equaled  25%  of  auto  sales  in  1982. 
By  1!I87,  they  were  cruising  at  about 
457(  of  the  rate  of  car  shipments.  And  l)y 
the  s('co!i<l  ([uarter  of  this  year,  the  pace 
had  acc(, 'crated  to  55%,  or  more  than 
one  light  (ruck  sold  for  every  two  cars. 

The  implications  for  the  economy  of 


this  continuing  shift  in  consumer  prefer- 
ences is  highly  positive.  For  one  thing, 
light  trucks  have  accounted  for  virtually 
all  of  the  pickup  in  domestic  vehicle 
sales  since  their  trough  in  early  1991, 
as  domestically  produced  ears  have  gone 
nowhere  (chart).  And  Detroit's  Big 
Three  not  only  dominate  the  light-truck 
market  but  have  actually  been  gaining 
market  share.  Thus  far  in  1992,  their 
share  of  U.  S.  light-truck  sales  is  running 
at  8(5.1%  vs.  82.9%  in  the  same  period 
last  year,  estimates  auto  analyst  Har- 
vey E.  Heinliach  of  Merrill  Lynch  &  Co. 

Eickhoff  points  out  that  light  trucks 
also  account  for  all  of  the  gains  U.  S. 
carmakers  have  posted  against  the  Jap- 
anese in  the  past  year.  While  car  im- 
jiorts  have  declined  somewhat  as  Japa- 
nese manufacturers  have  shifted 
production  to  the  U.  S.,  the  share  of 
U.  S.  auto  sales  claimed  by  Japanese  im- 
ports and  transplants  has  remained  rel- 
atively stable.  But  the  Japanese  share  of 
U.  S.  light-truck  sales  has  fallen  hy  over 
three  ])ercentage  points,  to  under  14%. 

All  of  this  bodes  well  for  Detroit  and 
the  economy.  Overall,  analysts  believe 
that  light  trucks  have  higher  price  tags 
than  the  family  cars  they  are  replacing 
in  consumer  purchases.  And  although 
the  light-truck  market  is  highly  compet- 
itive among  U.  S.  companies,  the  weak 
Japanese  rivalry  thus  far  means  that 
profit  margins  are  under  less  pressure 
than  for  most  autos.  "As  long  as  the 
light-truck  market  keeps  expanding," 
says  Eickhoff,  "U.  S.  companies  and  the 
U.  S.  economy  are  likely  to  benefit. 


DOWNSIZING  CAN 
PUSH  UP  WORKERS' 
COMP  CLAIMS 


Even  with  fewer  employees,  down- 
sized companies  are  facing  sharply 
higher  workers'  compensation  costs. 
That's  the  finding  of  a  survey  of  177 
companies  conducted  for  the  American 
Management  Assn.  by  the  consulting 
firm  of  William  M.  Mercei-  Inc. 

Some  55  of  the  companies  surveyed 
reported  cutl)acks  in  their  work  forces  in 
recent  years,  with  the  average  decline 
registering  1.3%  over  the  past  15  months. 
Of  the  shrinking  companies,  one  of  three 
said  their  thinner  employment  levels 
have  actually  led  to  a  greater  incidence 
of  workers'  comp  claims— that  is,  the 
percent  of  their  workers  filing  such 
claims  rose  in  the  wake  of  downsizing. 
"The  anomaly,"  explains  a  Mercer  consul- 
tant, "results  from  increased  injuries 
sustained  by  surviving  employees,  many 
of  them  older  workers,  who  assume  un- 
familiar jobs." 


TRIPLE  DIP? 

SPOT  PRICES  SHOULD 

FLASH  A  WARNING 


Keep  you)'  eye  on  commodity  pric 
The  Commodity  Research  Burea 
futures  index  has  plunged  to  a  six-y( 
low.  But  the  orb's  spot  industrial-pr 
index  is  up  about  8%  since  January  £ 
has  held  its  own  in  recent  weeks, 
deed,  the  sensitive  materials-prices  cc 
ponent  of  the  index  of  leading  indi 
tors  has  risen  for  four  straight  mont 
As  long  as  spot  prices  resist  the  dov 
ward  pull  of  futures  prices,  observi 
believe  the  economy  is  likely  to  eke 
continued  growth.  But  if  they  weak 
significantly,  the  chances  of  a  triple 
will  escalate." 


'THE  ELECTION  WILL 
PROBABLY  HAVE  LITTLE' 
IMPACT  ON  THE  MARKE' 


Although  President  Bush's  elecloa 
chances  seem  to  be  improving,  pi 
lie-opinion  polls  and  the  parlous  state 
the  economy  still  appear  to  favor  a  CI 
ton  victory  in  Novemljer.  What  mi^ 
such  a  prospect  bode  for  the  stock  m 
ket  in  the  months  and  year  ahead? 

To  find  out,  economist  Gregory 
Gieber  of  Smith  Barney,  Harris  Uph 
&  Co.  examined  the  historical  record 
market  movements  in  each  of  the  12 
stances  since  1884  in  which  control 
the  White  House  changed  political  p. 
ties.  What  he  found  was  that  desp 
the  high  degree  of  uncertainty  that  p 
sumably  attended  such  elections, 
market  tends  to  do  well  in  the  mont 
just  prior  to  a  Presidential  election." 

The  pattern  after  an  election  in  wh- 
an incuml)ent  party  loses  is  less  cons  Xt* 
tent.  While  the  stock  market  posted 
average  gain  of  2.4%  in  the  12  mont 
following  such  elections,  the  results  v 
led  widely,  with  both  parties  posting 
many  gains  as  losses.  On  average,  t 
Standard  &  Poor's  500-stock  index  rc 
l)y  7.6%  from  November  to  November 
the  six  times  that  Democrats  captur 
the  White  House  and  fell  2.9%  wh 
power  passed  to  the  Republicans 

The  upshot,  says  Gieber,  is  that  his 
ry  offers  little  clue  to  the  impact  of 
Clinton  victory  on  the  stock  market.  I 
it  does  suggest  that  "the  election  v 
prol)ably  have  little  impact  on  the  mi 
ket  in  the  near  term."  The  biggest  inf 
ence,  he  l)elieves,  will  continue  to 
the  monetary  environment,  which 
feels  "remains  highly  favorable." 
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The  conplete  mpe 
forfeshfMi 


Emery  Worldwide,  a  CF  Company. 

Our  domestic  and  iiiteniatioiiaf  air  freight  company. 


To  start,  pack  several  tons  of  seafood  lightly  in  ice.  Place  carefully 
in  the  planes  of  Emery  Worldwide.  Garnish  with  strict  quality-control 
and  split-second  timing.  Now  express  immediately  by  air  to  hundreds 
\  of  wholesalers  and  restaurants.  That's  not  only  a  recipe  for  fresh 
fish.  It's  a  complete  recipe  for  success. 

At  Emery  Worldwide,  providing  unique  solutions  to  unique 
shipping  needs  is  what  we  do  best.  We  offer  Ciistomer-ization:  the 
flexibility  to  adapt  to  each  customer's  product  and  freight  pattern, 
whether  you  ship  fresh  turbot  or  heavy  turbines,  across  the  country 
or  around  the  world.  That  makes  us  an  important  ingredient  in  your 
competitive  strategy. 
And  as  a  Consolidated  Freightways  Company,  we  can  help  you  operate  more 
efficiently  with  the  most  complete  range  of  services  in  the  industry  Backed  by 
unparalleled  shipping  management  systems,  and  a  responsive  team  of  professionals 
dedicated  not  only  to  your  satisfaction,  but  to  that  of  your  customers  as  well. 

So  if  you'd  like  to  taste  success  when  you  face  a  freight  transportation  challenge, 
call  Emery  Worldwide.  1-800  HI  EMERY.  We'll  create  a  special  recipe  just  for  you. 


COnSOLIDRTED  FREIGHTUJPVS,  mC. 


WE  PUT  YOU  MILES  AHEAD 


WHERE  BLACK  ENTERPRISE 
GETS  A  BOOTH  AND  A  BOOST 


It's  a  little  after  2  p.m.,  and  Ahmad 
Sandidge  is  busy  laying  out  hats  and 
leather  bags  at  his  booth.  In  front  of 
the  display,  a  tall  model  wearing  an  or- 
ange-and-black  African-print  jumpsuit 
hands  me  a  flyer  describing  the  San- 
didge  Design  Group,  a  garment-manu- 
facturing company.  Around  us  are  some 
350  other  booths  covering  119,000  square 
feet  of  the  Jacob  Javits  Convention  Cen- 
ter. A  few  look  like  miniature  art  galler- 
ies, exhibiting  paintings  and  posters  of 
Malcolm  X  and  Martin  Luther  King  Jr. 
At  others,  dark-suited  salesmen  hawk 
the  latest  software  packages. 

Over  75,000  New  Yorkers  will  turn 
out  for  this  trade  fair,  which,  in  its  di- 
rect appeal  to  consumers,  is  more  like  a 
street  fair  than  the  usual,  business- 
to-business  show.  But  this  is  a  trade 
show  with  another  key  difference. 
At  Black  Expo  USA,  which  stopped 
here  on  its  summer  tour  on  the  way 
to  Cleveland,  Oakland,  Washington, 
Dallas,  Los  Angeles,  Kansas  City, 
and  finally  New  Orleans  in  the  fall, 
most  of  the  exhibitors  are  black- 
owned  businesses. 

BLEAK  OUTLOOK.  Advertisements  for 
the  New  York  expo  urge  black  con- 
sumers to  vent  their  frustrations 
over  the  Rodney  King  verdict  in  Los 
Angeles  by  turning  out  for  black  en- 
trepreneurship.  And  the  community 
is  responding.  "This  is  what  we 
should've  been  doing  in  the  first 
place,"  says  Bob  Merrit,  who  has 
been  coming  to  the  expo  since  its 
1989  debut.  "Why  should  I  buy  from 
Macy's  if  I  can  buy  from  black  busi- 
nesses?" he  asks. 

Judging  from  the  hustle  and  ljustle  of 
the  expo  crowd  and  the  number  of  dol- 
lars being  exchanged,  it  looks  as  though 
black  capitalism  is  flourishing.  But  in 
fact,  the  situation  hasn't  changed  much 
since  the  1960s,  when  Harlem  Represen- 
tative Adam  Clayton  Powell  Jr.  shouted 
slogans  such  as  "Earn,  baby,  earn"  and 
"Don't  buy  where  you  can't  work."  To- 
day, blacks  own  only  about  3%  of  U.  S. 
businesses,  and  those  businesses  ac- 
count for  a  mere  17'  of  the  nation's 
sales.  And,  as  many  of  the  fledgling 
businesses  here  attest,  most  black- 
owned  enterprises  are  too  small  to  offer 
many  jobs.  Black  Expo  is  an  attempt  to 
do  something  about  that  state  of  affairs. 

Walking  through  the  glass  doors  of 


the  convention  center,  Lm  swept  along 
by  the  weekend  crowd,  weaving  in  and 
out  of  the  narrow  aisles.  Free  samples 
of  everything  from  perfume  to  soda  are 
being  pushed  toward  me  from  every  di- 
rection. It's  as  noisy  as  rush  hour  at 
Grand  Central  station,  as  vendors 
scream  out  their  sales  pitches  over  the 
loud  bass  of  a  rap  song  that's  being 
broadcast  by  a  local  radio  station. 

What  is  it  that  has  drawn  these  entre- 
preneurs to  the  four-day  Black  Expo? 
Part  of  the  answer  lies  in  its  history, 
described  by  Jerry  Roebuck,  its  38-year- 
old  chairman  and  founder.  Roebuck  says 
he  was  inspired  by  other  black  entrepre- 
neurs who  "couldn't  afford  high-priced 
advertising,  so  I  organized  the  Black 
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les-based  apparel  company,  just  t 
years  old,  is  owned  by  Carl  Jones,  : 
and  T.J.  Walker,  31.  The  companJf» 
sportswear,  carrying  messages  such 
"Stop  the  Violence"  and  "Love  Sees 
Color,"  can  be  found  in  Japan,  Euro] 
and  at  large  retail  chains  such 
Macy's,  Merry-Go-Round,  and  CODA. 

So,  what  brings  Cross  Colours 
Black  Expo?  With  success  came  rumc 
that  the  company  was  part  of  a  big 
poration.  Says  Davide  Stennett,  direct|iK 
of  marketing:  "We  use  the  expo  to 
consumers  know  we're  black-owned.' 
'BE  LAWLESS.'  Next  is  an  elaborate 
play  for  a  fragrance  company — a  mc 
em  twist  on  the  personal-care  produ( 
field  that  has  long  been  a  staple  of  bla 
enterprise.  A  huge  designer  bottle  of 
logne  with  the  word  "Lawless"  pri 
boldly  across  it  is  on  top  of  the  bright 
lit  booth.  Charles  Perry,  45,  standipadi 
next  to  a  sign  that  reads  "For  once 
your  life  be  Lawless,"  is  handing  o 
samples  of  his  men's  cologne. 

The  company,  PVJ  Fragrances  Inc., 
mains  small.  For  years.  Perry  has 
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Expo  to  bring  people  out  to  meet  them." 

The  first  expo,  which  drew  156  ven- 
dors and  a  crowd  of  20,000,  was  held  in  a 
passenger-ship  terminal  in  New  York 
City  in  1989.  It  took  two  years  to  put 
together,  with  a  lot  of  help  from  Pep- 
siCo Inc.  By  1991,  the  expo  was  enough 
of  a  success  that  Coca-Cola  Co.  offered 
$1  million  to  $2  million  over  three  years 
and  became  its  primary  sponsor. 

After  talking  to  Roebuck,  I  fight  my 
way  back  into  the  stream  of  people  at- 
tached to  shopping  bags,  only  to  come  to 
an  abrupt  halt.  Everyone  in  front  of  me 
is  stopping  at  a  booth  displaying  T- 
shirts,  jeans,  and  shorts.  On  top  is  a 
jazzy  red,  black,  and  green  sign  that 
reads  "Cross  Colours."  The  Los  Ange- 


ployed  Black  Expo  and  similar  events 
attract  business,  but  he  is  just  beginniri 
to  see  a  measure  of  success.  After  star 
ing  with  1,000  cases  of  cologne  in  198  [tv 
"Lawless"  can  now  be  found  in  stores 
Northern  California.  Texas  may  be  nex 
Beyond  the  swarms  of  consumer 
there  is  a  real  trade  show  going  on,  £ 
distributors  stalk  the  expo  looking  f( 
promising  new  businesses.  Sandidgi 
smiling,  tells  how  a  Denver  boutiqi  if:^:,^ 
owner  who  was  looking  for  garmenl  ^ 
stopped  by  and  said  he  would  call  to  S( 
up  an  appointment.  And  Jason  Sims,  th 
28-year-old  whose  Big  City  Comics 
dedicated  to  improving  the  image  (fcftii  j|, 
blacks  in  the  media,  tells  how  last  ye£ 
he  met  a  Japanese  distributor  hen^ 
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w,  BrotherMan:  Dicldlor  of  Disci- 
e  can  be  found  all  the  way  in  Ja- 
"  he  says. 

show  featuring'  Phe  Zula's  fashion 
■ction  has  heads  turning.  Models 
ring  brightly  colored  gowns  glide 
n  the  runway  to  the  beat  of  African 
ns.  All  eyes  are  on  one  model  as  she 
ws  off  an  African-print  dfai)e  to  re- 

a  stunning  minidress. 
rer  in  the  kid's  corner,  children  are 
ping  on  the  indoor  jungle  gym  and 
ing  with  board  games  while  their 
'nts  are  shopping.  The  exhibit  is 
isored  by  Olmec  Co.,  a  black-owned 

company,  and  Toys  'R'  Us  Inc., 
;h  distributes  Olmec  toys. 
Imec  employees  are  using  their 
,h  to  hand  out  market-research  sur- 
;.  "We  ask  consumers  what  kind  of 
)le  they  want  to  see  as  a  doll,  and  we 
)  their  suggestions  in  mind,"  says 
3  coordinator  Renau  Daniels.  It's  an 
•oach  that  works  for  Olmec:  Last 
•,  the  toymaker  raked  in  about  $2 
on  in  sales.  Its  best  seller  is  Imani — 
African  girl  doll  dressed  in  a  brightly 
red  Kente-cloth  dress.  Of  course,  01- 

still  has  a  long  way  to  go  before  it's 


n  display  are 
3ds  ranging  from 
tware  to  fashions, 
duding  Phe  Zula's 
rican-print  apparel 
lection 


hreat  to  the  likes  of  Mattel  Inc. 
ut  the  toymaker's  success  inspires 
?  in  others.  In  the  basement  of  the 
ts  Center,  expo  visitors  can  take  in  a 
je  of  business  seminars.  John  Raye, 
jxecutive  with  Dudley's  Products,  a 
:er  of  personal-care  and  hair  prod- 
is  discussing  "The  abcs  of  Starting 
r  Own  Business."  His  advice:  "The 
;  businesses  start  at  home,  and  the 
;  finance  is  self-finance."  His  seminar 
i  with  a  final  warning:  "Remember, 
k  people  must  become  job  makers, 
job  takers." 

NICOLE  HARRIS 
fall.  BW  intern  Harris  will  be  retiini- 
to  Syracuse  University,  where  she  is 
king  on  a  journalism  degree. 


In  1935,  you'd  have  to  wear  5  stars  to  get  this  kind 
of  welcome.  These  days,  you  can  get  it,  too, 
even  without  the  5  stars. 


You  will  be  charmed  by  the  re- 
markable staff  selection  for  the 
MacArthur  Club,  for  they  combine 
the  charm  and  dedication  to  ser- 
vice and  comfort  The  Manila  Hotel 
has  been  famous  for  throughout 
the  world  for  almost  80  years. 

But,  of  course,  the  MacArthur 
Club  service  is  not  just 
people.  It  includes  a 


private  check-in  and  check-out, 
complimentary  breakfast,  laundry, 
dry  cleaning  service  and,  on  re- 
quest, a  personal  fax  in  your  room. 

Plus,  the  fastest  way  to  get 
around:  a  helicopter  service. 

With  all  these,  we  suspect  even 
the  General  would  have  approved. 
You  would,  too. 


There  are  perhaps 
a  dozen  incredible  places  you 
must  see  in  the  Orient. 
One  of  them  is  a  hotel. 


Rizal  Park  (P.O.  Box  307),  Manila,  Philippines 
Tel.  (632)  47-0011  Telex:  40537  MHOTEL  PM  Fax:  (632)  47-1124  or  48-2430. 

Or  contact:  R.  F.  Warner  Inc.,  Summit  International  Hotels,  Utell  International,  KLM/Golden 
Tubp  Intl  B.V.,  Philippine  Airlmes  Sales  &  Reservations. 


A  Brilliant  Deduction 


Searching  for  a  way  to  illuminate  your 
giving  strategy  that  also  brightens  your  tax 
picture?  Gifts  In  Kind  America,  created  by 
the  United  Way,  works  with  major 
companies  across  the  country  to  turn 
inventory  —  everything  from  computer 
equipment  to  furniture,  clothing  and  office 
supplies  —  into  certified  tax  deductions  of 
up  to  twice  cost.  We  arrange  distribution  to 
millions  of  people  through  thousands  of 
worthy  nonprofit  groups  nationwide.  It  gives 
you  a  warm  glow  inside.  And  it  makes  you 
look  brilliant  to  the  folks  in  accounting. 

In-kind  giving.  It's  the  perfect  solution. 
For  more  information,  contact  Gifts 
In  Kind  America  at  703-836-2121. 


(iimiNKLND 


AMERICA 

700  North  Fairfax  Street 
Suite  300 
Alexandria,  Virginia  22314 

"liCiilts  In  Kind  America,  Inc.  IWO 


"America's  Fastest'Growing  and  Most  Cost-Efficient  Charity"  ...NonProfit  Times 
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Hi-Tec  Posters  For  Parks 
First  Edition 


The  Future  Of  Our  National  Parks 

Is  In  Your  Hands 


y 


:>ur  purchiise  ot  oi^r  Fir<!  Edntcn  Wntcnal  Parks  Commanoratife  Poster  will  proinde  fimds  for  projects  in  our 
Witjorul  Parks,  Monumerits  and  Hisicn,:  Sites.  All  net  prtxeeds  uillgo  directly  to  these  projects  na  the  Satiorial  Parks 
And  Consenxition  .-issodation.  a  nonprofit  citizeti  group  committed  to  the  presenutioti  of  America  's  natural  and  atltural 
heritage.  For  only  $6.90  you'll  receii>e  a  beautifully  illustrated  19x  33  inch  poster  featuring  the  flora,  fauna  and 
geographical  landmarks  trofu  dozens  ot  Sational  Parks  and  Monuments.  Its  suitable  for  framing  and  makes  an  excellent 
educational  tool.  Tins  is  your  chance  to  help  our  \ational  P.irks  and  to  enioy  their  unique  beauty  oti  your  wall. 


The  Posters 
For  Parks  Series 
IS  sponsored  by 
Hi-Tec  Spores 


To  order  your  poster  send  a  check  or  money  order  ,do  not  send  cash;  in 
die  amoun:  of  $6^  '  per  poster  made  pa\-able  to:  National  Parks  Poster  OiJer 


Space  tor  this 
ad  was  made 

available  bv: 


PO  Box  6010  WesAuTi-  N"^"  11592-6010 


PSsTior  Pnr.:  CksHy: 
Number  Ot  Posters  Ordered 
Name 


.\mount  Enclosed . 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


r  AIN'T  A  RECOVERY 
ILL  THE  FACTORIES  HUM 


VI 


lOUSING  SHOWS  NO 
»IGNS  OF  REVIVING 
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MIUIONS  OF  UNITS  AT  ANNUAL  RATES 
DATA:  COMMERCE  DEPT 


anut'ac'Uiring  has  always  been  the  heart  of  the 
U.  S.  economy.  And  despite  its  ever-shrinking 
contribution  to  output,  the  factory  sector  still 
)vi(les  some  of  the  best  gauges  of  the  twists  and  turns 
the  business  cycle.  Throughout  this  recovery, 
mufactiu-ing's  beat  has  been  slow  and  ei-ratic.  And  it's 
ing  to  stay  that  way  until  consumers  are  financially  able 
provide  a  much-needed  shot  of  adrenaline. 

As  consumers  struggle  with 
heavy  debts  and  light  wallets, 
manufacturers  contend  with  a 
trickle  of  new  orders,  a  shrinking 
l)acklog  of  unfilled  orders,  and 
uncertainty  cjver  the  futvu'e.  As  a 
result,  factories  have  little  incen- 
tive to  step  up  production  and 
hiring.  They  have  every  reason 
to  keep  inventories  as  lean  as 
possible.  And  under  these  con- 
ditions, they  are  in  no  rush  to 
el!  out  for  new  ecjuipment  and  buildings. 
The  slowdown  in  exports  only  makes  matters  worse, 
■cports  surged  in  June,  helping  to  narrow  the  trade  def- 
t  to  S6.6  billion  from  $7.1  billion  in  May.  However,  ex- 
irts  had  dropped  in  five  of  the  previous  six  months. 
Since  1986,  the  increasing  contribution  of  foreign  de- 
and  to  manufacturing  growth  has  pushed  exports  of 
»ods  as  a  share  of  industrial  output  steadily  higher, 
lat  share  hit  a  record  in  the  first  quarter,  but  it  fell 
arply  last  quarter,  suggesting  that  exports'  contribution 
factory  output  is  waning. 

THE  BOND  As  for  domestic  demand,  stubbornly  high 
MARKET  long-term  interest  rates  have  been  partic- 
RALLY  IS  ularly  punishing  for  durable-goods  manu- 
A  PLUS  facturers.  On  that  front,  the  two-month 

lly  in  the  bond  market  is  good  news.  With  long  rates 
lling,  mortgages  are  cheapei',  and  the  demand  for  hous- 
g-related  items  and  other  high-cost,  credit-sensitive  dur- 
»le  goods  should  firm  up  in  the  second  half,  just  as  it  did 
iring  the  first-ciuarter  surge  in  housing. 
So  far,  the  rate  drop  has  not  yet  shown  up  in  the 
msing  data  because  of  reporting  lags.  Housing  starts  in 
ily  fell  2.8%,  to  an  annual  rate  of  1.12  million.  The  key 
ngle-family  sector  posted  a  4.1%  drop  (chart).  Overall, 
lilding  permits  jumped  in  July,  but  that  says  little  about 
e  future.  All  the  rise  in  permits  occurred  in  the  multi- 
mily  sector,  which  is  l)eset  by  past  overl)uilding.  Single- 
mily  authorizations  were  about  unchanged. 


August  numbers  on  sales  and  starts  should  look  better. 
Mortgage  applications  for  home  purchase  dipped  in  early 
August,  but  they  had  jumped  sharply  in  July.  And  the  av- 
erage for  ;30-year,  fixed:mortgage  rates  fell  to  8.01%  on 
Aug.  14,  down  from  8.15%  the  week  before.  But  still, 
housing  demand  is  going  to  be  constrained  by  job  won'ies, 
weak  income  growth,  and  burdensome  debts. 

Moreover,  the  Presidential  election  could  be  a  stumbling 
block  for  lower  long-term  rates.  Despite  the  ever-bright- 
er inflation  outlook,  long  rates  rose  amid  the  bond 
market's  renewed  edginess  over  the  fear  that  some  new 
deficit-widening  plan  to  cut  taxes  would  emerge  from 
the  Republican  convention  (page  22).  A  Democratic  victo- 
ry in  November  would  hold  even  more  uncertainty. 

THINGS  ARE  Manufacturing  just  cannot  seem  to  gener- 
QUIET  ON  ate  any  momentum.  After  gains  earlier 
THE  SHOP  this  year,  factory  production  was  flat  in 
FLOOR  j^iiy^  after  falling  U.2%  in  June  (chart). 

Overall  industrial  production  rose  0.4%,  but  that  reflected 
a  weather-related  surge  in  electric-utility  output  and  a  re- 
bound in  mining  output  at  the  end  of  the  rail  strike. 

Because  of  tepid  production  gains,  a  lot  of  factory  capac- 
ity stands  idle.  The  factory  operating  rate  fell  from  77.8% 
in  June  to  77.6%  in  July.  Before  the  recession  in  1990,  the 
rate  was  about  83%.  The  current  low  level  of  capacity  use 
hardly  justifies  an  increase  in  capital  spending.  It  also  im- 
plies that  price  presstu'es  among  goods  producers  are 
virtually  nil— and  likely  to  remain  so. 

Gyrations  in  auto  production 
are  partly  responsible  for  the  zig- 
zag pattern  of  factory  output, 
and  Detroit  will  be  a  plus  in  the 
third  quarter.  After  gains  in 
April  and  May.  auto  production 
fell  back  in  both  June  and  July— 
with  attendant  impacts  on  suppli- 
ers. Domestic  car  assemblies 
slipped  to  an  annual  rate  of  5.7 
million  in  July,  from  a  6.1  mil- 
lion pace  in  June,  but  Detroit's 
August  and  Sejitember  schedules  call  for  a  jump  to  about 
6.3  million  in  l)<)th  months. 

A  potential  problem  for  holding  that  faster  production 
pace:  Car  sales  in  early  August  ran  at  an  annual  rate  of 
only  5.7  million,  down  from  6.5  million  for  all  of  July. 

The  factory  sector  does  have  two  fundamentals  going 
for  it.  First,  the  combination  of  cost-cutting  and  productiv- 
ity gains  has  completely  stymied  the  gi'owth  in  unit  labor 


FACTORIES  ARE 

LOSING  STEAM  AGAIN 
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costs.  That  means  l)etter  prot'itahility  even  in  a  weak 
economy.  Second,  factory  inventories  in  relation  to  sales^ 
are  the  lowest  on  record.  That  means  production  can  re- 
spond very  quickly  to  any  pickup  in  demand. 


STILL, 
THERE'S 
LITTLE 
DEMAND 


That's  fine,  l)ut  wheiVs  the  demand?  The 
poky  pace  of  jobs  and  incomes  has 
spooked  U.  S.  consumers  and  derailed 
their  buying  plans.  Capital  spending  looks 
iffy.  Defense  cuts  keep  coming.  And  slower  growth  abroad 
means  less  demand  for  American  exports. 

The  trend  in  consumer  spending  is  particularly  ominous 
for  manufacturers.  Retail  buying  posted  big  gains  in  Jan- 
uary and  February,  but  it  has  stayed  in  a  holding  pattern 
since  then.  Until  sales  show  a  solid  upward  trend,  retail- 
ers have  no  reason  to  lioost  their  ordering. 

Despite  lean  factory  invento- 
ries, retail  stocks  were  not  in 
the  best  of  shape  in  June.  In- 
ventories jumped  0.8%,  as  sales 
fell  by  0.3%.  During  the  past 
year,  retailers  have  seen  their 
stockpiles  grow  by  more  than 
6%  (chart),  while  sales  are  up 
less  than  3%.  This  suggests  that 
retailers  are  heading  into  the  fall 
buying  season  with  hea\ier-than- 
normal  inventories— and  ques- 


WHERE  INVENTORY 
IS  PILING  UP 
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A  PERCENT  CHANGE  FROM  A  YEAR  AGO 

DAIA:  COMMERCE  DEPT  .  8W 


tionable  prospects  for  consumer  spending. 

Retail  sales  managed  a  0.5%  gain  in  July,  but  the  Com- 
merce Dept.  revised  away  the  originally  reported  June 
gain  of  0.5%  to  show  a  decline.  That  was  the  third  time  in 
the  past  four  months  that  Commerce  has  revised  the 
sales  data  lower  than  first  reported. 

Most  retailers  showed  sales  gains  in  July,  but  for  the 
most  part,  the  increases  just  offset  the  June  declines. 
Only  furniture  and  clothing  stores  have  been  able  to 
break  out  of  the  horizontal  pattern  plaguing  retailers. 


EXPORT  GROWTH 
IS  FLOUNDERING 


MERCHANDISE 
EXPORTS  " 


Worse,  initial  reports  for  August  suggest  another  so- 
performance  for  total  sales  this  month. 

In  addition  to  sagging  car  sales,  early  August  depar 
ment-store  receipts  look  weak.  The  Johnson  Redboc 
Service,  published  by  Lynch,  Jones  &  Ryan  Inc.,  repor 
that  store  sales,  which  soared  2.3%  in  July,  have  falk 
back  this  month.  For  the  first  two  weeks  of  Augus 
Johnson  Redbook  says  sales  are  down  0.4%  from  July. 

In  addition,  the  University  of  Michigan's  index  of  consi 
mer  sentiment  in  early  August  reportedly  dropped  1 
75.3%,  from  76.6%  in  July.  Consumers  worried  about  tl 
economy  are  unlikely  to  go  out  on  a  shopping  spree. 

Of  course,  economic  problems 
are  not  endemic  to  the  U.  8. 
Stagnation  in  other  countries  is 
hurting  exports,  while  America's 
appetite  for  imports  remains 
strong.  These  trends  suggest 
that  foreign  trade  will  make  lit- 
tle, if  any,  contribution  to  eco- 
nomic growth  in  the  second  half. 
In  June,  both  imports  and  ex- 
ports hit  record  levels.  Imports 
rose  4.7%  to  $44.9  billion,  while 
exports  jumped  7.2%  to  $38.3  billion. 

Despite  the  June  gain,  export  growth  has  slowed.  I 
the  year  ended  last  quarter,  exports  were  up  only  5%— th 
slowest  pace  in  five  years  (chart).  Stagnant  demand  fi'o: 
Japan,  Europe,  and  Canada  has  offset  growth  in  export 
to  Latin  America.  And  that  trend  will  not  change  until  th 
industrialized  economies  start  to  expand  again. 

Making  sure  that  U.  S.  consumers  are  up  and  runnini 
again  is  the  first  concern  for  most  American  manufactui 
ers,  however.  Right  now,  households  need  two  things 
faster  job  growth  and  stronger  balance  sheets.  Th' 
recovery's  sluggish  pace  is  saying  that  both  of  these  ma, 
take  a  while.  Until  then,  manufacturing  will  continue  t 
beat  in  fits  and  starts— and  so  will  the  recovery. 
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CONSUMER  CONFIDENCE 


TuesddA/,  xAiiy.  ~^5,  10  a.m. 
The  Conference  Board's  index  of  consu- 
mer confidence  pi'obably  edged  sli<^htly 
higher  in  August,  to  a  reading  of  62.5, 
from  July's  dismal  61  level.  That's  the 
expectation  of  economists  surveyed  by 
MMS  International,  a  division  of  McGraw- 
Hill  Inc.  The  index  had  tuml)led  1L6 
points  in  July,  a  decline  l)lamed  on  rising 
unemployment  in  June,  plus  uncertainty 
amid  the  Presidential  campaign. 

DURABLE  GOODS  ORDERS  

Wedticsdaij,  Aug.  26.  8:30  (u)ii. 
New  orders  taken  by  durable-goods  pi'o- 
ducers  likely  rose  by  a  small  0.5%  in 
July,  on  top  of  a  healthy  2.7%  increase  in 


June.  Declining  aircraft  demand  in  July 
offset  increases  in  other  industries.  The 
small  expected  gain  in  new  orders  in 
July  suggests  that  unfilled  orders  contin- 
ued their  steep  decline,  already  10 
months  old. 

GROSS  DOMESTIC  PRODUCT  (REVISION) 

Thursday,  Aug.  27,  8:30  a.m. 
The  MMS  economists  expect  that  revi- 
sions to  the  data  on  the  second-quarter 
economy  will  likely  show  that  I'eal  c;i)P 
grew  at  a  1.6%  annual  rate  last  quarter, 
instead  of  the  lacklustei-  1.4%  originally 
reported.  Higher  inventory  accumula- 
tion will  account  for  most,  if  not  all,  of 
the  increase.  The  economy  had  grown 
by  a  much  faster  2.9%  clip  in  the  first 
quarter.  The  MMs  survey  also  says  that 


aftertax  corporate  profits  probably  in 
creased  by  4%  in  the  second  quartei 
on  top  of  a  10.8%  advance  in  the  first 
Cost-cutting  finally  is  helping  the  botton 
lines  of  many  (■omi)anies. 

PERSONAL  INCOME 


Friday,  Aug.  28,  10  a.m. 
Personal  income  proljably  rose  by  jus 
0.3%  in  July,  after  no  gain  in  June 
Weak  job  growth  is  hampering  a  re 
bound  in  household  earnings.  Consume: 
si)ending,  which  increased  by  0.5%  ii 
June,  is  projected  to  have  risen  by  0.4°/ 
last  month.  That's  stiggested  by  a  mod 
est  increase  in  July  retail  sales.  In  addi 
tion,  hot  weather  in  July  boosted  consu' 
mer  demand  on  utilities,  a  componen 
of  spending  on  services. 
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At  Tovota,  we  couldn't  conceive  of 
iming  for  high  standards  in 
le  all-new  1992  Canm;  widi- 
ut  aiming  for  those  same 
tandards  in  the  people  who 
uild  it.  That's  why  every 
byota  Camry  that  is  manufactured  at 
le  Georgetown,  Kentucky,  plant  is  a 


car  these  employees  can  identify  with. 
Like  the  car,  they  are  uncom- 
promising, with  an  attention 
to  detail  that  goes  beyond  the 
expected.  And  they're  not  con- 
tent just  to  rest  on  the  heri- 
tage of  Toyota  quality,  they  strive  for 
continued  improvement.  In  fact.because 


of  people  like  them,  automotive  stan- 
dards in  this  country  are  being  raised 
every  day  But,  the  one  thing  all  4,000 
employees  of  Toyota  Motor  Manufac- 
turing in  Georgetown,  Kentuck)';  want 
you  to  know  is,  the  1992  Toyota  Camry 
is  not  just  a  car  they  can  be  proud  of, 
it's  one  you  can  be  proud  of,  too. 


Intelligent  strong, 
reliable.  and  you  should 
see  the  car  they  build 


e 
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THE  PRESIDENCY  I 


AUGUST  31,  1992 


BATTLE 
STATIONS! 

WHAT  Will  THE  GOP  DO?  'ATTACK,  ATTACK,  AHACK' 


There  were  fireworks  aplenty,  both 
the  verbal  variety  and  a  planned 
closing-night  aerial  display  aimed 
at  transforming  the  Houston  Astrodome 
into  a  Fourth  of  July  picnic.  There  were 
noisy  protests  outside  and  angry  words 
inside.  Looming  above  it  all 
was  a  massive,  faux-granite 
podium  that,  while  seemingly 
more  suited  to  Orwell  than 
oratory,  was  created  to  give 
George  Bush  a  platform  for 
an  urgent  attempt  to  recast 
his  embattled  Presidency. 

But  as  Republicans  prepared  to  leave 
behind  Houston  and  a  convention  nota- 
ble for  its  hard-edged  conservatism, 
some  key  questions  echoed  through  the 
Astrodome.  Among  them:  Was  the  Big 
Roundup  enough  to  lasso  the  GOP's  feud- 
ing factions  and  give  the  President  a 
chance  to  pull  off  the  miraculous  Tru- 
manesque  comeback  he  promised'^  And 
would  Bush's  fiery  attacks  on  Congress 
shift  attention  away  from  his  economic 
failures? 

Thanks  to  a  feisty  tone  lacking  in 
Bush's  recent  stump  ramblings,  the  GOP 


gala  figures  to  cut  Bill  Clinton's  20-point 
lead.  But  Bush  aides  admit  he  faces  an 
uphill  fight.  That  will  force  the  Presi- 
dent to  wage  a  take-no-prisoners  cam- 
paign (box).  "Our  plan?"  says  a  key 
Bush  adviser.  "It's  attack,  attack,  at- 
tack. We  have  to  scare  the 
daylights  out  of  people." 

Far  from  showcasing  the 
party's  strengths,  the  Aug. 
17-20  conclave  exposed  possi- 
ble flaws  in  Bush's  reelection 
blueprint.  He  had  to  devote 
much  time  and  energy  to  pac- 
ifying conservatives  with  tough  platform 
planks  and  prime  speaking  slots.  Only 
then  could  he  shift  the  focus  to  the  inde- 
pendents and  Reagan  Democrats  who 
will  decide  his  fate — and  may  get  a  new 
wake-up  call  from  billionaire  Ross  Perot. 
"The  Democrats  spent  their  convention 
reaching  out  to  the  center,"  says  GOP 
consultant  Jay  Severin  HI.  "Our  biggest 
order  of  business  was  reenergizing  the 
Republican  Party.  If  that's  all  you  do, 
you  lose." 

Republican  conventions  are  often  mili- 
tant. What's  more  striking  about  Hous- 


I 


RIGHT  STUFF:  CONSERVATIVES  WERE  ASCEN 


ton  was  Bush's  belief  that  after  12  ye 
in  the  White  House,  he  can  run 
reformer.  By  stressing  a  repackaj 
bundle  of  tax  incentives  and  spend 
restraints  and  hinting  at  second- 
plans  to  retool  health  care,  educati  al 
and  even  his  Cabinet,  Bush  has  cast 
self  as  a  quiet  revolutionary.  "We  an 
offering  pie-in-the-sky  change,"  s; 
James  Lake,  a  senior  Bush  campa 
aide.  "It  has  to  be  thoughtful,  delib( 
five  change." 

After  four  years  of  economic  stag 
tion,  though,  the  public  is  in  a  mood 
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BUSHWHACKED?  Tlte  Bush  campaign's  plan  for  erasing  Bill  Clin 


TAX  AND 
SPEND 

Despite 
Bush's,  um, 
little  tax  bob- 
ble in  1990, 
he'll  slash  tax 
burdens  in  a 
second  term. 
By  contrast, 
liberal-in- 
moderate's- 
clothing  Clin- 
ton is  just  itching  to  tax  the  middle  class.  And  by 
spending  $200  billion  we  don't  have,  his  eco- 
nomic plan  would  trigger  high  inflation.  Faster 
than  you  can  say  "Jimmy  Carter,"  the  economy 
would  be  reduced  to  a  smoking  ruin 


UNTRUSTWORTHY 

It's  George  ("Dare  to  be  prudent")  Bush  vs.  Bill 
("Bomb  the  Serbs")  Clinton.  Bush  knows  the  pol- 
icy ropes. 
Clinton 
needs  a  tour 
map  to  find 
the  Wash- 
ington Mon- 
ument. And 
Bush  has  a 
world-class 
Rolodex. 
Look,  folks, 
here's  Deng 
Xiao  Peng's 
home  phone 
number 


kooky  lifestyles.  Case  in  point:  Draft-do 
Clinton  is  cozy  with  Hollywood  liberals  < 
rights  groups.  "Bar"  is  America's  Granc 
lory,  America's  prosecuting  attorney 
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-LEAVING  BUSH  TO  SCRAMBLE  FOR  CRUCIAL  INDEPENDENT  VOTERS 


ething  a  mite  bolder.  And  Republi- 
;  may  have  reinforced  their  ties  to 
past  by  turning  Houston  into  a  nos- 
ic  Golden  Oldies  revue.  Among  the 
ured  speakers:  former  Presidents 
aid  Reagan  and  Gerald  Ford,  Kan- 
Senator  Bob  Dole,  Patrick  Buchan- 
televangelist  Pat  Robertson,  and  the 
er  Fox  herself,  Barbara  Bush.  Scoffs 
ton  political  guru  James  Carville: 
ey  trotted  out  so  many  old  war- 
;es,  they  needed  a  veterinarian." 
he  Bush  team  is  also  gambling  that 
m  finesse  unhappiness  with  the  Pres- 


ident's economic  rec- 
ord. Supply  siders,  led 
by  Housing  Secretary 
Jack  F.  Kemp,  urged  a 
more  daring  approach: 
slash  tax  rates,  lavish 
tax  subsidies  on  the  cit- 
ies, and  ditch  the  defi- 
cit-cutting focus  of  the 
party's  traditionalist  wing.  "We  have  to 
do  something  radically  different,"  insists 
one  glum  Kempite.  "Our  economic  poli- 
cies over  the  past  three  years  have  been 
an  utter  failure." 


But  Bush  could  not  bring  himself  to 
embrace  the  costly  supply-side  agenda. 
By  backing  modest,  investment-oriented 
tax  cuts,  hinting  at  lower  rates  in  a  sec- 
ond term,  and  insisting  on  further  deficit 
reduction.  Bush  took  a  familiar  path:  He 
coopted  the  Young  Turks'  rhetoric,  while 
rejecting  many  of  their  proposals.  The 
result,  says  one  conservative  official: 
"We  have  a  schizoid  President." 
DOMESTIC  STORM.  The  Administration 
continues  to  dangle  the  tax-reduction 
carrot  for  a  second  term.  Among  the 
options:  a  cut  in  Social  Security  payroll 
taxes,  lower  individual  rates,  a  package 
of  small-business  tax  cuts,  a  new  look  at 
ending  the  double  taxation  of  divi- 
dends— even  a  new  consumption  tax  to 
pay  for  it  all.  Muses 
Treasury  Secretary 
Nicholas  F.  Brady: 
"Lots  of  permuta- 
tions might  be  pos- 
sible if  you  had  a  new 
Congress." 

While  Bush  reshapes 
his  economic  agenda, 
some  Republicans  wor- 
ry that  he  may  over- 
play his  role  as  for- 
eign-policy maven.  At 
the  urging  of  cam- 
paign czar  James  A. 
Baker  HI,  Bush  is  lay- 
ing out  a  complex  ra- 
tionale for  his  four- 
year  fling  with  foreign 
affairs.  Now  that  Bush 
has  won  the  cold  war, 
tile  nev\  line  goes,  he  can  turn  his  orga- 
nizational genius  to  a  Domestic  Desert 
Storm  that  will  target  festering  domes- 
tic ills.  And  Pax  Bushiana  will  open  new 
trade  opportunities  in  the  Western  hemi- 


2d  depends  on  fostering  these  fears  about  the  Democrat: 


H  CRIME 

backs  a  tough  crime  bill  that  expands 
penalty.  Wimpy  Democrats  oppose  it. 
g  dealers  who  peddle  their  wares  to 
Republicans  want  to  lock  them  up  and 
ey.  Guess  who  doesn't?  Democratic 
permissive- 
ness would 
let  criminals 
run  wild,  de- 
clare peace 
on  drugs, 
and  turn  the 
U.S.  into 
Woodstock 
Nation.  Bolt 
your  doors, 
America 


ARKIE 
AHGST 

In  12  years  in 
Arkansas, 
Clinton  has 
failed  to  do 
any  of  the 
cosmic  things 
he's  promis- 
ing to  do  for 
America. 
And  what 

about  all  those  tax  hikes  he  signed?  Here's  Bill 
Clinton's  Arkansas:  a  place  where  folks  walk 
barefoot,  indoor  plumbing  is  considered  a  luxu- 
ry, and  the  rivers  flow  with  chicken  guts.  We'll 
say  it  one  more  time:  Our  worthy  Democratic 
opponent  is  the  failed  governor  of  a  small  state 


BIG  GOVERNMENT 

The  GOP  line:  down  with  federal  intrusion,  up 
with  individual  choice.  Clinton  talks  about  "put- 
ting people  first,"  but  the  folks  he  means  are 

bumbling 
Beltway  bu- 
reaucrats. 
Take  his 
health  plan: 
It's  a  KGB- 
style  dose  of 
socialized 
medicine. 
Want  your 
appendix  re- 
moved? Take 
a  number, 
comrade 
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He,"  say 
la  GOP  I 


sphere.  The  payoff:  jobs,  jobs,  jobs. 

On  the  stump,  Bush  will  trumpet  the 
North  American  Free  Trade  Agreement 
linking  the  U.  S.  with  Mexico  and  Cana- 
da. But  in  the  key  states  of  the  industri- 
al Midwest,  NAFTA  triggers  anxiety 
about  job  losses.  The  pact's  benefits  may 
not  show  up  for  years.  "We're  on  the 
worst  side  of  the  sound  bite,"  concedes 
U.  S.  Trade  Representative  Carla  A. 
Hills.  "It  takes  a  lot  of  words  to  explain 
how  this  agreement  will  increase  jobs." 

That  doesn't  mean  the  President  will 
just  be  firing  blanks  when  he  gallops  out 
of  Texas.  Clinton  remains  vulnerable  on 
the  character  issue  and  his  record  as 
Arkansas  governor.  And  it  won't  take 
much  prompting  to  make  many  voters 
uneasy  about  his  plans  to  hike  taxes  on 
the  wealthy  to  pay  for  a  $200  billion 
construction  program. 

As  long  as  the  economy  keeps  Bush 
on  the  defensive,  though,  his  survival 
rests  almost  solely  on  continuous  Clin- 
ton-bashing. Some  of  the  fiercest  thrusts 
will  try  to  portray  Clinton  and  running 
mate  Al  Gore  as  social  and  economic 
radicals.  In  Houston,  the  duo  was  sav- 
aged for  backing  gay  rights,  cherishing 
"insects,  rats,  and  birds"  over  U.  S.  jobs, 
and  hawking  an  economic  plan  that  will 
turn  the  middle  class  into  serfs. 
CENTER  STAGE.  Even  some  Bush  officials 
wonder  about  those  fulminations.  "I 
don't  think  Bill  Clinton  is  Jimmy  Car- 
ter," says  Kemp.  "If  anything,  he  has 
taken  some  themes  from  John  Kennedy. 
The  election  won't  be  decided  by  calling 
Clinton  a  big-spending  liberal,  but  by 
saying  what  we're  for." 

Indeed,  Clinton  has  done  a  good  job  of 
occupying  the  political  center.  He  wants 
welfare  recipients  to  work,  vows  to  hire 
100,000  new  cops,  spouts  a  hawkish  line 
on  Bosnia  and  Iraq,  and  supports  the 
death  penalty.  Says  Karlyn  H.  Keene,  a 
polling  specialist  at  the  American  Enter- 
prise Institute:  "These  guys  don't  look 
like  extremists.  The  Bush  people  will 
have  to  be  careful." 

But  with  his  Presidency  on  the  line, 
George  Bush  has  little  choice  but  to  flail 
at  Clinton  in  hopes  of  landing  at  least 
one  solid  blow  on  the  elusive  Arkansan. 
Bush  may  yet  find  his  lethal  weapon  in 
the  dusty  record  bins  of  some  obscure 
Arkansas  agency.  But  if  Houston  is  any 
indication,  all  he  has  so  far  is  trusty 
companion  Jim  Baker  at  his  side,  a  few 
barbed  one-liners — and  hints  of  a  sec- 
ond-term agenda  that  may  strike  many 
voters  as  too  little,  too  late.  "Baker's 
good,"  sighs  one  top  GOP  strategist. 
"But  there  really  hasn't  been  a  Miracle 
Worker  since  Patty  Duke  grew  up." 

By  Lee  Walczak,  Douglas  Harbrecht,  and 
Howard  Gleckman,  ivith  Amy  Borrus.  in 
Houston 
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Bush  can  no  longer  count  on  the  Solid  South  to  win  the  White  House 


Four  years  ago,  George  Bush  looked 
to  Dixie  and  inhaled  the  sweet 
magnolia  scent  of  victory.  Heavy 
with  conservative  voters,  the  Solid  South 
was  the  anchor  for  Bush's  huge  elector- 
al majority.  Campaign  man- 
ager Lee  Atwater,  who  wor- 
ried about  Bush's  weakness 
in  the  Northeast  and  Far 
West,  dubbed  the  region  a 
"Southern  firewall."  But 
Atwater  is  dead  now,  and 
Bush's  populist  allure  in  the 
South  seems  to  have  faded,  too. 

Even  the  white,  male  Southerners  who 
voted  overwhelmingly  for  Bush  in  1988 
are  peeling  away.  Take  Mark  Baxter.  He 
has  given  Republicans  his  vote  in  each 
Presidential  election  since  1980.  But  this 
year,  Baxter,  a  barber  in  the  Atlanta 
suburb  of  Stockbridge,  is  ready  to  do 
something  he  couldn't  have  imagined  a 
few  years  ago:  vote  Democratic. 

With  the  economy  crawling  along, 
Baxter,  34,  is  furious  at  George  Bush. 
He  fumes  over  the  President's  1990  flip- 
flop  on  taxes.  And  he's  dismayed  by  the 
President's  policy  paralysis  and  finger- 
pointing  at  Congress.  "Bush  gets  on  a 
soapbox  but  never  takes  any  action," 
complains  Baxter.  "He's  lost  touch  with 
Middle  America,  the  people  who  foot  the 
bill  for  everything." 

At  Baxter's  barber  shop,  Bush's  rot- 
ten economy  is  Topic  A.  "So  many  peo- 
ple tell  me  that  they're  worried  about 
losing  their  jobs,"  Baxter  says,  "and 
that  worries  me."  Baxter  has  seen  com- 
petitors go  out  of  business,  and  he's 
struggling  to  make  payments  on  a  bare- 
bones  medical  insurance  policy.  It's 
enough  to  make  even  a  dedicated  Repub- 
lican think  again:  "Maybe  it  will  be  good 
to  get  a  Democrat  this  time." 
'BIG  HOLES.'  Suddenly,  the  President  is 
finding  in  the  South  the  same  tough  slog 
that  awaits  him  elsewhere.  To  the  dis- 
may of  Republican  strategists.  Bill  Clin- 
ton has  managed  to  seize  the  lead  in 
most  every  state  of  the  Old  Confedera- 
cy— and  the  border  states,  too  (map).  A 
recent  Houston  Post  poll  of  likely  Texas 
voters  helps  explain  why.  Most  Southern 
voters  agree  with  the  President  on  such 
issues  as  a  constitutional  balanced-bud- 
get amendment  and  congressional  term 
limits.  But  they're  far  closer  to  Clinton 
on  the  issues  most  important  to  them: 
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the  economy  and  health  care.  "If  [Bu 
forces]  view  the  South  as  a  firewj  r  to  C 
they  have  some  big  holes  in  it,"  cro^ 
Craig  Smith,  one  of  Clinton's  natioi 
field  directors. 

Among  the  biggest  brea( 
es  in  the  GOP's  Southern  e 
fice:  prochoice  Republic 
women  and  independent  si  licksoDV 
urbanites.  "George  Bush  h 
let  me  down  to  the  poi  ity 
where  he  can't"  ma' 
amends,  says  Darlene  Mi 
ner,  owner  of  Randall's  Cafe  in  Hefl: 
Ala.,  and  secretary  of  the  Cleburi 
County  GOP.  Upset  about  Bush's  ab(  k  were 
tion  stance  and  convinced  that  he  w 
say  anything  to  win,  Murner  flirted  wi 
Ross  Perot's  independent  candidac 
Now,  she's  impressed  by  some  of  Deni 
crat  Bill  Clinton's  economic  proposals  it  local « 
and  by  running  mate  Al  Gore.  sioai 

Winning  back  the  likes  of  Baxter  ai  iinc; 
Murner  is  crucial  to  Bush's  come-froi  Mirni 
behind  strategy.  "If  we  begin  to  lo;  fcrserai 
some  states  in  the  South,  we're  in  de(  p  ft 
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□  Darlene  Murner,  Heflin| 
Ala.:  "George  Bush  has  lelj 
down  to  the  point  where  h| 
can't"  make  amends 
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says  North 
jlina  GOP  Chairman 
Jack  Hawke,  who 
ledes  Clinton  would 
y  his  state  if  the 
tion  were  to  be  held 

BABY.   To    get  a 

;e  of  Bush's  South- 
discomfort,  take  a 
at  his  first  destina- 
after  the  GOP  con- 

tion.  Rather  than 

ney  to  California. 

h  will  head  to  Dixie 

shore  up  his  base. 

h's  early-August 

,y  into  the  region 
star-crossed.  A 

;y  campaign  speech 

Jacksonville,  Fla., 
overshadowed  by 

uty  Campaign  Manager  Mary  Mata- 
churlish  blast  at  Clinton's  personal 
When  the  smiling  President  waded 
a  Dalton  (Ga.)  crowd  and  hoisted  a 

jT,  the  tyke  burst  into  tears. 

lere  were  more  cheers  than  tears 

■  years  ago,  as  Bush  piled  up  land- 

;s  across  the  South  by  winning  up  to 
of  the  white  vote.  But  these  days, 

popularity  ratings  are  as  depressed 

he  local  economies.  From  small-town 

)s  to  suburban  malls,  the  President 

iing  hurt  by  a  ferocious,  widespread 

clash  against  incumbents. 

fter  serving  as  willing  soldiers  of  the 

gan  Revolution,  many  white  South- 


FOR  BUSH,  TROUBLE  DOWN  SOUTH  ; 


erners  are  contemplating  a  return  to 
their  Democratic  roots.  Four  years  ago, 
Dianne  Smith,  a  credit  manager  at  Shaw 
Industries,  a  Dalton  (Ga.)  carpetmaker, 
rejected  Michael  Dukakis  as  too  liberal. 
Now,  she's  close  to  abandoning  Bush. 
"He's  trying  to  shift  all  the  blame  onto 
Congress,  but  if  they  do  anything,  he 
vetoes  it,"  she  says.  Bush's  convention- 
week  pledge  to  rededicate  himself  to 
economic  growth  comes  "a  little  bit  late" 
for  Smith's  liking.  "Everybody  wants  a 
change,"  she  notes.  "With  two  Southern 
boys  running,  I  just  can't  see  [the  South] 
going  Republican  this  year." 
Although  Bush  could  still  patch  it  up. 


1  Harrison,  Ford  dealer 
liston,  Ala.:  "Mr.  Bush 
ade  some  unpopular 
ons" 


□  Charles  McHargue,  and 
wife  Becky,  Kannapolis, 
N.  C:  Bush's  no-tax  pledge 
'was  "a  big  mistake" 


the  unraveling  of  a  Dix- 
ie coalition  built  over 
three  decades  by  Barry 
Goldwater,  Richard 
Nixon,  and  Ronald  Rea- 
gan has  stunned  South- 
ern political  analysts. 
"It's  almost  beyond  be- 
lief that  Republicans 
could  so  quickly  squan- 
der the  advantage  that 
they've  had  for  so 
long,"  says  University 
of  South  Carolina  politi- 
cal scientist  Earl  Black. 

Further  complicating 
the  Bush  camp's  come- 
back plans:  Two  sons  of 
the  new  South  make  up 
the  opposing  ticket. 
Clinton  and  Gore  just 
don't  rile  Southerners 
the  way  Yankees  Dukakis  and  Walter 
Mondale  did.  "Clinton  seems  more  down 
to  earth,  more  sincere,"  says  Tonya 
Haynes,  a  student  at  Gadsden  (Ala.) 
State  Community  College.  Adds  Merle 
Black,  an  Emory  University  political  sci- 
entist: "Clinton  and  Gore  are  precisely 
the  kind  of  [moderate]  Democrats  who 
regularly  win  governors'  races  in  the 
South." 

As  bleak  as  things  now  look  below  the 
Mason-Dixon  line,  there's  still  time  for 
Bush  to  turn  them  around.  At  the  con- 
vention, the  GOP  painted  Clinton  as  a 
soft-on-crime  liberal  who  flouts  tradition- 
al values  and  aims  to  raise  taxes.  Bush 
partisans  feel  the  attacks  will  turn  the 
tide.  "When  people  in  the  South  start 
seeing  what  Clinton  is  really  about,  they 
are  going  to  be  turned  off,"  predicts 
Florida  GOP  Chairman  Van  Poole. 

Moreover,  many  white  Southerners  re- 
tain a  fondness  for  Bush.  And  despite 
the  poor  economy,  those  voters  are 
drawn  to  the  GOP's  patriotic  appeals  and 
the  party's  antitax,  anti-Washington 
stance.  "I  sincerely  believe  he's  trying," 
says  Ron  Harrison,  general  manager  of 
Sunny  King  Ford  in  Anniston,  Ala.  "Mr. 
Bush  has  made  some  unpopular  deci- 
sions, but  he  has  the  best  interests  of 
the  country  at  heart." 
HOOVERISMS.  Bush  also  has  a  crucial 
base  among  Christian  fundamentalists — 
though  many  prefer  Vice-President  Dan 
Quayle's  more  consistent  devotion  to  so- 
cial and  fiscal  conservatism.  Bush's  no- 
tax  pledge  was  "a  big  mistake,"  says 
Charles  McHargue,  who  with  his  wife, 
Becky,  owns  the  Christian  Supply 
Shoppe  in  Kannapolis,  N.  C.  "I'm  going 
to  vote  for  Quayle.  Other  than  that,  I'm 
not  voting  for  anybody." 

But  even  many  Bible  Belt  voters  are 
more  worried  about  the  economy  than 
social  issues  this  year.  "Abortion  is  one 
of  the  major  considerations  for  me," 
says  Julie  Logan,  a  prolife  college  stu- 
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dent  from  Jacksonville,  Ala.  "But  I 
won't  base  my  decision  solely  on  it.  Our 
economy  has  gotten  worse  instead  of 
better."  Logan,  who  helped  distribute 
Bush  literature  four  years  ago,  is  now 
sizing  up  Clinton.  "I'm  ready  for 
change,"  she  says. 

So  are  other  white  Southerners  once 
captivated  by  the  Republicans'  hard-line 
stance  on  race,  crime,  and  foreign  policy. 


Bush's  Hooveresque  admonitions  to 
Americans  to  pull  up  their  socks  and 
weather  the  economic  storm  have  re- 
vived the  specter  of  the  country-club 
GOP.  "In  the  Bush  Administration, 
Southerners  have  seen  a  reversion  to  the 
traditional  policies  they  see  as  beneficial , 
to  upper-income  people  and  big  busi- 
ness," says  Charles  Elliott,  a  political 
scientist  at  East  Texas  State  University. 


With  tough  Texan  James  A.  Baker 
taking  the  helm  of  the  Bush  campai 
the  President's  backers  hope  that 
Southern  rebound  will  start  soon — s 
signal  the  rebirth  of  Bush's  reelect 
hopes.  But  as  the  Bushies  survey 
dismal  poll  numbers  from  Dixie,  the  o 
rebel  yell  they're  hearing  is  "Help!" 

By  Richard  S.  Dunham  in  Annist 
Ala.,  with  Karen  Thurston  in  Atlanta 


Commentary/by  Kathleen  Madigan 

MEMO  TO  JIM  BAKER:  KEEP  ONE  EYE  ON  WALL  STREET 


The  best  advice  anyone  could  give 
James  A.  Baker  III  as  he  tries  to 
jump-start  President  Bush's  re- 
election campaign  may  well  be  this: 
Keep  Wall  Street  happy. 

If  Baker's  record  is  any 
guide,  though,  using  him  to 
calm  the  nation's  financial 
markets  during  the  ups  and 
downs  of  the  Presidential 
campaign  is  something  akin 
to  putting  Mike  Tyson  in 
charge  of  a  rape  crisis  unit. 
The  problem?  Despite  ample  personal 
experience,  the  former  Treasury  Secre- 
tary doesn't  seem  to  grasp  how  easy  it 
is  to  spook  Wall  Street. 

Indeed,  when  Baker  talks,  the  mar- 
kets have  a  way  of  gasping.  Take  the 
reaction  to  his  Aug.  13  farewell  speech 
to  State  Dept.  employees.  In  his  re- 
marks, which  were  offered  just  as  the 
Treasury  was  auctioning  $10  billion  in 
30-year  bonds,  Baker  suggested  that 
lower  taxes  may  be  part  of  the  Admin- 
istration's second-term  agenda.  The 
GOP,  he  said,  "should  build  on  the  fun- 
damentals of  lower  taxes  and  limits  on 
government  spending." 

That  line,  when  carried  over  the  fi- 
nancial wires,  sent  credit- 
market  bears  on  a  wild  tear. 
Their  worry?  Lower  taxes 
might  beget  bigger  govern- 
ment deficits,  reigniting  in- 
flation. That  threat  immedi- 
ately sent  the  price  of  the 
30-year  bond  plunging,  lift- 
ing the  yield  from  7.32%  to 
7.41%.  Rates  have  since 
dropped  back  a  bit,  but  the 
credit  market  remains  wary 
of  the  prospect  of  politically 
inspired  budget-busting. 
BIG  'GAFFE.'  No  question. 
Baker  has  had  a  success  or 
two.  The  1985  Plaza  Accord, 
negotiated  during  his  tenure 
at  Treasury,  is  a  feather  in 
Baker's  cap.   It  prompted 


the  seven  major  industrialized  coun- 
tries to  coordinate  intervention  in  the 
foreign-exchange  markets.  The  pact 
marked  one  of  the  rare  times  govern- 
ments set  aside  their  parochial  inter- 
ests and  worked  toward  a 
common  economic  goal.  And, 
by  making  U.  S.  exports 
more  competitive  via  a  lower 
dollar,  it  headed  off  danger- 
ous protectionist  legislation 
that  was  winding  its  way 
through  Congress. 
But  that  success  seems  to  be  the 
exception.  In  the  fall  of  1987,  for  exam- 
ple, then-Treasury  Secretary  Baker 
criticized  Germany  for  raising  interest 
rates,  which  had  worsened  the  U.  S. 
dollar's  plunge.  Baker  responded  by 
saying  that  the  U.  S.  might  have  to  lift 
its  own  rates  to  support  the  greenback. 
Those  comments — coupled  with  Bak- 
er's proposed  return  to  a  "gold  stan- 
dard" for  foreign  currencies — sent  a 
shudder  through  Wall  Street.  They're 
remembered  still  as  one  of  the  triggers 
of  the  October,  1987,  stock  market 
crash.  Mickey  D.  Levy,  chief  economist 
at  bond  dealer  CRT  Government  Securi- 
ties Ltd.,  still  thinks  that  Baker's  pre- 
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crash  remarks  are  "the  most  glari 
gaffe  of  the  century." 

Baker's  1985  plan  to  deal  with  tl 
Third  World  debt  crisis  also  seem.ed  i, 
conceived — at  least  as  far  as  the  finai 
cial  crowd  was  concerned.  The  schenr" 
called  for  more  loans — including  $: 
billion  from  commercial  banks — to  d 
veloping  countries  that,  at  the  timi 
couldn't  even  pay  the  interest  on  thefei 
existing  debt.  Not  surprisingly,  banli  (sentedis 
balked  at  adding  still  more  Thir 
World  loans  to  their  portfolios.  The  in 
tiative  never  got  off  the  ground. 
POOR  GRADES.  Then  there  was  Baker 
strong  role  in  crafting  the  Tax  Refon 
Act  of  1986.  The  deal  wiped  out  a  hos  'Jmiii 
of  tax  breaks  in  return  for  lower  rate  a  of  Bus 
but  failed  to  simplify  taxpayers'  live; tot 
Nor  did  the  Treasury  under  Baker  d  ifJawav 
much  about  the  mounting  savings  an  jt'svote 
loan  crisis.  In  particular,  in  the  sun  Konal; 
mer  of  1988,  Baker  deferred  action  ur  jeoven 
til  after  the  Presidential  election.  Earl  jtk  Biisl 
er  efforts  probably  would  hav  ti4ki^ 
reduced  the  bailout's  $500  billion  pric  iHttn  v 
tag.  Finally,  White  House  insiders  sa;  foruffS, 
Baker  gave  at  least  tacit  approval  t 
the  1990  tax  hike  that's  causing  Bus^  Asy^f 
such  grief  now.  Add  it  all  up,  and  f  Vii-e-Pi 
nancial  economists  such  a  ifif  j  fj, 
Levy  rate  Baker's  tenure  a  |  •  .^^ 
Treasury  as  pretty  poor,  tj^ectn 

As  Bush's  chief  of  stafl  |,jf 
Baker  knows  that  talk  oi----_ 
lowering  taxes  and  safi 
guarding  Social  Securit; 
plays  well  with  voters.  B 
he  must  bear  in  mind  th; 
anything  smacking  of  stil 
bigger  federal  deficits  wii 
be  panned  by  investors.  Am 
while  Wall  Street  may  ai 
count  for  only  a  few  the 
sand  voters,  its  power  ovej 
interest  rates — and  thus  thi 
economy — could  make  Bai 
er's  job  of  getting  his  bosi 
reelected  far  harder  than  ij 
already  is. 
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IE  'TORTILLA  CURTAIN/  MILLIE'S  MEMOIRS... 


ILYN  QUAYLE:  HONORED 
EPUBLICAN  LAWYERS 


I How  bad  have  things 
gotten  for  George 
h?  So  bad  that  even  the 
jressional  district  he  once 
■esented  is  displeased  with 
job  he's  doing.  A  pre- 
vention poll  taken  by  the 
rent  representative  of 
iston's  affluent  west-side 
rict,  Republican  Bill  Ar- 
•,  found  that  voters  disap- 
le  of  Bush's  performance 
)7%  to  43%.  In  1988,  Bush 
ked  away  with  77%  of  the 
rict's  vote.  And  the  dislike 
)ersonal:  Voters  continue 
:ive  overwhelming  support 
;uch  Bush  positions  as  a 
meed-budget  amendment, 
ne-item  veto,  even  aid  to 
former  Soviet  Union. 

I Aside  from  golf,  one  of 
Vice-President  Dan 
lyle's  favorite  sports  is 
ling  lawyers  for  entan- 
g  the  country  in  a  costly 
)  of  needless  litigation. 


Thanks  to  him,  the 
GOP  platform  in- 
cludes a  detailed  call 
for  legal  reform,  in- 
cluding limiting  pu- 
nitive damages,  dis- 
couraging damage 
suits  by  making  losers  pay 
winners'  legal  costs,  and  more 
use  of  arbitration.  Republi- 
cans, it  declares,  will  "put  the 
interests  of  workers  and  con- 
sumers ahead  of  trial  law- 
yers." But  legal  eagles 
haven't  given  up  on  the 
Quayle  family.  On  Aug.  17, 
the  Republican  National  Law- 
yers Assn.  held  a  fete  at 
Houston's  posh  Wyndham 
Warwick  Hotel.  Their  guest 
of  honor:  Marilyn  Quayle,  a 
nonpracticing  attorney.  The 
Veep,  meantime,  dropped  in 
on  the  Texas  Public  Policy 
Foundation — a  conservative 
think  tank — to  receive  its 
Abraham  Lincoln  Award  for 
legal  reform. 

The  Republicans  went 
some  distance  in  Hous- 
ton to  prove  their  claim  to  be 
the  party  of  small  business. 
At  the  Democratic  powwow  in 
New  York,  sellers  of  souve- 
nirs and  political  memorabilia 
were  relegated  to  a  drab  hotel 
ballroom  far  from  the  conven- 
tion. The  GOP,  though,  turned 
over  a  vast  hall  in  the  Astro- 
dome complex  to  200  vendors 
selling  everything  from  ency- 
clopedias to  T-shirts  proclaim- 
ing "Democrats:  Too  Much 


Sex,  Too  Much 
Gore."  Among  the 
hottest  attractions 
were  cloisonne  Re- 
publican elephants 
and  Barbara  Bush's 
Millie's  Book. 


With  a  tough  race 
ahead,  this  is  hardly  the 
time  for  Presidential  wan- 
nabes to  be  thinking  about 


PHIL  GRAMM:  GETTING  IN  GEAR 
FOR  THE  '96  CAMPAIGN? 


1996.  But  don't  tell  that  to 
convention  keynoter  Phil 
Gramm  (R-Tex.),  who  may 
have  been  the  busiest  man  in 
Houston.  The  senator  seemed 
to  hit  every  delegation,  cau- 
cus, and  meeting  in  town — in- 
cluding luch  with  the  Iowa 
delegation  and  cocktails  with 
New  Hampshirites.  Gramm 
insists  his  schedule  had  noth- 
ing to  do  with  those  states' 
role  in  selecting  the  first  '96 
delegates:  "They're  both 
states  we  have  to  win  to  win 
the  election,"  he  says.  In  fact. 
New  Hampshire  is  a  bedrock 
Republican  state  while  Iowa 
is  a  near-lock  for  Bill  Clinton. 
And  after  the  convention, 
Gramm  plans  to  barnstorm 
California,  Kentucky,  Ohio, 
and  South  Dakota — all,  he 
claims,  to  campaign  for  Bush 
and  Republican  congressional 
candidates. 

The  Bush  campaign 
hopes  its  tough  stands 
on  abortion  and  "family  val- 
ues" will  win  the  votes  of  so- 
cially conservative  Hispanics. 
But  one  line  in  the  130-page 
GOP  platform  could  work  at 


cross-purposes.  It  endorses 
the  construction  of  "struc- 
tures necessary  to  secure  the 
border"  from  illegal  immigra- 
tion. Many  Hispanics  view 
this  so-called  Tortilla  Curtain 
as  racist,  and  political  ana- 
lysts predict  that  it  will  hurt 
Bush  in  the  Mexican-Ameri- 
can communities  of  Califor- 
nia, New  Mexico,  and  Texas. 
"The  platform  makes  it  far 
more  difficult  for  Republi- 
cans to  make  inroads  among 
the  traditionally  Democratic 
Mexican-American  vote,"  says 
Jerry  Polinard,  a  political 
scientist  at  the  University 
of  Texas-Pan  American.  The 
sour  economy  was  already 
hurting  the  Republicans 
among  Mexican-Americans.  A 
recent  Houston  Chronicle 
poll  showed  Clinton  leading 
among  Texas  Latinos  by  near- 
ly 10  to  1.  This  cloud  may 
have  a  silver  lining:  San  Fran- 
cisco pollster  Mervin  Field 
says  Bush  might  offset  some 
of  his  loss  by  tapping  into  the 
anti-immigrant  sentiments  of 
border  state  voters.  But  that's 
small  consolation. 


BYE,  BYE  BRADY? 

George  Bush  seems  on  the  right 
track  with  talk  of  new  faces  in  a 
second  term.  BW  asked  401 
executives:  How  do  you  rate  the 
President's  team  of  economic 
advisers— Treasury  Secretary 
Nicholas  Brady,  Budget  Director 
Richard  Darman,  and  Council  of 
Economic  Advisers  Chairman 
ichael  Boskin:  Excellent,  pretty 
air,  or  poo 


Excellent  j'^"^ 

^  2% 

Pretty  good  JfjjfjUf^ 

H 

Only  ^^^^^^^^^^H 

Poor 

H  22% 

Not  sure  J 

2% 

Survey  conducted  July  29-Aug.  6 
by  Louis  Harris  &  Associates  Inc. 
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CONSARC'S  ROBERTS:  "WE'VE  HAD  A  VERY  RAW  DEAL  FROM  THE  U.S.  GOVERNMENT 


CAUGHT  BETWEEN  SADDAM 
AND  UNCLE  SAM 


U.S.  companies  want  to  be  paid  for  sales  to  Iraq  before  the  war 


B'! 


eginning  in  the  early  1980s,  the 
U.  S.  government  encouraged 
American  companies  to  do  busi- 
ness with  Iraq  as  part  of  a  broader  poli- 
cy to  aid  Saddam  Hussein  in  his  war 
with  Iran.  But  after  Iraq  invaded  Ku- 
wait, the  companies  were  suddenly  left 
with  billions  in  unpaid  bills.  Even  if  Iraq 
had  agreed  to  pay  up,  U.  S.  sanctions 
barred  the  companies  from  collecting  on 
goods  shipped  or  services  rendered  to 
Iraq  before  the  August,  1990,  invasion. 

Now,  those  companies  are  accusing 
the  Bush  Administration  of  betraying 
them — again.  They  say  the  U.  S.  has 
failed  to  make  good  on  promises  to  set 
up  a  compensation  system  funded  with 
the  $1.3  billion  in  Iraqi  assets  that  were 
frozen  under  the  wartime  sanctions. 
PROMISES,  PROMISES.  Some  companies 
are  waging  their  battle  in  the  federal 
courts,  where  they  are  arguing  that  they 
should  be  paid  from  the  pool  of  frozen 
Iraqi  assets.  But  both  the  State  Dept. 
and  the  Treasury  Dept.'s  Office  of  For- 
eign Assets  Control  (OFAC),  which  han- 
dles the  money,  are  vigorously  trying  to 
block  the  payments.  "We  think  we've 
had  a  very  raw  deal  from  the  U.  S.  gov- 
ernment in  multiple  respects,"  says  Ray- 
mond J.  Roberts,  president  of  Consarc 
Corp.,  a  Rancocas  (N.  J.)  engineering 
company  that  filed  one  of  the  suits. 
Administration  officials  say  deserving 


U.  S.  companies  will  get  paid — but  not 
just  yet.  OFAC  Director  R.  Richard  New- 
comb  says  his  aim  is  an  orderly  and  fair 
resolution  of  claims.  OFAC  has  about 
1,100  claimants  seeking  a  total  of  $6  bil- 
lion— far  more  than  the  $1.3  billion  in 
frozen  funds  available. 

Meanwhile,  U.  S.  companies  are  upset 
by  a  payment  that  did  sail  through  OFAC. 
The  Treasury  office  allowed  the  U.  S. 
Agriculture  Dept.  to  issue  $416  million 
to  Bahrain-based  Gulf  International 
Bank — a  big  lender  to  Iraq  before  the 
invasion.  The  money,  which  honored 
USDA  loan  guarantees,  came  from  Agri- 
culture funds,  not  the  OFAC  pool. 

But  the  payment  is  controversial. 
OFAC  has  argued  in  the  suits  that  the 
Iraqi  sanctions  bar  transfers  of  cash  if 
the  Iraqi  government  has  any  interest  in 
the  money.  And  when  the  $416  million 
was  paid  out,  Gulf  was  10.45%  Iraqi- 
owned.  That  sparked  a  Mar.  30  inquiry 
by  Senate  Agriculture  Committee  Chair- 


Only  $1.3  billion  in 
Iraqi  funds  are  frozen, 
but  claimants  seek  a 
total  of  $6  billion 
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man  Patrick  J.  Leahy  (D-Vt.).  Agric 
ture  responded  a  month  later,  noti 
that  Gulf's  board  had  extinguish  ■yi 
Iraq's  interest  on  Apr.  22.  Both  Agric  ]ni 
ture  and  Newcomb  have  noted  that  Of  — r 
determined  in  August,  1990,  that  Iraj 
minority  stake  did  not  give  it  "ownersl|** 
or  control"  over  Gulf. 

Consarc  attorney  Neil  E.  McDon  fB'^!""" 
says  that's  not  good  enough.  He  sa  suMl 
the  money,  at  a  minimum,  should  ha  i?™™^^*' 
been  paid  into  a  frozen  account.  C(  i 
gress  also  has  doubts  about  the  payou  Ifk 
The  House  Banking  Committee  on  Ai  lalragc 
12  subpoenaed  documents  from  Gulf  w4 
garding  its  Iraqi  ownership.  And  t 
Senate  Agriculture  Committee  is  pr<  turierer 
ing  the  transfer.  Says  Leahy:  "We  i  Wf> 
continuing  to  investigate  the  legality  a 
propriety  of  USDA's  payments  to  gib.' 
COURT  ADVANTAGE?  No  wonder  U. 
companies  are  looking  to  the  courts,  tepo' 
September,  1990,  Consarc  sued  an  In  liito-parts 
ministry  and  bank  over  the  busted  s!  sir  thi 
of  four  industrial  furnaces.  After  t  fetitive, 
Iraqis  failed  to  appear  in  court,  U. 
District  Court  Judge  Stanley  Sporl 
awarded  Consarc  $64.1  million.  Rejectii 
Administration  pleas,  the  judge  in  A 
gust,  1991,  affirmed  the  award.  He  al  flit  new 
barred  OFAC  from  transferring  to  thi  fc  parts 
parties  $6.4  million  in  frozen  funds  th  one  c; 
Consarc  is  entitled  to.  OFAC  is  appealir  yaiiiu 

In  another  case.  Centrifugal  Castii  lar  conti 
Machine  Co.  in  Tulsa  sued  Iraq  and  ol  itoiitfor 
ers  for  access  to  $2.7  million — downpa  c-  ic  ttirf 
ment  for  machinery  made  under  a  lett  jhtn 
of  credit  issued  by  the  Central  Bank  :-: 
Iraq.  The  case  was  settled,  and  the  d  i 
trict  court  ordered  the  money  disburs' t  - 
over  OFAC's  objections.  In  June,  a  fedtf 
al  appeals  court  affirmed  the  order.  T 
U.  S.  has  declined  to  appeal. 

Until  recently,  Iraq  hasn't  shown  up 
court,  allowing  the  companies  to 
judgments  by  default.  That's  changi 
In  April,  199i,  First  City,  Texas-Hous 
won  a  $53.2  million  default  judgment  fj 
unpaid  loans.  It's  now  seeking  a  partij 
payment  of  $21  million  in  frozen  asse 
In  a  hearing  set  for  Aug.  21,  Edward 
Powers,  a  lawyer  representing  Iraqi-ci 
trolled  Rafidain  Bank,  will  seek  to  vo| 
the  judgment.  Powers  says  that  Iraq  hi 
up  to  now  ignored  the  claims  against 
because  it  had  more  pressing  concerns-l 
and  didn't  think  the  suits  would  hold  uj 

Some  lawyers  are  telling  clients  not 
sue — that  they'll  do  better  waiting  ■ 
OFAC  to  set  up  a  claims  procedure.  Sa;  jj  j 
Washington  lawyer  Joseph  P.  Griffi  ifej(f,jf( 
"Our  view  is:  Why  spend  all  this  mon<  loi'  j. 
to  fight  the  U.S.  government?"  Th(  rt^toij ( 
again,  it  could  be  some  wait:  The  U.  1  stifm  g , 
still  hasn't  released  all  of  the  funds  fr  (eii;>,' 
zen  during  the  Korean  conflict.  i^^,^ 

By  Michele  Galen  in  New  York,  tvi. 
Mike  McNamee  in  Washington 
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Commentary/by  James  B.  Treece 


THE  LESSONS  GM  COULD  LEARN  FOR  ITS  SUPPLIER  SHAKEUP 


^■ot  since  Ralph  Nader  has  one 
11  man  so  shaken  Detroit.  In  the 
three  months  since  he  became 
leral  Motors  Corp.'s  global  purchas- 
czar,  J.  Ignacio  Lopez  de  Arriortua 

provoked  anger  and  fear  among 
5.  automotive  parts  makers.  Al- 
ugh  unwilling  to  complain  about 
h  a  huge  customer,  suppliers  speak 
lemently  in  private.  "You  talk  to 
leone  on  the  phone,  and  it's  as  if  an 
murderer  were  at  the  door,"  notes 
vid  Cole,  director 
the  University  of 
thigan's  Center  for 
Study  of  Automo- 
;  Transportation, 
^uto-parts  makers 
isider  themsel  'es 
npetitive.  But  Lo- 
,  believes  that  they 
1  have  a  long  way 
go.  He  has  ripped 

contracts  and 
ight  new  bids  for 
the  parts  GM  buys. 

one  case,  he 
iked  a  multimillion- 
lar  contract  and 
;  it  out  for  new  bids 
ce  in  three  weeks. 
Dpliers  that  had  in- 
;ted  in  developing 
V  products  for  GM 
re  shocked  to  see 
!  carmaker  pass 
iir  blueprints 
)und  to  competi- 
s,  asking  if  anyone 
lid  build  the  prod- 
s  for  less. 
ST  HELP.  Lopez 
inly  doesn't  care 
)ut  his  popularity. 
>  sole  preoccupation 
making  GM's  North 
lerican  operations 
ifitable  again.  Yet 
methods  are  sowing  discord  among 
!  very  suppliers  whose  help  he 
?ds.  Lopez  would  do  well  to  study 
)plier  relations  at  other  carmakers, 
ich  aim  to  build  long-term  trust  and 
)peration  (table).  With  a  few 
mges  in  style,  he  might  smooth  ruf- 
i  feathers  and  still  meet  his  goals. 
*Jo  U.  S.  parts  maker  denies  the  need 
restore  GM's  competitiveness.  The 
sstion  is  whether  Lopez  will  cut  the 
ces  GM  pays  by  squeezing  suppliers' 
rgins  or  by  helping  them  cut  costs, 
pez  insists  that  he  intends  to  do  the 


latter — wisely  so,  since  only  by  cutting 
costs  can  suppliers  sustain  lower 
prices.  The  core  of  his  strategy:  PICOS. 

PICOS,  an  acronym  for  Purchased  In- 
put Concept  Optimization  with  Suppli- 
ers, involves  sending  teams  of  manu- 
facturing engineers  into  supplier 
plants.  There  they  root  out  waste,  help 
install  lean-production  techniques,  and 
generally  cut  costs.  Lopez  used  PiCOS 
teams  with  great  success  as  head  of 
purchasing  for  GM  Europe,  and  started 


Tears  up  existing  contn 
and  put  all  parts  out  for 
new  bids.  In  one  case,  GM 
sought  new  bids  twice  in 
three  weeks 


Hands  blueprints  drawn 
by  one  supplier  to 
suppliers,  asking 
they  can  make  th 
for  a  lower  price 


Tells  suppliers  it  ex 
price  cuts  of  more  than 
20%,  based  on  effi  ' 
improvements 


OTHER 
MAKERS 
DO  IT 


lyota  has  two  long-term 
suppliers  for  every  part. 
Those  two  compete  vigor 
usiy,  but  other  competi 
re  not  welcome 


rysler  asks  suppliers  j 
how  it  should  change  tc| 
help  them  hold  down 
d  prices 


setting  them  up  immediately  upon  his 
arrival  in  Detroit.  PICOS  teams  in  North 
America  have  visited  40  supplier  plants 
already  and  plan  to  visit  355  by  year- 
end.  On  average,  they  have  yielded 
productivity  gains  of  over  50%,  reduced 
space  needs  on  factory  floors  by  46%, 
and  cut  inventories  by  48%,  says  Alan 
G.  Perriton,  a  top  Lopez  aide. 

In  essence,  the  PlCOS  teams  are  the 
same  as  the  supplier-improvement 
groups  organized  by  Toyota  Motor 
Corp.  In  a  recent  case,  Toyota  helped  a 
U.  S.  supplier,  Flex-N-Gate  of  Danville, 


III,  improve  its  factory  operations.  Af- 
ter two  years  of  Toyota-led  changes, 
Flex-N-Gate  has  more  than  doubled 
productivity  while  cutting  lead  times 
947'',  inventories  987",  and  defects  91%-. 
NO  CODDLING.  Toyota  isn't  one  to  cod- 
dle its  suppliers.  Inviting  Toyota,  or  a 
GM  PICOS  team,  into  your  plant  is  about 
as  much  fun  as  asking  for  an  IRS  audit. 
Yet  Toyota  workouts  don't  spook  sup- 
pliers the  way  Picos  does. 
Why?  First,  Toyota  is  the  world's 
low-cost  carmaker. 
Nobody  doubts  the 
competence  of  Toyo- 
ta's manufacturing 
experts.  The  same 
can't  be  said  of  GM. 
Suspicions  about  GM's 
manufacturing  skills 
are  magnified  by  the 
widespread  view  that 
GM's  own  in-house 
suppliers  are  woefully 
uncompetitive. 

Lopez  can  turn  that 
skepticism  to  his  ad- 
vantage by  launching 
a  high-visibility  PICOS 
makeover  of  one  of 
his  own  shops.  An  ide- 
al candidate  is  Sagi- 
naw Div.,  a  top-notch 
outfit  that  sells  steer- 
ing gears  and  col- 
umns to  carmakers 
worldwide.  If  a  PICOS 
team  can  produce  50% 
improvements  in  in- 
ventory and  produc- 
tivity there,  Lopez 
would  quiet  a  lot  of 
naysayers. 

Second,  suppliers 
are  more  eager  to 
deal  with  Toyota  be- 
cause of  an  atmo- 
sphere of  trust.  They 
know  that  Toyota  is  loath  to  dump  a 
supplier  for  a  lower  price  elsewhere. 
That's  plainly  not  true  of  Lopez's  GM. 
"The  way  this  all  got  launched,  there's 
a  whole  lot  of  distrust  about  what  GM 
is  doing,"  says  Kenneth  L.  LaGrand, 
executive  vice-president  of  Gentex 
Corp.,  a  mirror  maker  in  Zeeland,  Mich. 

Such  comments  reveal  how  Lopez,  in 
his  drive  to  yield  immediate  cost  sav- 
ings, has  poisoned  the  atmosphere  be- 
tween GM  and  its  suppliers.  It  may  be 
time  to  ask  whether  the  pollution  is 
worth  the  price. 
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NOT  QUITE 
A  CASH  CROP 


Nervous  American  farmers  are 
anticipating  a  big  drop  in  income 


ever  an  optimistic  lot,  America's 
farmers  this  year  may  have 
more  to  beef  about  than  usual. 
True,  the  Agriculture  Dept.  on  Aug. 
12  said  it  expects  bin-busting  corn  and 
soybean  crops — despite  problems  with 
cold  and  rainy  weather.  But  the  huge 
harvests  may  not  mean  much  to  the 
growers.  That's  because  rising  costs,  a 
decrease  in  government  subsidies,  a  con- 
tinuing downturn  in  livestock  prices,  and 
a  drop  in  wheat,  corn,  and  soybean  ex- 
ports will  all  combine  to  squeeze  farm 
income.  On  top  of  that,  the  bumper 
crops  are  driving  crop  prices  way  down. 
Corn  prices,  for  example,  are  expected 
to  sink  from  their  current  levels  of  $2.23 
a  bushel,  which  is  al- 
ready far  below  last 
year's  $2.51  (chart). 

EARLY  FROST?   Add  it 

all  u[.),  and  the  picture 
isn't  pretty.  Indeed,  the 
Agriculture  Dept.  pro- 
jects   that  farmers' 
cash  income  this  year 
will  drop  to  as  low  as 
$51  billion,  18%  below 
the  record  $62  billion 
set  in  1990.  And  that's 
the  optimistic  scenario: 
If  an  early  frost  hits 
and  puts  a  dent  in  the  government's 
huge  crop  forecasts,  the  income  figures 
could  be  even  worse — down  by  as  much 
as  $2  billion  from  the  official  forecast, 
say  some  economists. 

A  drop  in  farm  income  would  spell  big 
trouble  for  agricultural-equipment  mak- 


BEMNKEN:  "IT'S  BEEN 
A  FRUSTRATING 
YEAR" 


ers,  who  already  are  suffering  from  a 
steep  sales  slide  brought  on  by  tightfist- 
ed  farmers  and  an  unsuccessful  effort  to 
raise  prices  by  as  much  as  10%  earlier 
this  year.  From  April  through  June,  a 
key  selling  season,  domestic  sales  of 
large  tractors  dropped  50%'  from  the 


BUMPER  CROP,  LOWER  PRICE 


year-ago  period,  while 
combine  sales  skidded 
67'X.  The  impact  on 
Deere  &  Co.,  for  one, 
has  been  dramatic.  Al- 
exander M.  Blanton,  an 
analyst  with  Ingalls  & 
Snyder  in  New  York, 
projects  a  10$  loss  per 
share  for  the  company 
this  year,  a  sharp  drop 
from  the  $1  a  share 
profit  he  foresaw  at 
the  start  of  1992. 
Meanwhile,  the  big 
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harvests  won't  even  provide  comfort  in 
the  form  of  lower  food  prices  for  con- 
sumers. Farm  costs  make  up  only  a  thin 
slice  of  the  price  tags  on  grocery  store 
items.  If  there  is  a  silver  lining  to  all 
these  problems,  it  is  that  low  prices 
promise  big  gains  for  such  grain  proces- 


th  it 


sors  as  Arrlicr  1  >;uiiels  Midland  Co. 
privately  held  rivals  Cargill  Inc. 
Continental  Grain  Co.  Indeed,  those  c(|ere 
panies  are  snapping  up  their  raw  mat 
al,  such  as  corn  and  soybeans,  at 
lowest  prices  in  four  years. 
LESS  DEBT.  Still,  the  drop  in  farm  incoinni 
isn't  likely  to  set  off  a  wave  of  forec  if 
sures  and  bankruptcies  similar  to  th( 
that  took  place  during  the  mid-198 
Learning  from  that  sorry  experien 
farmers  have  trimmed  their  debt  fri 
the  1984  high  of  $193.8  billion  to  j 
$138.4  billion  last  year,  a  297^  drop 
means,  even  with  incomes  falling, 
ers  are  looking  at  their  strongest 
ance  sheets  in  years.  "The  farmer  ni 
be  in  desperate  shape.  But  the  diff 
ence  is  that  he  has  paid  off  his  debts 
doesn't  have  them  hanging  around 
neck  any  more,"  says  Daniel  Basse, 
rector  of  market  research  for  Ag 
source  Co.  in  Chicago. 

Those  balance  sheets  are  so  healtfci 
that  lenders  are  rushing  back  into 
farm  belt.  In  1991,  the  portfolio  of  fai 
loans  held  by  private  banks  jumped 
to  a  new  higli  of  $53  billion,  with  most 
the  increase  attributable  to  real  estj 


Tl 

far  Jf 


sH  ye 

![it(i  fai 


R,  tie 
sbee 
0!  farmer 
Fum 


\itio  ei 
ma.  B 
I 'ntle  ii 
lam  vol 
kiiin) 
iriiatives 
If  credte 
L<-liotb 
i  Treasui 


a 


(lection  v 


soltaai  V 


f  3e,  tV 


IT'S  NO  PICNIC  IN 
THIS  COTTON  PATCH 


These  are  dog  days  in  Corcoran, 
Calif.,  population  8,313.  Shopkeep- 
ers say  business  has  slowed  to  a 
crawl  at  R&M  Drug  on  Whitley  Avenue, 
the  town's  main  drag.  And  down  the 
block,  the  hamlet's  only  movie  house  has 
just  shut  down. 

It  is  Corcoran's  bad  luck  that  its  for- 
tunes are  tied  to  the  160,000  acres  of 
adjoining  cotton  fields  farmed  by  the  na- 
tion's largest  cotton  grower,  J.  G.  Boswell 


Co.  And  after  six  years  of  drought,  a 
worldwide  glut  in  the  cotton  market,  and 
depressed  real  estate  values,  times  are 
tough  for  the  closely  held  Boswell. 

In  a  July  27  letter  to  shareholders, 
Chief  Executive  Officer  James  W.  Bos- 
well announced  that  the  company  will 
slash  its  dividend  by 
50%,  to  $25  a  share. 
"California  is  in  the 
midst  of  its  worst  eco- 
nomic recession  in  over 
60  years,"  wrote  Bos- 
well, who  declined 
to  be  interviewed  by 
BUSINESS  WEEK. 
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Boswell's  biggest  problem  is 
water  prices.  Cut  back  to  only  45! 
normal  allotment  of  state  water,  ti 
pany  has  been  forced  to  drill  ever  n. 
for  groundwater.  That  has  doul 
water  costs  during  the  past  18  i 
And  that,  in  turn,  has  added  $10i 
to  its  operatinjlji; 
this  year,  the 
says.  Making 
even  worse, 
prices,  depres 
bumper  crops  ii 
and  Pakistan,  arttj 
to  57<t  a  pound,  t| 
est  level  since 
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ns.  And  the  governmeiil-backed  Farm 
^dit  System  last  year  saw  its  first 
ir-over-year  f^ain  in  farm  lending  in 
triy  a  decade.  The  upshot:  Farmhuid 
ues  rose  by  nearly  2?f  in  many  parts 
;he  Midwest  early  this  year,  reversin^r 
lines  in  the  prior  year.  Indiana,  Michi- 
1,  Illinois,  and  Iowa  have  shown  par- 
ilar  strength,  according  to  a  recent 
dy  by  the  Federal  Reserve  Bank  of 
cago. 

'hat  doesn't  mean  farmers  are  rush- 
to  take  on  unnecessary  debt.  They're 
busy  worrying.  Just  ask  Leland 
inken,  who  says  his  2,600-acre  corn 
1  soybean  farm  in  west-central  Illinois 
surrounded  by  trouble.  To  the  south 
1  east,  heavy  July  rains  drowned 
ne  fields  of  corn  in  as  much  as  12 
hes  of  water.  To  the  northwest,  late 
ntings  have  delayed  the  crop,  Behn- 
1  says,  putting  farmers  at  risk  for  an 
ly  frost.  Meanwhile,  way  out  in  Cali- 
nia,  six  years  of  drought  have  badly 
,  into  farmers'  yields  (page  30). 
lere's  a  good  crop  out  there  some- 
ere,'"  the  66-year-old  Behnken  says, 
ut  it's  been  a  frustrating  year  for  a 
of  farmers." 

)ERAL  FUNDS.  If  a  bumper  crop  does 
ne  in  this  year,  it  could  be  George 
sh  who  ends  up  getting  stuck  with 
1  excess.  Bush  will  have  to  dip  deeply 
3  Uncle  Sam's  till  if  he  wants  to  keep 
:  farm  vote  happy  by  creating  a  mar- 
:  for  the  expected  oversupply.  His  two 
ernatives — boosting  exports  with 
de  credits  and  paying  out  price  sup- 
•ts — both  come  directly  out  of  the 
S.  Treasury. 

'It's  going  to  be  interesting  to  see 
N  the  government  responds  to  some 
entially  extremely  low  prices  during 
election  year  with  the  President  trail- 
:  in  the  polls,"  observes  William  Bai- 
,  director  of  research  for  agricultural 
isultant  World  Perspectives.  But,  al- 
idy  worried  about  an  early  frost  and 
:ir  disappearing  hopes  for  higher  in- 
ne,  farmers  wince  at  the  thought  of 
)ther  "interesting"  year. 

By  David  Greising  m  Chicago 


I  had  hoped  to  bolster  its  balance 
ay  selling  some  of  its  vast  San 
1  Valley  holdings.  Potential  buyers, 
5r,  have  not  been  able  to  get 
ig- 

in  Corcoran,  Bos  well  has  stopped 
new  tractors  and  other  equipment, 
ing  city  sales-tax  revenues  to  just 
[)  this  year,  down  from  more  than 
0  in  1991.  And  unemployment  in  the 

25%.  City  Manager  Donald  Pauley 
mors  are  swirling  that  Boswell  will 
lash  management  jobs.  That's  bad 
3r  the  managers  and  more  bad  luck 
coran. 

By  Eric  Schine  in  Los  Angeles 


TAXES  I 


CONGRESS  CAN'T  SAVE  MONEY, 
BUT  IT  WANTS  YOU  TO 


A  Senate  tax  bill  would  make  iRAs  and  401(k)  plans  more  alluring 


Ask  any  economist,  and  you'll  hear 
that  Americans  have  forgotten 
how  to  save.  During  the  past  de- 
cade, American  families  put  money  aside 
at  just  half  the  rate  they  did  during  the 
1960s  and  1970s  (chart).'  During  all  that 
time.  Congress  has  been  struggling  to 
boost  private  savings.  Now,  in  the  tax 
bill  working  its  way  through  the  Senate, 
lawmakers  have  cobbled  together  two 
proposals  they  hope 
will  do  the  job. 

The  idea  getting  the 
most  attention  is  a 
proposal  by  Senate  Fi- 
nance Committee 
Chairman  Lloyd  Bent- 
sen  (D-Tex.)  and  Sena- 
tor William  V.  Roth 
Jr.  (R-Del.)  that  would 
beef  up  individual  re- 
tirement accounts,  the 
savings  plans  that 
were  sharply  limited 
by  the  1986  tax  re- 
form act.  But  another 
proposal,  to  boost 
401(k)  plans,  could 
provide  a  bigger  kick. 
LIMITS.  The  IRA  pro- 
posal, somewhat 
trimmed  back  from  its 
original  form,  would 
provide  extremely 
generous  tax  benefits 
for  some  savers.  iRAs 
now  are  limited  to  in- 
dividuals earning  less 
than  $25,000  and  cou- 
ples earning  less  than 
$40,000.  Under  the 
Senate  plan,  they 
would  be  available  to 
individuals  earning  as 
much  as  $90,000  and 
couples  earning  up  to 
$130,000.  More  impor- 
tant, the  bill  would  re- 


UNDER  BENTSEN'S  PLAN,  IRAs  WOULD 
BE  AVAILABLE  TO  MORE  PEOPLE 


structure  the  savings  account.  Under  the 
traditional  IRA,  contributions  are  tax  de- 
ductible when  they  are  made,  and  earn- 
ings are  tax-deferred  until  they  are  with- 
drawn. Under  the  Senate  measure, 
savers  could  choose  to  pay  tax  on  their 
contributions  and  avoid  all  taxes  on 
withdrawals  made  after  five  years. 

These  "back-loaded"  iras  are  far 
more  generous  in  the  long  run.  But  they 
have  one  big  problem:  Many  economists 
say  that  the  middle  class  isn't  likely  to 


participate.  "I  don't  like  back-loaded 
IRAS,"  says  National  Bureau  of  Econom- 
ic Research  economist  Jonathan  S.  Skin- 
ner. "You  have  to  give  the  front-loaded 
inducement  to  attract  people  who  other- 
wise wouldn't  save."  That  means  partici- 
pation in  the  new  IRAs  mostly  would 
come  from  savvy  investors  who  would 
merely  shift  savings  to  take  advantage 
of  the  tax  break. 

That's  why  401(k)s 
could  provide  a  bigger 
bang  for  the  buck. 
The  plan's  great  ad- 
vantage is  that  auto- 
matic payroll  deduc- 
tions encourage  thrift: 
People  can't  spend 
what  they  don't  take 
home.  In  1988,  the  last 
year  for  which  statis- 
tics are  available,  15 
million  people  contrib- 
uted nearly  $40  billion 
to  401(k)  plans — as 
much  as  had  ever 
been  saved  annually  in 
IRAS.  And  participa- 
tion has  continued  to 
zoom:  Putnam  Cos.,  a 
big  Boston  fund  man- 
ager, estimates  that 
the  401(k)  business  is 
growing  by  15%  to 
20%  a  year. 

But  many  middle 
managers  are  barred 
from  contributing  as 
much  as  they  would 
like,  because  their  em- 
ployers run  afoul  of 
Internal  Revenue  Ser- 
vice rules  designed  to 
protect  lower-paid 
workers.  The  Senate 
wants  to  broaden  par- 
ticipation by  easing 
those  rules.  It  would 


allow  highly  paid  workers  to  contribute 
the  maximum  $8,728  a  year,  as  long  as 
their  employers  matched  the  first  3%  of 
participating  employees'  salaries. 
HIGHER  COSTS.  The  employer  match 
seems  to  be  a  key  to  getting  more  highly 
paid  workers  to  participate.  Aggressive 
education  may  be  the  secret  to  building 
interest  among  lower-paid  workers. 
Chevron  Corp.'s  participation  rate  is 
90%.  Benefits  manager  Alex  G.  Ross 
says  that  is  partly  because  the  company 
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publishes  a  newsletter  that  helps  explain 
the  investment  world,  and  has  begun  in- 
stalling electronic  kiosks  at  work  sites 
where  employees  can  check  on  their  ac- 
counts. "The  communication  aspect," 
Ross  says,  "is  absolutely  key  to  the  suc- 
cess of  this  plan." 

Of  course,  pulling  more  workers  into 
401(k)  plans  will  cost  business  more,  es- 
pecially if  tied  to  a  company  match.  And 


that  has  some  companies  worried.  Alpha 
Industries  Inc.,  a  Woburn  (Mass.)  semi- 
conductor maker,  has  doubled  its  partici- 
pation rate  to  nearly  70%  by  instituting  a 
$500  match  and  an  aggressive  education 
plan.  But  S7(  is  a  bit  steep.  "We'd  like  to 
if  we  could  afford  it,"  says  Chief  Finan- 
cial Officer  William  A.  Krein. 

The  proposals  could  also  prove  expen- 
sive to  the  government:  Many  econo- 


mists say  these  ideas  won't  encouraj 
enough  private  savings  to  offset  the  U 
revenue  they  cost  the  Treasury.  Yet  f 
Americans  who  didn't  salt  much  aw; 
during  the  1980s,  the  new  savinj 
plans — particularly  the  low-profile  401( 
plans — would  prove  a  welcome  boon. 

By  Howard  Gleckman  in  Washingto 
with  Mark  Maremont  in  Boston  ai 
Russell  Mitchell  in  San  Francisco 


TOURISM  I 


BOM  VOYAGE 
TO  THE  QUEEN? 


The  Queen  Mary  is  for  sale 
— and  proposals  run  the  gamut 


It  fits,  somehow.  Cunard  Line  Ltd.'s 
legendary  Queen  Elizabeth  2,  now  in 
its  25th  year,  ran  aground  in  a  chan- 
nel near  Martha's  Vineyard  on  Aug.  7, 
landing  the  luxury  ocean  liner  in  dry 
dock  for  a  month  or  more.  Meanwhile, 
another  Cunard  ship,  the  Queen  Mary, 
which  hasn't  sailed  in  25  years,  is  dan- 
gerously close  to  coming  unmoored. 

On  Aug.  24,  bidding  for  the  Queen 
Mary  will  close,  sealing  the  fate  of  the 
venerable  lady  that  has  become  the  sym- 
bol of  California's  City  of  Long  Beach. 
City  elders  have  been  trying  to  figure 
out  what  to  do  with  the  stately  icon  ever 
since  Walt  Disney  Co.,  which  operates 
the  ship  as  a  floating  hotel  and  tourist 
attraction  for  the  city,  announced  in 
March  that  it  would  invoke  a  contractual 
escape  clause.  It  walks  away  from  its 
money-losing,  55-year  lease  at  the  end  of 
next  month.  "For  25  years,  it  has  been  a 
financial  elephant  around  our  necks," 
says  Mayor  Ernie  Kell,  who  wants  to 
sell  the  ship.  "And  if  Disney  can't  make 
it  work,  I  don't  think  anyone  can." 
BALLOT  TEST.  But  the  Long  Beach  City 
Council  wants  to  keep  old  Mary,  and  it 
has  even  engineered  a  way  to  put  the 
question  to  the  public.  A  study  commis- 
sioned by  the  city  suggested  these  alter- 
natives for  the  ship:  sink,  scrap,  or  sell 
it — or  allow  gambling  aboard,  which 
would  generate  enough  revenue  to  en- 
sure profitable  operations.  As  a  result, 
the  city's  November  ballot  will  include  a 
measure  that  would  authorize  a  card  ca- 
sino. "You  don't  have  many  poker  advo- 
cates in  Long  Beach,"  says  Councilman 
Warren  Harwood,  "but  you  have  a  lot  of 
Queen  Mary  advocates." 

The  question  may  be  moot  if  the  city 
can  sell  the  ship — which  could  happen. 
Laughlin  (Nev.)  gaming  czar  Don 
Laughlin  is  rumored  to  be  interested  in 
towing  Mary  to  Gulf  port.  Miss.,  to  be 


FRESH  WAVE:  CUTTINC  THE  TOUR  PRICE  TO  $10  HAS  HELPED  BRING  VISITORS  BACK  IN  DROVES  I 


the  centerpiece  of  a  casino  and  conven- 
tion complex  he  would  like  to  build 
there.  A  Japanese  group,  hoping  to  skirt 
Tokyo's  exorbitant  land  prices,  wants  to 
anchor  the  ship  in  Tokyo  Bay  and  use  it 
as  a  hotel.  "The  rooms  are  on  the  small 
side,"  says  Kell,  "but  so  are  most  hotel 
rooms  in  Tokyo." 

At  least  one  bidder  thinks  he  can 
make  a  go  of  it  in  Long  Beach.  Joseph 
F.  Prevratil  ran  the  Queen  Mary  from 
1981  until  his  employer,  Wrather  Corp., 
was  sold  to  Disney  in  1988.  "We  used  to 
throw  off  $5  million  to  $7  million  a  year 
in  positive  cash  flow,"  he  says.  Prevratil, 
now  an  independent  contractor  and  proj- 
ect manager  for  the  $95  million  expan- 
sion of  the  nearby  Long  Beach  Conven- 
tion Center,  is  readying  his  bid. 

Disney's  desertion  couldn't  have  come 
at  a  worse  time  for  the  city.  Southern 
California  is  mired  in  its  worst  recession 
in  60  years,  and  Long  Beach  has  been 


One  group,  hopuig  to  skirt 
Japan's  land  prices,  wants  to 
anchor  the  ship  in  Tokyo  Bay 

and  use  it  as  a  floating  hotel 


particularly  hard  hit.  The  U.  S.  Navy  :  c 
shutting  down  its  base  and  hospit;  i 
there,  and  there's  talk  of  turning  th  i 
hospital  into  a  prison.  Its  shipyard  is  sti  | 
operating,  but  even  that's  in  trouble  a 
the  Navy  funnels  more  business  to 
competing  facility  in  San  Diego.  McDot  i 
nell  Douglas  Corp.,  by  far  the  city 
largest  employer,  has  slashed  its  wor| 
force  to  36,000  from  53,000  two  yea: 
ago,  and  the  company  said  in  July 
would  release  an  additional  4,000 
5,000  workers  by  the  end  of  the  year. 
WALKING  THE  PLANK.  Meanwhile,  tou 
ists  have  started  showing  up  at  th| 
Queen  Mary  in  droves  again — some  b 
cause  Disney  has  slashed  the  adm.issio 
price  to  $10  from  $17.95,  others  to  pa, 
their  last  respects.  Older  visitors  retur 
to  commemorate  long-ago  transatlanti 
crossings.  Younger  ones  climb  the  gang 
plank  to  relive  memories  of  weddin)] 
banquets  or  prom  nights. 

All  the  hubbub  seems  to  have  give 
Long  Beach  officials  new  hope,  and 
plan  unveiled  this  month  for  the  redeve, 
opment  of  the  city's  waterfront  could  b' 
revamped  to  include  a  berth  for  the  no 
ble  cruise  liner.  If  not,  one  wag  sug 
gests,  it  could  always  be  towed  to  th^ 
waters  off  Martha's  Vineyard,  a  perma] 
nent  buoy  to  keep  the  QE2  off  the  rocks  i| 
By  Larry  Armstrong  in  Los  Angele. 
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third  quarter  of  1991,  Ameri- 
can earned  $70.3  million,  or 
$1.02  a  share. 


A  BURGER, 
A  COLD  ONE, 
AND  THOU 

Can't  afford  a  baby-sitter? 

A  night  at  home  isn't  neces- 
sarily cheap.  Here's  what  it 
costs,  in  various  parts  of  the 
country,  to  buy  McDonald's 
Quarter  Pounders  with 
cheese  for  two,  a  six-pack  of 
either  Budweiser  or  Miller 
Lite,  and  a  new  Monopoly 
board  game 

City  Cost 


New  York  City 

$27.44 

An(horage,  Alaska 

26.69 

Tulsa 

18.42 

Orlando 

17.97 

Cleveland 

17.57 

Median  price 
in  286  cities 


18.53 


DATA;  ACCRA 


CUHHROAT  FARES  CUT 
INTO  AMERICAN 


►  Just  when  it  seemed  that 
airline  industry  news  couldn't 
get  any  worse,  AMR,  parent  of 
American  Airlines,  announced 
on  Aug.  19  that  the  carrier's 
third-quarter  losses  will  top 
the  $48  million  it  lost  before 
special  charges  in  the  second 
quarter.  Some  analysts  had 
expected  AMR  to  report  slim 
profits  in  what  is  normally 
the  industry's  peak  season. 

But  thanks  to  the  airlines' 
fare  war  this  summer,  the  in- 
dustry's operating  loss  for  the 
third  quarter  could  approach 
$500  million,  says  analyst 
Samuel  Buttrick  of  Kidder 
Peabody.  While  American's 
low  prices  have  resulted  in 
traffic  records  for  the  Dallas- 
based  airline,  the  fares  aren't 
covering  rising  costs.  In  the 


AIR  CANADA  AND 
UNITED  MAKE  A  DEAL 


►  Canada's  two  major  airlines 
are  once  again  looking  south 
of  the  border  for  help  in  re- 
solving their  own  mounting  fi- 
nancial problems.  For  a  while, 
it  seemed  Canada's  two  air- 
lines would  merge.  But  those 
talks  died  on  Aug.  14,  when 
Canadian  Airlines  Internation- 
al rejected  an  Air  Canada  of- 
fer that  would  have  given  the 
larger  carrier  60'/'  control 
over  the  merged  company. 

So  on  Aug.  18,  Air  Canada 
announced  a  deal  with  United 
Airlines  that  has  the  two  car- 
riers, among  other  things,  co- 
ordinating their  schedules  and 
comf)ining  frequent-flier  pro- 
grams. Meanwhile,  Canadian 
is  scrambling  to  raise  the  fi- 
nancing it  needs  to  reopen  ne- 
gotiations with  American. 
American  might  be  interested 
in  a  257'  stake  in  Canadian. 


WANG  TELLS  IT 
TO  THE  JUDGE 


►  Thrashed  by  crushing  com- 
puter competition  and  $1.3  bil- 
lion in  debt,  Wang  Laborato- 
ries cried  uncle  with  a 
Chapter  11  bankruptcy  filing 
on  Aug.  18.  Chairman  Richard 
Miller,  the  turnaround  special- 
ist hired  in  1989  to  revive  the 


GERALDINE,  WE  HARDLY  KNEW  YE 


Massachusetts,  the  only  state  to 
back  the  Democrats'  in  1972,  still 
talks  about  George  McGovern. 
And  some  folks  in  Orange  Coun- 
ty, Calif.,  haven't  yet  recovered 
from  Barry  Goldwater's  1964 
loss  to  Lyndon  Johnson.  Those 
disappointed  voters  might  find 
comfort  in  Alternate  Presi- 
dents, a  collection  of  28  short 
stories  detailing  what  might' ve 
been  had  the  other  guy  won. 

In  this  version  of  history,  rushed  into  print  in  February 
the  1992  race  by  Tor  Books,  a  division  of  St  Martin's  Prei 
Abraham  Lincoln  lost  the  1860  election  and  went  on  to  beco; 
a  great  general  of  the  Civil  War.  President  Goldwater  nu^ 
Vietnam.  And  Adlai  Stevenson's  vice-president,  John  Kennei 
was  the  butt  of  frequent  jokes  after  he  married  a  Hollywo 
actress.  (The  new  Monroe  Doctrine:  "Ooh,  ooh,  aaaahhhhh! 
Tor,  in  fact,  had  so  much  stuff  on  the  first  family  of  Hyani 
that  in  July  it  printed  a  followup  book:  Alternate  Kennedy 


Lowell  (Mass.)  company, 
blamed  a  1980s  debt  binge 
that  left  no  way  to  escape  a 
bankruptcy  reorganization. 

Wang  plans  a  reorganiza- 
tion that  will  cut  revenues  to 
$1.4  billion,  from  $1.9  billion 
this  year,  and  slash  5,000  jobs. 
Miller  warns  that  Wang's 
$141  million  fiscal  1992  operat- 
ing loss  may  balloon. 


MORE  FISTICUFFS 
AT  PHAR-MOR 


►  Deep-discount  drug  retailer 
Phar-Mor,  hobbled  by  charges 
that  two  senior  executives  en- 
gaged in  fraud  and  embezzle- 
ment leading  to  a  $350  million 


write-off,  made  its  own  Chs 
ter  11  filing  on  Aug.  17.  T 
300-store  chain  won  court  2 
proval  to  spend  $50  million 
cash  that  had  been  collatei 
for  its  lenders.  Antonio  Al\ 
rez,  interim  chief  financial  ( 
ficer,  says  that's  enough 
operate  while  Phar-Mor  tri 
to  develop  a  game  plan  f 
the  Christmas  season. 

Meanwhile,  the  legal  batl 
over  who  gets  the  blame  f 
Phar-Mor's  troubles  has  b 
gun.  Phar-Mor  sued  form 
auditor  Coopers  &  Lybran 
accusing  it  of  negligence 
failing  to  uncover  the  frau 
C&L  filed  a  countersuit. 


NEW  CLIENTS  FOR  IBM 
AND  BRITISH  TELECOM 


CHIEF  e: 


►  Two  of  the  world's  techm 
ogy  giants,  IBM  and  Britis 
Telecommunications,  a: 
nounced  big  deals  on  Aug.  '. 
in  the  hot  field  of  "ou 
sourcing" — running  the  voi( 
and  data  networks  for  comp 
nies  that  would  rather  foci 
their  efforts  on  building  cai 
or  baking  cookies.  In  a  de, 
estimated  at  $10  million  ovt 
three  years,  British  Teleco: 
signed  up  BP  Chemicals  as 
client.  IBM,  meanwhile,  alli( 
with  Sears  Roebuck  to  fori 
Advantis,  a  joint  venture  1 
sell  outsourcing  services. 
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FOR  THE  FIFTH  YEAR,  THE  PREMIER  AMERICAN  BUSINESS  SUMMIT  - 
CHIEF  EXECUTIVES  OF  NORTH  AMERICA'S  FOREMOST  COMPANIES  WILL  CONVENE  TO  DISCOVER  AND  CELEBRATE 

THE  WORLD'S  BEST  CORPORATE  LEADERSHIP  MODELS. 


DISTINGUISHED  KEYNOTE  SPEAKERS  INCLUDE: 

DICK  CHENEY 

us  SECRETARY  OF  DEFENSE 

WILLIAM  COORS 

CHAIRMAN  AND  PRESIDENT.  ADOLPH  COORS  COMPANY 

MARIO  CUOMO 

GOVERNOR  OF  NEW  YORK 

AL  GORE 

us  SENATOR;  DEMOCRATIC  V  I  C  E  •  P  R  E  S  I  D  E  N  T  I  A  L  CANDIDATE 

MICHAEL  H.  JORDAN 

FORMER  CHAIRMAN  AND  CEO,  PEPSICO  INTERNATIONAL  FOODS  AND  BEVERAGES;  PARTNER,  CLAYTON  DUBILIER  AND  RICE 

DR.  HENRY  KISSINGER 

FORMER  US  SECRETARY  OF  STATE 
• 

PRESENTED  IN  ASSOCIATION  WITH 

KEMPER  SECURITIES,  INC. 
MCI  COMMUNICATIONS  CORPORATION 
SYMMETRIX,  INC. 
THE  WYATT  COMPANY 

• 

SEPTEMBER  30  -  OCTOBER  2,  1992 
THE  WILLARD  HOTEL 
WASH  I  NGTON  DC 
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WITH  ANNUAL  REVENUES  EXCEEDING  $250  MILLION. 
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The  HP  DeskJet  5()0C. 
Prints  crisp  black  & 
white  and  color  for  only 


Sometimes  the  Hewlett-Packard 
DeskJet  5()()C  is  a  black  and  white 
l>rint(M-.  Smart -looking,  formal, 
very  businesslike.  Anfl  because 
its  a  Hewlett-Packard  InkJet 
pr  inter,  it  gives  you  laser-ciuality 
printing  with  clean,  crisp  tyi)e  and 
gr-aphics.  For  a  very  logical  price. 

But  other  times  the  DeskJet  5000 
is  a  color  printer  .lust  snap  in  a 
cartridge  and  ch€'ck  ( )ut  its  wikler 
side.  (Jet  the  same  clear,  sharp 
print  quality.  But  in  color  Choose 
fi'om  t  housands  of  different  shades 
to  really  make  your  projiosals 
and  presentations  come  to  life. 

Get  the  HP  DeskJet  5()()C  for  PCs 
or  the  DeskWriter  C  lor  Macintosh. 
Both  come  with  HP's  three-year 
limited  warranty.  They  print  on 
plain  paper  or  transpar  ency  and 
work  with  all  the  popular  software. 
They're  ea.sy  to  use  and  small 
enough  to  fit  on  your  desk. 

Ti )  see  a  demc  )nstrati<  )n  ( )f  h(  )W  the 
DeskJet  5()()C  or  Dc^skWriter  C  can 
add  some  personalitv  to  anything 
you  print,  call  1-800-552-8500, 
Ext.  3069  for  a  print  sample  and 
the  name  of  the  authorized  HP 
dealer  nearest  you. 
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nternational  Business 


higher  salaries,  most  recently  at  Volks  ; :  -  jw 
wagen  and  General  Motors  Corp.  :  .:i  i 
Although  XAFTA  has  not  yet  beei  ;  :.a  l 
signed,  corporate  Mexico  is  already  get  fcs  o!  '< 
ting  a  strong  dose  of  the  short-term  dis  k 
comforts  that  come  with  free  trade  k  i.':  p 
Take  the  airlines.  With  the  skies  opening  ^Z'<i 
over  Mexico,  the  countrj-'s  two  airlines  3  io' t! 
are  feeling  the  pressure  as  Americai  i  Sonif 
Airlines  and  United  Airlines  Inc.  bul  Oijils 
their  way  southward.  To  survive  in  thi  r.iri  Si- 
new world,  the  Mexicans  are  scurrying  ti  3  ] 
for  alliances  with  U.  S.  carriers — Aero  \ orj 
mexico  with  U.  S.  West  and  Mexicana  d<  ir^v-s 
Aviacion  with  Continental  Airlines.  l  \'er 
THE  VULNERABLES.  Many  of  Mexico's  oth  r  i:^ 
er  big  companies  are  also  linking  wntl:  T 
partners  north  of  the  border,  from  Wal  jfe:  ifc 
Mart  Stores  Inc.  to  General  Electric  Co  t  y.^N  5 
But  thousands  of  small  Mexican  compa  t:;  v.  j: 
nies  are  vulnerable.  Technologicallj  iijjjj 
backward,  they  hold  scant  appeal  foi  ;v:i:7 
U.  S.  partners.  Worse,  they're  locked  oul  fc^;,;^, 
of  foreign  money  markets  and  must  paj  r  ^  if. 
20^c-plus  interest  on  peso  loans.  Evei 
more  daunting,  when  free  trade  kicks  in,  'zi  \ 
foreigners  will  be  abki;;-  ;-; 
to  snatch  a  growing  j.-.  -,^ 
share  of  the  govern-  s 
ment  contracts  thai  r 
keep  many  smaller  comA 
panies  afloat.  "I  te! 
these  companies:  "You  r^ 
are  going  to  have  tc  (. 
move  fast  to  modem-  st^ 
ize,'  "  says  Finance  Sec-  ^ 
retary  Pedro  Aspcj  - 
"They  can't  afford  tc 
wait." 


MEXICO  I 


'FREE  TRADE 
ISN'T  PAINLESS' 


Mexico  celebrated  NAFTA  early.  Now  its  economy  has  a  hard  climb 


This  was  the  moment  Mexico  had 
been  waiting  for:  its  debut  in  the 
First  World.  After  18  months  of 
up-and-down  negotiations,  a  beaming 
President  Carlos  Salinas  de  Gortari  ap- 
peared on  nationwide  television  on  Aug. 
12  and  triumphantly  raised  a  weighty 
tome,  the  completed  North  American 
Free  Trade  Agreement.  Was  there  a  car- 
nival of  mariachis  in  the  streets?  Hardly. 
Within  two  days,  the  limp  Mexican  stock 
market  slumped  an  additional  2/^. 

The  Mexicans,  it  seems,  enjoyed  their 
free-trade  fiesta  last  year.  As  foreign 
investors  poured  dollars  into  the  boom- 
ing Mexican  market,  south-of-theborder 
companies  strutted  confidently  down 
Wall  Street,  raising  billions  in  debt  and 
equity.  They  exulted  in  the  long-term 
potential  of  free  trade:  job  creation,  for- 
eign investment,  bigger  markets,  better 
infrastructure,  and  a  higher  standard  of 
living  at  home.  But  the  party  fizzled  out 
last  spring,  when  the  overheated  Mexi- 
can market  started  falling. 


Now,  Mexican  companies  realize  just 
how  much  short-term  pain  there  will  be 
before  the  long-term  gain.  Once  the 
trade  agreement  goes  into  effect,  they 
will  have  to  compete  head-to-head  with 
U.  S.  and  Canadian  powerhouses,  from 
American  Airlines  Inc.  to  Anheuser- 
Busch  Cos.  "Free  trade  isn't  painless," 
says  Lorenzo  Zambrano,  general  direc- 
tor of  the  Monterrey  cement  giant,  Ce- 
mentos  Mexicanos. 

It  won't  be  all  roses  for  Salinas,  ei- 
ther. Massive  imports 
of  everything  from 
Oreos  to  Alpo  are  build- 
ing up  a  record  trade 
deficit  (chart).  Attract- 
ing foreign  cash  to  fi- 
nance the  buying  binge 
could  be  tough  if  the 
stock  market  falls  fur- 
ther. What's  more,  em- 
boldened by  free  trade, 
Mexico's  low-wage 
workers  are  striking  for 
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h(.'  pain  from  Mexico's  import 
irge  throbs  throughout  the  country. 
:h  month,  more  petrochemical  plants 
Mexico's  Gulf  Coast  shut  down,  un- 
j  to  compete  with  cheap  imports, 
ng  the  crowded  sidewalks  in  Mexico 
/'s  colonial  downtown,  eager  custom- 
sift  through  piles  of  cheap  Asian 
ments  dumped  into  Mexico  through 
U.  S.  But  in  nearby  Puebla,  textile 
its  are  shuttered.  State  companies, 
are  cutting  back.  Thousands  of 
-kers  laid  off  from  state  oil  monopoly 
nex  recently  marched  to  protest  but 
10  avail. 

SPICION.'  While  companies  scrounge 
capital,  they  also  confront  an  in- 

asingly  restive  work  force.  This  is  es- 

ially  so  in  Mexico's  booming  auto  in- 

itry.  There,  strikes  recently  shut 

v'n  two  export  operations,  GM's  prize- 

ining  plant  in  Ramos  Arizpe  and 

kswagen's  complex  in  Puebla.  Mexi- 
officials  suspect  that  U.  S.  unions 

'  quietly  helping  Mexican  unions. 

;ir  motive,  the  offi- 

s  say,  is  to  raise  the 

t  of  building  cars  in 

xico,  where  compa- 

3  save  an  average 

lO  per  vehicle,  and 

is  to  slow  the  indus- 

's  march  southward. 

e  don't  have  direct 

dence  of  this,"  says 

;sident  Salinas.  "But 

re  are  grounds  for 

ipicion."  A  spokes- 

n  for  the  United 

to  Workers  in  De- 
it  says  his  union  has 

ivided  financial  aid  to 

ons  in  Mexico  but 

;  not  organized  any 

ikes  there. 

ItiW,  Mexicans  have 
nty  of  reasons  to  feel 
ifident.  The  federal 
iget,  a  disaster  just  a 


TRADE  I 


WHY  SOME  ASIAN  COMPANIES 
ARE  GUNG  HO  ABOUT  NAFTA 


The  sawy  ones  see  new  investment  opportunities  in  North  America 


The  agreement  by  the  U.  S.,  Canada, 
and  Mexico  to  establish  a  North 
American  free-trade  zone  touched 
off  predictable  protests  throughout  the 
world,  notably  in  Asia.  Japanese  auto 
makers,  whose  North  American  assem- 
bly plants  face  higher  domestic  content 
standards,  were  especially  noisy.  "We're 
concerned,  definitely,"  says  an  official  at 
Toyota  Motor  Corp.  "It  will  have  an  ad- 
verse effect  for  Japanese  carmakers  in 
North  America."  Other  Asian  govern- 
ment and  industry  leaders  professed 
concern  that  industrial  investment  could 
shift  from  their  countries  to  Mexico. 


V  years  ago,  now  boasts  a  surplus, 
inks  to  debt  restructuring  and  sharp 
;s  in  subsidies.  The  President's  politi- 
footing,  which  seemed  shaky  when 
took  power  in  1988,  is  now  rock-solid, 
.ssive  infrastructure  projects,  includ- 
:  an  ambitious  network  of  private  toll 
ids,  link  Mexico  to  the  U.  S.  market — 
1  spell  big  contracts  for  local  cement 
i  steel  companies. 

Salinas  thinks  NAFTA  will  become  law, 
matter  who  wins  the  U.  S.  Presiden- 
I  election  in  November.  "It  is  in- 
table,"  he  says.  And  most  Mexicans 
fee  that  NAFTA  gives  the  country  a 
;e-in-a-lifetime  chance  to  join  the  in- 
strialized  world.  But,  for  now,  they're 
ambling.  After  last  year's  party,  all 
!y  can  see  for  the  year  ahead  is  a 
g,  hard  climb. 

By  Stephen  Baker  in  Mexico  City 


But  a  lot  of  the  complaints  ring  hol- 
low. As  long  as  it  doesn't  turn  protec- 
tionist, the  North  American  Free  Trade 
Agreement  offers  at  least  as  many  op- 
portunities as  headaches.  Already,  com- 
panies throughout  Asia  are  mapping 
plans  to  take  advantage  of  the  vast  new 
market  by  boosting  investments  there. 

South  Korean  officials,  for  example, 
are  urging  their  companies  to  start  in- 
vesting in  Mexico.  "Companies  should 
study  carefully  how  they  can  benefit 
from  combining  the  strengths  of  Korea, 
Mexico,  and  the  U.  S.,"  says  Yu  Deuk- 
Hwan,  the  assistant  minister  for  trade. 
Korea  may  adopt  such  incentives  as  tax 
concessions  and  elimination  of  barriers 
to  raising  money  overseas.  President 
Yoon  Young-Suk  of  Daewoo  Corp.  sees 
good  reason  to  put  electronics  assembly 
plants  in  the  new  North  America.  "The 


U.  S.  is  getting  more  protectionist,"  he 
says.  "Our  exports  there  are  falling." 

Japanese  giants  are  on  the  move  as 
well.  Hitachi  Ltd.  is  shifting  production 
of  VCRS  from  Anaheim,  Calif.,  to  lower- 
cost  Mexico  and  Malaysia — although  it 
says  the  decision  is  not  related  to  nafta. 
With  the  elimination  of  duties  on  goods 
from  Mexico,  Nissan  Motor  Co.  sees 
fresh  opportunities  for  efficiencies  in  the 
new  integrated  market.  It  expects  to 
eliminate  duplication  between  its  Ten- 
nessee and  Mexico  plants.  Giant  trader 
Sumitomo  Corp.  is  considering  an  "inte- 
grated approach"  to  North  America. 

One  possibility,  says  a 
spokesman,  is  to  con- 
solidate U.  S.,  Canadian, 
and  Mexican  subsidiar- 
ies under  one  executive. 

DISTANT  THREAT.  Hong 

Kong  companies  are 
also  ready  to  cash  in  on 
NAFTA.  Officials  there 
say  the  adjustment  will 
be  easy  because  their 
strong  suits — textiles, 
consumer  electronics, 
and  toy  factories — are 
relatively  cheap  to  set 
up.  "We  have  gone  off- 
shore in  Thailand  and 
offshore  in  China,  so 
why  not  go  offshore  in 
Mexico?"  says  a  Hong 
Kong  trade  official. 

For  a  few  Asian 
countries,  NAFTA  is,  at 
worst,  a  distant  threat. 
Taiwan,  for  instance,  isn't  worried  that 
Mexico  can  lure  away  its  high-tech  and 
services  business  for  many  years.  Nor 
can  Mexico  compete  with  such  countries 
as  Indonesia  and  China  when  it  comes  to 
low  labor  costs. 

There  will  be  adjustments.  Toyota 
may  have  to  build  another  engine  plant 
in  the  U.  S.  to  meet  the  new  62.5%  local- 
content  rule.  That  could  cost  $560  mil- 
lion, say  industry  insiders.  Most  large 
Asian  companies  have  seen  the  new  mar- 
ket coming  and  have  been  restructuring 
strategies  accordingly.  "In  a  sense, 
NAFTA  is  designed  to  stabilize  something 
that  already  exists,"  says  Stephen 
Blank,  director  of  Canadian  affairs  at 
the  Americas  Society  in  New  York.  Few 
companies  could  complain  about  that. 

By  Robert  Neff  in  Tokyo,  with  bureau 
reports 
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AliSJ  800  Service  offers  so  many  protective  features  that  you'll 
never  have  to  worry  about  your  800  service  again. 


It's  the  most  reliable  800  service  out 
there.  No  matter  what  your  business'  size 
or  needs,  we  have  special  features  designed 
for  the  way  you  do  business;  features  that 
keep  your  customers'  calls  coming  in,  no 
matter  what. 

As  an  AT&T  800  Service  customer,  you 
automatically  get  two  remarkable  features 
built  into  the  service.  With  our  new  FASTAR"^ 
technology  in  the  event  of  a  network  cable 
cut,  we  can  get  your  calls  to  you  in  a  matter 
of  minutes,  instead  of  several  hours.  To  pro- 
tect you  against  any  other  disruptions 
(including  ones  caused  by  your  own  equip- 
ment), you  also  get  the  AT&T  800  Service 
Assurance  Policy 

Because  every  business  has  different 
needs,  we  offer  a  whole  variety  of  optional 
features,  too.  That  way  we  can  custom- 
design  an  800  service  specifically  for  the  way 
you  do  business,  to  make  sure  your  800 
calls  get  through. 

For  example,  you  could  be  missing 


customer  calls  after  hours  or  during  your 
busiest  time  of  the  day  and  not  even  know 
it.  For  businesses  like  that,  we  have  features 
that  will  aut(  )maticalh'  send  your  800  calls 
to  another  location  at  a  prearranged  day 
or  time  (e.g.,  your  office  closing  time).  And 
others  that  let  you  change  where  your  calls 
go  in  minutes. 

For  larger  businesses  that  need  all  the 
backup  they  can  get,  we  have  features  that 
can  actually  reroute  traffic  within  seconds  for 
the  ultimate  protection  against  congestion, 
busy  signals  or  equipment  problems. 

And,  of  c(Uirse,  there  are  the  people 
behind  AT&T  800  Service.  As  the  inventors  of 
800  Service  twenty-five  years  ago  and  the 
designers  of  the  most  complex  800  applica- 
tions, we  have  the  expertise  to  create  solu- 
tions for  any  business'  needs.  Including  yours. 

To  find  out  hinv  we  can  help  you  take 
the  worry  out  of  being  in  touch  with  your 
customers,  call  vour  AT&T  Account  Executive 
or  1800  247-1212,  Ext.  427. 


AT&T 

The  right  choice. 


EUROPE  I 


EUROPE  ON 

FEWER  DOLLARS  A  DAY 


More  Americans  are  going  over  this  year,  but  they're  not  spending 


p: 


irices  here  are  outrageous!"  ex- 
'claims  a  stunned  Roberta  Fos- 
ter. She  and  husband  David,  a 
computer  repairman  from  Manassas, 
Va.,  have  just  paid  86.20  each  to  walk  to 
the  top  of  Notre-Dame  Cathedral.  Now, 
tourist  map  in  hand,  she  ponders  where 
in  Paris  to  buy  sandwiches  for  her  fam- 
ily's dinner.  But  she's  glad  they've  made 
the  trip  to  Europe  after  years  of  dream- 
ing. When  airlines  slashed  transatlantic 
fares  last  spring,  the  Fosters  bought  a 
six-night  London/Paris  package — plus  a 
pair  of  Cheap  Eats  guidebooks. 

This  is  the  sum- 
mer that  camera- 
swinging  Americans 
are  returning  to  Eu- 
rope. Tourists  who 
stayed  home  because 
of  the  gulf  crisis,  re- 
cession, and  a  plung- 
ing dollar  are  at  last 
dusting  off  suitcases 
and — like    the  Fos- 
ters— taking  those 
long-postponed  trips. 
Trouble  is.  they're  not 
returning      in  big 
enough    numbers  to 
make  it  a  smash  sum- 
mer season  for  anyone. 

Among  the  disappoint- 
ed are  U.  S.  airlines.  An- 
ticipating a  major  re- 
bound, they  eagerly 
boosted  transatlantic  ca 
pacity  only  to  end  up  cut- 
ting fares  to  fill  planes.  By  March, 
American  Airlines  Inc.  had  already 
slashed  spring  and  summer  fares  by  as 
much  as  a  third.  European  traffic  at 
Continental  Airlines  Inc.  is  back  to  pre- 
gulf-crisis  levels,  but  lower  revenues 
have  canceled  out  the  gain,  says  John 
Nelson,  an  executive  vice-president. 
About  97<-  more  Americans  will 
visit  Europe  this  year  than  last. 
But  that  still  leaves  traffic  well 
below  earlier  years  (chart). 
PENNY-PINCHERS.  Moreover,  with 
the  dollar  close  to  historic  lows, 
Americans  are  staying  for 
shorter  periods  and  pinching 
their  wallets.  France's  Tourism 
Ministry  says  more  Americans 
are  shunning  high-cost  Paris  and 
heading  to  the  provinces.  They're 
spending  at  least  107  less  than 
last  year's  $130  a  day  per  person. 


At  Madrid's  posh  Hotel  Ritz,  Americans 
now  "check  the  prices  carefully"  instead 
of  plunking  down  their  credit  cards,  says 
Sales  Director  Manuel  Toba. 

Yet  Europe's  battered  tourist  indus- 
tries can  use  every  American  they  can 
get.  British  hotel  occupancy  is  at  its  low- 
est since  1980,  pushing  93  hotels  into 
receivership  so  far  this  year,  on  top  of 
125  last  year.  London  theaters,  where 
foreigners  buy  one-third  of  the  tickets, 
are  closing  shows  early.  In  Italy,  soaring 
prices  and  Mafia  assassinations  are 
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keeping  tourists  away.  "I've  never  seen 
it  like  this,"  says  Marzia  Lefebvre,  a 
longtime  resident  of  the  Amalfi  Coast, 
south  of  Naples,  where  the  top  tourist 
watering  holes  are  half  empty.  Instead 
of  its  traditionally  fat  trade  surplus  in 
tourism,  Italy  will  probably  show  a  defi- 
cit for  August. 


THE  FLOW  ACROSS  THE  ATLANTIC 


AMERICANS  ARE  TRICKLING 
BACK  TO  EUROPE... 


...AS  EUROPEANS 
POUR  INTO  THE  U.S. 
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▲  MILLIONS  OF  TRAVELERS 


Spain  should  be  crawling  with  toi 
ists,  given  the  Barcelona  Olympic  Gam 
and  Expo  '92  in  Seville.  But  the  Year 
Spain  is  a  bust  for  tourism.  The  numb 
of  foreign  visitors  is  up  only  T''-  fro 
last  year's  depressed  levels.  Instead 
18  million  visitors  expected  at  Expo  'i 
about  11  million  will  likely  show  up  I 
the  Oct.  12  closing  day.  The  fair's  huj 
Spanish  Pavilion  is  dimming  lights  ai 
cutting  air-conditioning  to  save  monej 
RETURN  FLOW.  In  contrast,  Spaniar 
and  other  Europeans  are  heading  for  tl^ 
U.  S.  in  record  numbers  to  cash  in  on  tl, 
weak  dollar.  Trans  World  Airlines  Inc' 
business  in  Spain  is  strong,  thanks  , 
weekend  shopping  trips  that  it's  promc 
ing  for  Spaniards  visiting  New  Yorj 
And  New  York's  Tower  Air  Inc.  is  pad 
ing  its  planes  more  tightly  with  Gt 
mans  heading  for  Miami  than  wi- 
Americans  flying  to  Europe.  Like  la 
year,  when  the  U.  S.  earned  a  $1.5  billic 
tourism  surplus  wi 
Europe,  more  Europ 
ans  than  Americai 
will  cross  the  Atlant: 
this  year. 

Luckily  for  bu 
get-conscious  Amei 
cans,  the  squeeze  (y 
Europe's  tourist  i 
dustry  is  forcir 
price-cutting.  Tl 
Hotel  Negresco 
Nice,  where  Amei 
cans  account  f( 
one-third  of  the  c 
entele,  is  discoun 
ing  its  $300  mir 
mumi  daily  rate  t 
15''f  for  one-we<| 
stays.  "With  tl 
dollar  so  low,  v 
have  to  do  somj 
thing,"  says  Gir 
Bellet,  the"  hotelj' 
manager.  In  tou[ 
ist-hungry  Seville,  half-empty  hotels  av 
slashing  rates  by  33^i.  And  in  Londo. 
the  Royal  Garden  Hotel  near  Kensin: 
ton  Palace  and  the  Hampshire  Hotel  i 
the  West  End  theater  district  are  offet 
ing  half-price  rooms  to  U.  S.  travelers. 

France  is  a  happy  exception  to  tl 
tourist  slump.  Visitors  include  Germar 
who  can't  go  to  Yugoslav!; 
Eastern  Europeans  who  crave 
look  at  the  City  of  Light,  ar 
more  Americans  than  last  year- 
by  about  15' True,  Americar 
in  Paris  aren't  as  abundant  j 
U.  S.  airlines  had  hoped.  But  a 
ter  a  long  absence,  tourist  bus" 
nesses  are  glad  to  see  more  ( 
those  once-familiar  faces,  porin, 
over  maps  and  clicking  camera 
By  Stewart  Toy  in  Paris,  wii 
Andrea  Rothman  in  \ew  York  an 
bureau  reports 


BRIGHT  SMILES:  FRANCE  IS  A  HAPPY 
EXCEPTION  TO  EUROPE'S  TOURIST  SLUMP 


DATA:  EUBOPEAN  TRAVEL  COMMISSION,  COMMERCE  DEPT. 
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Inlsnl  cxiiii  iiiciiinry 


lApansioii  and  support  card,  $.?()S.  \iiiinil  sii/ijmit  i  iilcn  sii/i/mi'i 

Ihill  iili'lllx  ■.ll/i/inri  (III, I  Ml/ijinrI  jnr  nil  In  li  cMcnitll  CX/kllhlnll  ,lcl  ICC-, 

tiyc  linill  mill  t'l  crv  Ihiiinlnsli  cnni/inler  On  an  nnlmnrY  I'C  vmi  iiinr 
liiircln  hny  sniiic  -  nrnll -  nl  Ihcin  scjuiriilelv 


Money.  $6,204.9S.  Ihil s  Ihc 
cslmiiilc  Hull  I  'I W  I'fk  aiinc  n/i  inlh 

Inr  Ilk'  Inlill  III  nil  Ilk'  //)/»,!,'>  nil  Ihh 

/iiliii'  III!  n/i,^rni/i'  Ihc  in  c/v/i;!' 
lli'lnnrki'il  l'('  In  Wmilniis  ;  // 
Hfjiin'  mil  ■ilh'll  mil  Ihil  kiiulni 
mnncy.  shnnhin  I  mn  nl  h'lhl 
cniisitlcr  II  \hu  nilnsh  mill 
s/>cnil  Inr  less ' 


Windows  urapliical  interface 
software,  S149.9S.  Iks 

sils  nin/i  Ik'  aimliliailcil  MS-IHIS 

n/icrnlni^  syslt'iii  lir^ircn  I'd 
Ik'  cii'ilr.cil  Innk  nl  n  llncmlnsh. 
I'Dj  cniirs,'.  il  II  nil  I  ninkcn 
l'(' ii'iirk  liken  ilnc J 


Your  time,  name  your  price 


llrcrik'  yi'nr.sA/iiilc  Miianlnsli  aimlmlir';  f'v 


/)((/■('  cnnsislenlly  hccn  rnlcil 
sv.ijiilu  inilly  hi^^hcrlnr  nscrjimt/iaiirilv 
lliiin  nllwr  kinds  nl /icrsniinl  I'mii/ink'rs. 
nniiuliiiii  llxisc  rnniimi;  Wnuhirs.  )nu 
0  more  done  in  kvs  lime. 


liieMldOt 

litiii  1 1  III 


□ 


New  computer,  $2,019. 

Wmdnirs  il  ii  nni  run  ndei/nnlely 
mi  I>(:.\i:i>(:\7nr2fih-elnssl'(..v  II 
yonreani  lo  hny  a  neir  eomjinler 
nhy  nnl siiiv  ronrsell Ibe lime,  mmiey 
mill Irn-ilrnlinii  nnd .liel  n  \liu  '' 


LTR.. 


.DOC 


Frustration,  name  your  price, 

II  indnii  s  )'  /  « //«/  n  /irelly  Ince 
nil  lias  Sii  be lirejuired for Irnslralm^ 
like  K-ehiirncler  file  nnme.unui 
kn  vii;  In  eilil  leelimcnl  files  like  \m.INI 

uTiiHm'  iiirnnd(:<).\m;.s)'S. 


mimffi 


labor,  $112  an  hour.  Smiiehody  hn.\  In  mid 
nil  Ihis  inemnry.  reeon/i>inre  ynnrsyslem. 
uiiiln^nrenll  rnnr/irn.i;rnms  -  il  yon  dniil  dii 
Il  yiiiill  hm  e  In  jiiiy  smiiemie  else  In 


New  programs.  $49^  to  $S9S  each.  In  Inke  ndnmln.<;e 
nl  Wmdnirs  i  I  yniill  need iieii  nlililien/imis  snllirnre  nr  nli.'jrndfs of 
l>rn;.irmiis  yiin  nlremly  hniv  I  lie  iimre  run  do  Ihe  mnre  Ihis  ndib  lif. 


'f/.k'A'cic  York  TiiJies  said,  '^..the  Macintosh  famih  of  computers  is  simply  easier  to  use  than  computers  using  I)(  )S  or  Windows." '  Conipute^^ai 
Shopper  said,  "Let's  not  be  co\':  If  y(ju  want  the  best  GUI  mone\  can  bu\,  get  a  Macintosh."  J.D.  Power  and  Associates  ranl\ed  Ap|)le  the  # 


til'- 


The  easy  wa)^ 


Consistently  ^reai  software.  Iiulnv.  /Ik'iv,nv  nuDiv 
mm' Imiiimmsjor  Maaiitosh  Ihnii pr  II  iinhiiy ,  >'  /  -  "/  vr 
S.OIIOdlkisicotoil.  Noljusl iniinrdliiv  iiar /mi'^nims.  hiil 
prniv/i.  estahMml  applkatmis  Ihal  hn  v  hvii  ivjiiici/ 
for  years.  Am/ from  Loliis  I^J  j  lo  llimll'irlni.  Ilmull 
o/icnik'iii  Ihc  Slime  cumislcul.  iiiliiitnv.  Iii:j,iuil  nvv. 
Learn  one.  and  You've  learned  Ihe  basics  nj  all «/  Ihem. 


Ilumun  terms,  ilii  a  Maenilosh.  ynn 
uoi  name  /lies  irhalei  vr  yoa  ii  ani  -  like 
lims  refiiirl  or  ' Sasan's /iresenla/mn. 
This  IS  merely  one  exam/ile  nj  hme 
Maeniliish  iinderslands  ymi.  instead  nj 
jiireinii  yiui  In  nndeisland  Ihe  eom/uiler 


in  networking.  No  extra 
'o  hay.  Yon  can  create ii 
•kpist  by  l>liigi>inii  lini 
'osh  am/mlers  together 
cinlosh  Quadra'  systems, 
et  is  built  in,  too.  (You 
so  use  Ihe point-and-click 
ity  of  a  Macintosh  to 
inlorination  on  main- 
;  and  minicom/ialers.j 


in\ideo  support.  A'n 

ardstn  bay  Just  plug 
r  monitor  ami  you  re 
10  go.  The  Macintosh 
u  even  supports  24 -bit. 
raphic-quality  color 


Built-in  Balloon  Help,  lirery  Macnitosh  come^ 
ii  'itha  iinupie  jeatiire  called  balloon  Help  So  ij 
you  do  have  any  ipavlions  about  anything  on  the 
screen,  ynn  /list  point  at  it  and  a  balloon  like  this 
appears  to  tell  yon  irhal  il  is  and  hnii  in  ii.sc  it 


Built-in  tile  sharing.  A"  e.ylni  sopicare 
reipiired  It  makes  working  irilh  other  Macintosh 
u.sers  lis  easy  as  using  a  .Macintosh  \nd  it  lets 
yon  build  a  nelirork  irilhout  hiving  to  buy  an 
extra  computer  h  act  as  ajile  server 


Built-in  SuperDrive  disk 
drive.  Lets  your  Macinlosh  read 
Irnm  and  ivrite  to  .\ISd MIS  and 
OS/ 2  formatted  fopp  \  ■  ilisks  as 
irell  (IS  \hiciiitosh.  So  sn  apping 
pies  117th  other  Its  IS  eihr 


Built-in  peripheral  support. 

All  cxliii  ciirds  to  bu  y  )ou 
can  plug  III  up  to  ~  e.clenial 
and  internal  devices  -  hard 
driies.  scanners.  (.'lvl\l)\l drive 
or  other  peripherals  --  iindti 
\hiciiilosh  automatically 
configures  itselj  ivilhniil  your 
even  realr.iiig  it  We  call  this 
leature  plug  and  play  Hut 
its  iictiially /iliig  and  irnrk. 


Affordable  Macintosh  systems.  Every  Macintosh 
has  biiill-in  networking  suppoii.  sound  support,  video 
support,  printer  su[)/iort.  filiig-and-play  e.xfiansion 
capabilities  ami  a  hard  drive  . \iid  today  you  can  gel 
a  complete  Macmlosh  system  pvm  $l.  i')').  hys  than 
hall  III  what  one  cost  only  two  years  ago. 


It's  compatible.  //  you  already  own  other 
kinds  of  I'l.'s.  a  Macintosh  is  compatible  with  them 
II  ith  third-party  siipware  like  .Soltl'i  'or  an 
i Iriinge  'iSI)  card,  ynn  uiii  acliuilly  run  \IS-IIIIS 
sollwtire  iiml  Macintosh  .lo/livare  at  Ihe  same  lime 


Even  Macintosh  is  a  multimedia  computer.  In  Ihe 

lulure.  all  eomjiiilers  may  enable  you  to  work  with  sound, 
video,  animulion  and  photographs  -  asivell  as  text  and 
grajihics  lint  every  .Uacinlosh  is  a  multimedia  computer 
today  -  Willi  the  ability  In  recnrd soiiiul and phiy  video, 
sound aiiil animation  Ai;  ynii  can  iidil  voice  cnmmeills 
In  il  dnciiinent.  nr  add  moving  images  to  a  presentation 


iOnal  Computer  Compiiny  in  (Aistonier  Satisfaction  /Vniong  Business  lisers:  So  if  you  want  a  computer  that  will  let  \'ou 
nore  things,  more  e-asily,  than  any  other  kind  of  personal  computer,  a  Macintosh  is  the  only  way  to  go.  It's  that  simple. 


How  to  install  a  printer. 


The  hard  way: 
1  11!  I'rogram  Manager,  double-dick  on 

the  Main  group, 
2,  Open  Control  Panel 
i  Clwm-  Printers, 

4  i:iiik  on  the  I'se  Print  Manager liieckbox. 

5  Open  File  Manager  and  find  the 
I'KINTERSWRlfile, 

h.  Find  the  information  on  your  printer  for 

setting  DIP  switches,  configuring  memory,  etc 
7,  Connect  the  printer  to  port  LPTl , 
X  I f  necessary  set  the  DIP  switches  and 
memory  conhguratii  in 

9,  Return  to  Control  Panel 

10,  Click  on  the  "Add"  button, 

11,  Select  your  printer  from  the  list, 

12,  Click  on  "Install," 

\i  Find  your  Windows  .VI  diskettes, 

14,  If  you're  prompted  for  other  files,  insert 
the  appropriate  diskette, 

15,  Click  on  the  "Close"  button 


The  easy  way: 
1,  If  necessary  drag  the  printer 

driver  icon  to  the  Macintosh 

System  Folder 
2  Connect  the  printer  to  the 

printer  port 
\  Open  Chooser 
4,  Click  on  the  printer  icon  that 

matches  your  printer 


mm 


How  to  ploy  a  sound. 


The  hard  way  : 

1,  Purchase  a  sound  board 

2,  Open  the  computer  case, 

i  In.stall  the  speaker  c:ible  on  the  board. 

4,  Set  the  D,\l.^  and  1K(,)  jumpers  on  the 
hoard, 

5,  Install  the  board, 

h.  Detach  the  internal  speaker  cable. 

7,  Attach  the  board's  speaker  cable  to 
the  internal  speaker 

8,  Close  the  computer  case, 

9,  Install  the  software  driver  for  the 
sound  board. 

10,  Start  the  sound  recorder  program 

11,  Select  Open  from  the  file  menu 

12,  TVpe  the  file  name  in  the  File  Name 
box, 

\i  Choose  OK. 

14,  Click  on  the  Plav  button. 


The  easy  wa\': 
1,  Double-click  on  the  sound's  icon. 


How  to  retrieve  a  deleted  file. 


The  hard  way: 

1,  Purchase  a  utility  program,  such  as 
Norton  Desktop  for  Windows, 

2,  Install  Norton  Desktop  for  Windows 
on  your  computer 

.1  Restart  the  computer 

4,  Start  Windows. 

5,  Double-click  on  the  Norton  Desktop 
Applications  group, 

6,  Double-click  on  the  SmartErase  icon, 
7  Find  the  directory  where  your  tile 

existed  before  you  deleted  it, 

8,  Click  on  the  directory  where  your 
file  existed, 

9,  Select  the  deleted  file  from  the  drive 
window, 

10,  Click  on  the  "UnErase"  button. 


The  easy  way: 

1,  Double-click  on  the  trash  can, 

2,  Drag  the  deleted  file  out  of  the 
trash  can. 


How  to  rename  d  directory^ 


The  hard  way: 
1.  Double-dick  on  the  Main  group  in 

Program  Manager 
2  Start  File  Manager 

3.  Highlight  the  directory  you  want  to 
rename. 

4.  Select  "Rename"  from  the  Hie  menu, 

5,  TVpe  in  a  new  name  for  the  directory 
( must  be  8  characters  or  less), 

6,  Go  to  Program  Manager 

7  For  each  application  in  the  renained 
director)',  select  'Properties"  from  the 
file  menu, 

8,  For  each  application  in  that  directory, 
change  the  command  line  to  reflect 
the  new  path  to  the  :ipplicati(in  program 
(for example,  C  \ EXCFL  .EXCEl.EXE), 


The  easy  way: 
,  Highlight  the  directory  (folder) 

you  want  to  rename, 
;,  Type  a  new  name  (up  to  ,31 

characters). 


How  to  connect  to  a  network. 


The  hard  \va\ 
1  Open  the  computer  case 
2,  Configure  any  jumpers  or  DIPswitches 

on  the  network  interface  board, 
5,  Install  the  network  interface  board, 

4.  Close  the  computer  case, 

5,  Connect  the  network  interface  cable, 
h.  Install  the  network  software 

(configure  network  parameters). 
7  Start  Windows, 

8,  Run  Windows  Setup  to  load  driver 
for  installed  network  software 

9,  Restart  computer 


1,  Plug  In  cable, 

2,  Open  Chooser 

.3.  Select  AppleTalk  "Active"  button. 


How  to  add  an  external  hard  disk  drive. 


The  hard  way 

1.  Open  the  computer  case. 

2,  Configure  jumpers  and/or  DIP  switches 
on  the  interface  card 

■1,  Install  the  card 

4.  Attach  the  peripheral  to  the  interface  card, 

5,  Close  the  computer  case. 

6  If  necessary  run  the  appropriate 
configuration  program  provided  by  the 
computer  manufacturer 

7  Copy  the  peripheral  driver  file  to  the  root 
directory 

8.  Run  the  peripheral's  installation  program. 

9  If  not  done  by  the  installation  program, 
modify  DOS  configuration  files 
(AITOEXECBAT  and/or  CONFRISYS), 

10,  Modifv  Windows  configuration  files 
(WIN  INI  and/or SYSTEM  INI), 


I'iieeasy  way: 

1,  Plug  it  into  the  Macintosh. 

2,  Startup  the  Macintosh. 


Madntosh.The  more  you  do,  the  easier  it  gets.  4 
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nternational  Outloo 


EDITED  BY  STANLEY  REED 


i  DEMOTION  IS  IN  THE  WORKS 
OR  THAILAND'S  GENERALS 


i  n  three  sliort  months  since  taking  charge,  Anand  Panyara- 
,  chun,  Thailand's  interim  jjremier,  has  made  huge  sti'ides. 
1  By  ousting  military  leaders  responsible  for  the  May  massa- 
i  of  demonstrators  and  replacing  them  with  respected  pro- 
jsionai  officers,  he  has  already  met  the  protesters'  main 
mands.  Now,  in  the  three  weeks  before  the  elder  statesman 
es  back  into  retirement,  Anand  is  trying  to  curb  the 
litary's  economic  power  by  I'emoving  the  generals  from  the 
ite  enterprises  that  have  been  a  lucrative  source  of  graft. 
Anand's  reforms  will  be  on  the  line  when  Thais  go  to  the 
lis  on  Sept.  13.  Right  now,  the 
tcome  looks  too  close  to  call, 
hile  the  prodemocracy  forces  are 
peeled  to  score  big  in  Bangkok, 
liticians  still  loyal  to  generals  and 
inted  by  corruption  charges  will 
well  in  the  rural  areas.  They 
ly  even  be  able  to  form  a  win- 
ig  coalition  by  buying  votes  and 
lying  on  the  counti-yside's  resent - 
3nt  over  its  exclusion  from 
lailand's  decade  of  economic 
om. 

But  even  if  the  old  guard  hangs 
,  they  will  be  wary  of  returning 
business  as  usual.  Pressure  for  change  is  coming  from 
lailand's  rising  middle  class  and  young  business  executives, 
me  of  whom  are  starting  to  finance  reform  candidates.  "No 
itter  who  wins  the  election,  they  won't  last  long  unless 
ey  meet  the  public's  desire  to  run  the  coinitry  more  profes- 
)nally,"  predicts  Bangkok  Bank  Ltd.  Chief  Economist  Nimit 
mtapunthawat. 

fiNG  PORK.  What  is  really  at  stake  is  the  pace  of  reform, 
le  military  will  dig  in  against  moves  to  limit  its  big  role  in 
lustry.  Senior  officers  enjoy  generous  perks  fi"om  leading  pri- 
te  corporations,  and  different  services  control  such  state  mo- 
polies  as  telecommunications,  ports,  and  railways.  Top  gen- 
als  rely  on  commissions  from  i)ul>lic-works  and  weapons 


contracts  to  comjiile  multimillion-dollar  nest  eggs.  Politicians 
join  them  at  the  trough— using  some  of  the  iiroceeds  to  pay  off 
voters  and  allies. 

Anand,  who  is  determined  to  scrap  this  system,  is  making- 
Thai  Airways  International  Ltd.  (THAI)  a  model  for  futiu'e 
cleanup  campaigns.  Once  a  well-managed  carrier,  the  airline 
has  nearly  been  wrecked  by  air  force  generals  who  tiu'ned  it 
into  a  pork  barrel.  Anand  is  prol)ing  some  dubious  deals  and 
is  in  the  process  of  ousting  Kaset  Rojananil,  a  key  figiu'e  in 
the  May  massacre,  as  THAI  chairman  and  air  force  chief.  He 
has  also  kicked  generals  and  their 
cronies  out  of  the  telephone  and 
ti-ansit  authorities.  He  believes  the 
ultimate  solution  is  to  privatize 
state  enterprises. 

With  so  much  riding  on  the  elec- 
tions, even  Thailand's  usually  com- 
|)lacent  business  community  is  get- 
ting involved  in  politics.  A  club  of 
young  banker's  and  developers  called 
Business  Management  Services  Co. 
is  l)ankrolling  the  prodemocracy 
campaign.  Activists  include  Akorn 
Hoontrakul,  chairman  of  the  Impe- 
rial Hotel  Grouj),  Thailand's  third- 
largest  hotel  chain.  In  another  new  twist,  Nijipon  Paint  (Thai- 
land) Ltd.,  owned  by  Japanese  and  Singaporean  interests,  is 
funding  TV  spots  in  which  animated  characters  urge  viewers  to 
go  to  the  polls  and  not  sell  their  votes.  "Tlie  ads  were  my  idea," 
says  Nippon  Paint's  42-year-old  Thai  general  manager,  Suel)- 
jihongse  Poonsatha.  "But  the  board  (luickly  gave  me  api^roval." 

Thais  are  heartened  by  the  examples  of  South  Korea  and 
Taiwan,  whose  affluent  societies  eventually  curbed  the  power 
of  the  military.  While  no  one  expects  that  six  decades  of  mil- 
itary interference  in  government  and  the  economy  will  end 
overnight,  the  days  when  Thailand's  genei-als  called  all  the 
shots  look  to  be  drawing  to  a  close. 

Bi/  Pete  Engdirlio  in  Hong  Kong  (incl  Koi  Slivr  in  linngicoi; 


LOBALWRAPUPI 


OUTH  KOREA 


rhe  country's  Byzantine  presidential 
race  is  taking  a  new  turn  as  the 
uling  Democratic  Liberal  Party  looks 
.s  thotigh  it  might  split.  An  influential 
)olitician,  Lee  Jong-Chan,  seems  likely 
o  join  with  former  general  Chung  Ho- 
foung  and  former  President  Chun  Doo 
fwan  to  form  a  new  party.  Such  a 
(Kilition  could  prevent  Kim  Young- 
viiii,  the  ruling  party's  choice,  from 
vinning  the  December  presidential 
!lection  and  tip  the  lialance  to  opi)osi- 
ion  leader  Kim  Dae-Jung.  Lee's  en- 
ry  could  increase  the  clout  of  Hyundai 
>orp.  founder  Chung  Ju-Yung,  whose 
)residential  campaign  has  roiled  Ko- 


rean politics.  If  Chung  chooses  to  with- 
draw as  a  candidate,  he  could  play  a 
strong  kingmaker's  role. 

CHILE 

low  that  President  Bush  has  an- 
nounced a  free-trade  deal  with 
Mexico,  Chileans  are  eager  to  take  him 
up  on  an  earlier  promise  to  start  talks 
on  a  deal  with  them  as  soon  as  negoti- 
ations with  Mexico  were  complete.  Of- 
ficials of  both  countries  say  negotia- 
tions could  start  in  mid- 1993.  The 
Chileans  received  a  helping  hand  from 
Standard  &  Poor's  Corp.,  which  raised 
Chile's  debt  rating  to  BBB-the  only 
investment-grade  rating  south  of  the 
Rio  Grande. 


GERMANY 


In  what  nuiy  tiu'ii  out  to  be  a 
harbinger  of  change  in  German  in- 
dustrial relations,  DAC;,  a  union  repre- 
senting 15%  of  Lufthansa's  (;(),000 
workers,  has  offered  to  take  up  to  an 
8%  pay  ctit  and  increase  its  workweek 
to  save  jobs.  The  offer  comes  after  the 
majority  state-owned  carrier  announced 
$3(i()  million  in  losses  for  the  first  half 
of  1992  and  said  it  would  cut  over 
3, ()()()  jobs.  Lufthansa  may  not  l)e  al)le 
to  take  the  union  up  on  its  offer  unless 
its  other,  much  bigger  union,  the  0T\', 
agrees  to  similar  terms.  Meanwhile 
Lufthansa's  board  has  agreed  to  10% 
pay  cuts. 
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MANAGEMENT'S 

NEW  GURUS 

BUSINESS  IS  HUNGRY  FOR  FRESH  APPROACHES  TO  THE  GIOBAL  MARKETPLACE 
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better. 

mains  durable  (page  50).  But  he  has  deist  of  ite 
hvered  much  the  same  be-true-to-youi 
customer  message  for  years.  Yet  th 
corporate  landscape  is  shifting 
Competition  is  increasingly  global,  tech|trs-i 
nology  is  developing  quickly,  and 
work  force  is  changing  profoundly. 
NEW  LINGO.  These  pressures  are  leaving 
managers  hungrier  than  ever  for  fresfiiiitl  the 
approaches.  U.  S.  companies  spent  $13, 
billion  on  outside  advice  last  year — u] 
from  $7  billion  only  five  years  ago 
American  readers  shelled  out  more  thai 
million  last  year  on  business  books 


A  1990s  management  quiz: 

(1)  Do  you  work  in  a  "learning 
organization  "? 

(2)  Is  the  boss  talking  about 
"business  process  reengineering"^ 

(3)  Is  your  company's  "organiza- 
tional architecture"  sound? 

(4)  Are  you  a  "time-based 
competitor"? 

(5)  Is  your  company  leveraging  its 
"core  competencies"? 


Say  what?  If  you  aren't  familiar 
with  these  buzzwords  and  the 
management  gurus  who  coined 
them,  you  can  hardly  consider  yourself 
today's  thoroughly  modern  manager. 
Worse,  you  and  your  company  may  fail 
to  gain  competitive  advantage  from  the 
thriving  marketplace  of  business  ideas. 

Sure,  you've  read  bits  and  pieces  of 
Peter  F.  Drucker's  25  books,  and  you've 
digested  the  best  of  W.  Edwards  Dem- 
ing's  ideas  about  quality.  But  Drucker  is 
now  82,  Deming  91.  Tom  Peters,  perhaps 
the  most-quoted  guru  of  the  day,  re- 
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MICHAEI  HAMMER 

1^        A  former  MIT 
"■l^"  computer  sci 

mm    ence  profess  , 
he  has  become  a  mis- 
sionary for  massive  orga- 
nizational change.  Ham- 
mer, 44,  uses  the  term 
'reengineering'  to  advo- 
cate the  radical  redesign 
of  work.  He  urges  com- 
panies to  organize 
around  process — say,  the 
filling  of  a  customer  or- 
der— instead  of  by  func- 
tional departments,  such 
as  finance  and  market- 
ing. Has  worked  with 
Aetna  Life  &  Casualty, 
Hallmark  Cards,  and 
Texas  Instruments 
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traditional  callinjj,- 
1  for  any  Drucker 
inabe.  That  appe- 

for  ideas  is  why  a 
)le  new  generation 
management  gu- 
.  mostly  in  their 
:ies,  is  jockeying  to 
3  the  place  of  the 
nd  old  men  of 
erican  business 
ught. 

hese  champions  of 
nge  are  creating  a 
v  business  lan- 
ige,  along  with 
/  ideas  designed  to 
3  companies  man- 
!  better.  While 
;t  of  these  pundits 

corporate  outsid- 
— academics,  con- 
:ants,  and  speech- 
srs — many  already 
st  power  and  influ- 
:e  in  boardrooms 
i  on  factory  floors 
■und  the  woild. 
long  their  client 
ipanies,  there's  a 
iwing  sense  that 

key  resource  of 
.iness  isn't  capital, 
■sonnel,  or  plant, 
knowledge  and  in- 
mation.  "Ideas  are 
says  Robert  W. 
Ivin,  who  as  chair- 
n  of  Motorola  Inc. 
ught  that  company 
the  forefront  of 
quality  movement, 
e  listen.  We  read, 
nagement  thinkers  are  very  influen- 
.  They  are  the  developers  and  pro- 
Igators  of  key  ideas." 
)f  course,  many  new  management 
as  are  yesterday's  theories  warmed 
'.r  and  disguised  under  a  sauce  of  new 
izwords.  Others  are  mere  fads,  feel- 
)d  illusions  peddled  by  false  prophets 
0  convince  managers  that  their  solu- 
is   make   large-scale  change  easy. 


GEORGE  STALK  JR. 

ZA  vice-president 
of  Boston  Con- 
sulting, he  popu- 
larized the  idea  that  com- 
panies can  use  speed  for  a 
competitive  edge.  Coined 


the  term  'time-based  com- 
petition'— which  he  uses  to 
explain  why  companies 
need  to  heed  'cycle  times' 
in  every  process.  Consults 
with  GE,  IBM,  Square  D, 
and  Wausau  Paper 


"The  gurus  are  selling  hope,  confidence, 
the  future,  and  happiness,  and  all  these 
guys  are  great  sellers,"  cautions  Michael 
A.  Stephen,  president  of  Aetna  Life  & 
Casualty  Co.'s  international  operations. 
"But  change  is  a  painful  process,  and 
there's  no  gain  without  pain.  I  have  the 
battle  scars  to  prove  it." 

If  much  of  what  the  gurus  offer  in 
their  endless  rounds  of  seminar-giving. 


speechifying,  and 
scribbling  is  dross, 
there's  real  gold  out 
there,  too.  A  few  of 
these  new  oracles  of 
modern  management 
are  having  a  profound 
impact  on  some  of  the 
nation's  biggest  com- 
panies. For  example, 
Eastman  Kodak  Co. 
and  American  Express 
Co.  have  heeded  the 
preaching  of  Michael 
Hammer,  who  coined 
the  term  "reengineer- 
ing"  to  describe  the 
fundamental  rethink- 
ing and  radical  rede- 
sign of  a  business  sys- 
tem: Both  of  these 
companies  have  ap- 
pointed senior  officers 
for  reengineering. 
ESOTERICA.    It's  the 

same  story  at  Xerox 
Corp.  Chairman  Paul 
A.  Allaire  is  no  push- 
over for  fashionable 
B-school  nostrums: 
Much  current  manage- 
ment literature  is,  he 
says,  "pure  rubbish." 
But  not  so  the  work  of 
David  Nadler,  presi- 
dent of  Delta  Consult- 
ing Group  and  the  hid- 
den figure  behind 
Xerox'  major  reorga- 
nization this  year.  An 
academic  turned  con- 
sultant, the  43-year- 
old  Nadler  is  the  cur- 
rent guru  of  organizational  architecture, 
a  term  he  uses  to  describe  a  new  form 
of  corporate  structure  that  evolves 
around  "autonomous  work  teams"  in 
"high-performance  work  systems." 

The  lingo  may  be  esoteric,  but  Allaire 
views  Nadler's  ideas  as  a  means  to  pro- 
voke new  thinking  inside  the  company. 
"If  you've  been  in  a  company  long 
enough,  you're  part  of  the  culture  your- 


lE  LEARNING 
RGANiZATION 

conceptual  framework 
r  the  organization  of  the 
ture,  it's  the  notion  that 
□rning  is  central  to  suc- 
ss.  Management  needs 
see  the  big  picture,  to 
cape  linear  thinking, 
id  to  under- 
3nd  subtle 
terrelation- 
ips 


TENETS  OF  THE  NEW  GURUS 

REiMGINEERING 
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The  term  for  a  fundamen- 
tal rethinking  and  radical 
redesign  of  a  business  sys- 
tem. Urges  an 
overhaul  of 
job  designs, 
organization- 
al structures,  and  man- 
agement systems.  Work 
should  be  organized 
around  outcomes,  not 
tasks  or  functions 


CORE  COMPETENCIES 

The  idea  is  for  companies 
to  identify  and  organize 
around  what  they  do  best. 
Corporate  strategy  should 
be  based  not  on  products 
or  markets,  but  on  compe- 
tencies that  give  a  compa- 
ny access  to  several  mar- 
kets and  are 
difficult  fo 
competitors 
imitate 


ORGANIZATIONAL 
ARCHITECTURE 

A  metaphor  that  forces 
managers  to  think  more 
broadly  about 
organization 
in  terms  of 
how  work, 
people,  and  formal  and 
informal  structures  fit  to- 
gether. Leads  to  autono- 
mous work  teams  and 
strategic  alliances 


TIME-BASED 
COMPETITION 

The  belief  that  time  is  the 
equivalent  of  money,  pro- 
ductivity, quality,  and  in- 
novation. Proponents  ar- 
gue that  time,  like  costs,  is 
manageable  and  a  source 
of  competitive  advantage 
throughout 
every  process 
in  the  organi- 
zation 
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self,  and  it's  hard  to  step  back  and  listen 
to  new  ideas,"  Allaire  says.  "He  can  help 
facilitate  the  process  and  can  provide 
|)erspective." 

The  new  gurus  aren't  rewriting 
Drucker,  the  most  enduring  manage- 
ment thinker  of  our  time.  More  often 
than  not,  they're  updating  him  by  add- 
ing new  ideas  and  tools  to  what  Drucker 
has  called  "the  practice  of  manage- 
ment." Besides  Nadler  and  Hammer,  the 
hottest  and  most  influential  new  gurus 
include  Peter  M.  Senge,  a  soft-spoken 
researcher  at  Massachusetts  Institute  of 
Technology,  who  focuses  on  how  manag- 
ers and  corporations  learn;  C.  K.  Praha- 
lad,  a  University  of  Michigan  professor 
who  is  shaking  up  strategic  planning; 
Edward  E.  Lawler  HI,  a  California  aca- 
demic who's  expanding  the  frontiers  of 
employee  empowerment;  and  George 


nal  structure  and  puts  it  on  meeting  cus- 
tomers' needs,  where  it  belongs.  They 
generally  agree  that  time  can  be 
squeezed  out  of  every  job;  that  self-man- 
aged teams  throw  more  challenge  and 
meaning  into  employment;  and  that  com- 
panies sorely  need  to  create  networks  of 
relationships  with  customers,  suppliers, 
and  competitors  to  gain  greater  competi- 
tive advantage. 

Many  of  these  thinkers  also  cast  un- 
usually wide  conceptual  nets,  basing 
their  ideas  on  theories  and  experiences 
borrowed  from  the  nonbusiness  world. 
Nadler,  for  example,  takes  much  of  his 
inspiration  from  the  history  and  philoso- 
phy of  architecture,  which  he  uses  as  a 
metaphor  to  guide  managers  through 
change.  Charles  Handy,  a  popular  Brit- 
ish thinker,  draws  lessons  from  John 
Keats  and  George  Bernard  Shaw.  In 
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VID  NADLER 

j^=^~jll  Adviser  to  top 
H     management  at 

AT&T,  Corning, 
Xerox,  Nadler 
ounded  New  York- 
based  Delta  Consulting. 
He  focuses  on  'organiza- 
tional architecture,'  a 
term  he  uses  to  describe 
a  new  form  of  organiza- 
tion that  evolves  around 
'autonomous  work  teams' 
in  'high-performance 
work  systems' 


Stalk  .Jr.,  a  consultant  who  is  the  chief 
proponent  of  time-based  competition. 

The  new  gurus  aren't  all  proselytizing 
from  the  same  text,  but  they  do  have 
several  tenets  in  common.  For  starters, 
theirs  is  generally  a  sterner  religion 
than  the  happy-talk  evangelism  of  The 
One-Minute  Manager,  that  one-minute 
best-seller  of  the  1980s.  Nearly  all  these 
preachers  shun  incremental  change. 
They  urge  managers  to  think  in  radical 
terms,  dramatically  overhauling  entire 
operations  at  a  stroke. 
WIDE  NET.  They  also  tend  to  agree  that 
smaller  is  usually  better.  Most  believe 
that  management  should  organize  itself 
on  the  basis  of  process,  such  as  fulfilling 
an  order,  instead  of  functions,  such  as 
marketing  or  manufacturing.  That  takes 
an  organization's  focus  off  its  own  inter- 


challenging  managers  to  act  more  bold- 
ly, for  instance.  Handy  notes  that  Shaw 
once  observed  that  all  progress  depends 
on  the  unreasonable  man. 

The  44-year-old  Hammer  used  his  ex- 
perience as  a  former  computer-science 
professor  to  formulate  his  notion  of  re- 
engineering.  Hammer  has  crisscrossed 
the  U.  S.  in  the  past  year,  giving  more 
than  100  sermons  on  his  precepts,  which 
he  unabashedly  thinks  of  as  command- 
ments in  a  new  management  theology. 
"It's  a  theology  because  it  requires  a 
belief  that  there  is  a  different  way  to  do 
things,"  he  says.  "It  requires  faith." 

Similarly,  MIT's  Senge  uses  psycholo- 
gy and  education  theory  as  metaphor  in 
his  concept  of  the  "learning  organiza- 
tion." He  tells  thousands  of  managers  at 
the  likes  of  Ford  Motor,  Federal  Ex- 


press, and  Procter  &  Gamble  that  cor 
rations,  like  people,  vary  in  their  abi 
to  assess  and  learn  from  their  exp 
ences.  "Learning  disabilities  hurt  orgi 
zations  and  industries  badly,"  s£ 
Senge,  who  offers  up  his  own  tenets 
how  executives  and  their  companies 
learn  better. 

STEPPING  BACK.  At  their  most  provo 
five,  some  of  the  new  gurus  are  turn 
conventional  wisdom  on  its  head.  Onl; 
few  years  ago,  managers  were  sold 
logic  that  strong  leadership  and  end 
ing  corporate  cultures  were  good  thin 
But  several  management  thinkers  n- 
believe  all  the  focus  on  leadership 
wrong  because  it  undermined  the  C' 
cept  of  empowerment.  Today's  best  m: 
agers,  the  theory  goes,  must  step  b; 
to  allow  their  workers  to  assume  alti 
nating  roles  as  leaders  in  teams. 

The  romantic  view 
the  strong,  omnisci' 
leader  is  largely  a  my 
maintains  Robert  K 
ley,  a  consultant  a 
business  professor, 
estimates  that  leade 
on  average  contribul 
no  more  than  20%  to  t' 
success  of  an  organi 
tion,  while  so-called  fi 
lowers  are  responsi 
for  the  remaining  80' 
Yet  all  the  thinkin 
study,  and  literature 
cus  exclusively  on  ho' 
to  produce  leaders, 
says,  often  to  the  det 
ment  of  others  who  a| 
sume     more  passi 
roles.  Similarly,  so 
gurus  now  say  stro 
corporate  cultures,  wi 
their  ingrained  trad 
tions,  prevent  companic 
from  changing  rapidl 
in  response  to  the  time: 
Even     corporate     strategy — one 
hatched  by  vast  departments  of  corp(  sie, 
rate  planners  at  headquarters  and  late 
moved  down  in  the  organization  to  lin 
managers — has  undergone  a  complet 
metamorphosis  in  recent  years.  Prah: 
lad,  a  51-year-old  guru  of  global  strat(  iconipe 
gy,  says  executives  too  frequently  thin 
of  strategy  as  "fit"  instead  of  "stretch. 
Companies  plot  strategy  on  the  basis  o 
their  ability  to  match  their  existing  re 
sources  with  their  ambitions.  "If  the; 
fit,  however,  there's  no  opportunity  fo 
creativity  and  innovation  because  you'r 
scaling  down  your  ambitions  to  fit  you 
resources,"  says  Prahalad,  who  advise: 
AT&T,  Kodak,  and  Philips.  "Only  whei 
your  aspirations  and  desires  lie  outsid( 
your  resources  does  creativity  occur,  be 


cause  you  have  to  invent  new  ways  oi 
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PETER  SENGE 

^gmiiij^  The  soft-spoken 
Ijfl^l  Senge  has  cap- 
Javanil  tured  the  imagi- 
nations of  many  with  his 
notion  of  'the  learning 
organization' — a  phrase 


that  has  become  a  con- 
ceptual catchall  of  the 
new  business  organiza- 
tion. Senge,  44,  encour- 
ages learning  through 
exercises  and  gomes  that 
force  people  to  think  dif- 


ferently about  business 
problems.  Director  of 
MIT's  Systems  Thinking  & 
Organizational  Learning 
Program,  he  has  consult- 
ed with  Ford,  Federal  Ex- 
press, and  Herman  Miller 


i  


ompeting  and  change  the  rules  of  the 
ame." 

To  foster  that  sort  of  thinking,  the 
rofessor  urges  companies  to  focus  on 
leir  "core  competencies" — what  they  do 
est  and  what  differentiates  them  from 
le  competition.  Then,  he  says,  compa- 
ies  should  search  for  ways  to  expand 
eyond  their  existing  resources  through 
censing  arrangements,  strategic  alli- 
nces,  and  supplier  relationships.  A  case 
1  point:  Apple  Computer  Inc.'s  alliance 
ath  Sony  Corp.  to  manufacture  Apple's 
ighly  successful  Powerbook  line  of 
omputers,  which  linked  Apple's  knack 
3r  designing  easy-to-use  products  with 
ony's  miniaturization  and  the  manufac- 
aring  knowhow  necessary  to  make  com- 
act  products. 

Thanks  to  the  freshness  of  his  ideas, 


Indian-born  Prahalad  is  regarded  as  the 
most  influential  thinker  on  strategy 
since  Harvard  business  school's  Michael 
E.  Porter — no  slouch  as  a  guru  himself. 
Prahalad,  along  with  a  London  Business 
School  colleague,  now  boasts  his  own 
video  series  and  expects  to  publish  his 
ideas  in  book  form  within  the  year. 
RECYCLED?  Yet  much  current  manage- 
ment thinking  sounds  suspiciously  recy- 
cled and  repackaged.  "High  involve- 
ment," for  example,  is  only  the  latest 
iteration  of  "empowerment,"  which  in 
turn  was  just  another  name  for  an  older 
notion.  "The  idea  has  been  renamed 
more  times  than  Elizabeth  Taylor," 
laughs  Lawler,  one  of  the  foremost 
thinkers  in  the  arena  of  employee  partic- 
ipation. "It  all  goes  to  the  same  issue: 
How  do  you  move  power,  knowledge. 


information,  and  rewards  downward  in 
an  organization?" 

If  the  basic  belief  of  empowerment 
isn't  new,  Lawler  has  advanced  the  ball 
with  an  appreciation  for  how  profoundly 
a  company  must  change  to  make  em- 
powerment work.  It  is  extremely  diffi- 
cult, he  says,  for  managers  to  give  up 
authority  and  for  employees  to  translate 
that  surrender  of  power  by  higher-ups 
into  lasting  increases  in  productivity. 

"You've  got  to  change  the  whole  sys- 
tem," says  Lawler,  director  of  the  Uni- 
versity of  Southern  California's  Center 
for  Effective  Organizations,  which 
works  with  TRW,  Hewlett-Packard,  and 
Digital  Ecjuipment.  "You  create  small 
business  units,  you  flatten  the  organiza- 
tion, you  change  the  work  systems  and 
the  design,  and  you  change  the  role  of 
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er  1,600  government 


agencies  agree  on 
our  information  solutions. 

We'd  call  that 
a  stamp  of  approval. 


From  city  halls  to  the  corridors 
national  power,  government  agen- 
s  throughout  the  world  rely  on 
isys  to  make  the  business  of  state, 
,te  of  the  art. 

We're  the  number  one  provider 
information  solutions  to  the  U.S. 
vernment.  Our  systems  play  major 
es  at  the  Departments  of  Treasury 
mmerce,  and  Housing  and  Urban 
velopment,  all  the  armed  services, 
d  more.  In  each  of  America's  50 
,tes,  at  institutions  worldwide  from 
'  Swiss  Foreign  Ministry  to  Mex- 
)'s  Secretaria  de  Hacienda,  the 
ssion-critical  work  of  govern- 
int  is  entrusted  to  the  advanced 

92  Unisys  Corporation 


solutions  of  Unisys. 

A  distributed  network  of 
Unisys  workstations  helps  the 
state  of  Alabama  operate  a  child 
support  program  hailed  as  one  of  the 
most  sophisticated  anywhere.  With 
Unisys  solutions,  Detroit's  public 
safety  system  became  the  first  to 
integrate  emergency  911,  automatic 
vehicle  locator,  and  computer-aided 
dispatch. 

In  the  battle  against  drug 
abuse,  Unisys  solutions  help  the  U.S. 

UNiSYS 

We  make  it  happen. 


Coast  Guard  conduct  drug  interdic- 
tion operations.  And  state  and  local 
law  enforcement  agencies  call  on  our 
drug  enforcement  systems  for  front- 
line answers  to  front-burner  prob- 
lems. It's  all  part  of  our  longtime 
expertise  at  understanding  the 
unique  needs  of  the  public  sector  and 
applying  the  technology  uniquely 
suited  to  address  those  needs. 

Whether  your  business  is  gov- 
ernment or  commerce,  call  us  at 
1-800-448-1424,  ext.  169.  Ask  how  we 
can  help  you  make  an  impression 
on  your  public-as  we're  already 
helping  60,000  forward-looking  cus- 
tomers make  impressions  on  theirs. 


the  manager."  Lawler  has  advised  Gen- 
eral Mills  Inc.  on  how  to  set  up  self- 
managed  teams  to  run  several  plants.  At 
some  beverage  plants,  for  example,  four 
shifts  of  20-person  teams  are  informed 
of  marketing  plans  and  production  costs. 
"They  have  at  their  fingertips  all  the 
data  that  would  normally  be  held  by 
management,"  says  Daryl  D.  David,  a 
human  resources  director.  The  self-man- 
aged teams  do  everything  from  schedul- 
ing production  to  rejecting  products  not 
up  to  quality  standards,  and  they  receive 
bonuses  based  on  plant  performance. 
Some  607'  of  General  Mills'  plants  have 
been  converted  to  such  "high-perfor- 
mance work  systems."  The  approach  has 
produced  significant  gains  in  productivi- 
ty, and  the  company  is  now  moving  to 
spread  it  to  all  operations. 

While  many  of  the  new  gurus  are  ad- 
vocates of  radical  restructuring,  that 


doesn't  mean  they  applaud  the  downsiz- 
ing so  many  corporations  went  through 
in  the  past  few  years.  In  the  view  of 
many,  those  maneuverings  may  have 
lowered  overhead  costs  but  did  not  nec- 
essarily make  businesses  more  produc- 
tive or  responsive  to  the  market.  "If  all 
you  try  to  do  is  flatten  your  existing 
organization,"  says  Hammer,  "you'll  kill 
it.  The  fat  is  not  waiting  around  on  top 
to  be  cut.  It's  marbled  in,  and  the  only 
way  you  get  it  out  is  by  grinding  it  out 
and  frying  it  out."  Translation:  Compa- 
nies need  to  redesign  totally — or  reengi- 
neer — how  the  work  gets  done. 

Hammer,  a  former  IBM  software  engi- 
neer who  taught  computer  science  at 
.MIT,  began  formulating  his  idea  of  re- 
thinking work  in  the  mid-1970s,  when  he 
was  consulting  with  Citibank  and  Xerox 
on  the  use  of  information  systems. 
"Most  organizations  were  using  comput- 


ers to  automate  antiquated  paper  pri».-;j:j-- 
tices,"  he  says.  "They  were  merely  pa  .'•  p  ii 


ing  cowpaths."  Believing  that  compani 
should  use  technology  to  rethink 
way  they  did  business,  not  simply 
automate  current  practice,  he  quit  Y 
MIT  job  in  1982  to  launch  his  own  Cai 
bridge  (Mass.)  consulting  firm.  But 
wasn't  until  1987  that  he  thought  of  tl 
term  "reengineering"  to  describe  ho 
companies  must  radically  redesign  wor  '^^^^^  fori 
FIEFDOMS.  After  he  published  an  artic  ^jfijjjji 
on  the  subject  two  years  ago  in  Harva 
Business  Review,  Hammer  found  hii 
self  and  his  ideas  hot  property.  Mo: 
than   1,500  managers  and  executivi 


have  since  rushed  to  attend  his  thre  ^^-^ 
day  seminars.  He  has  signed  a  contra 
with  HarperCollins  Publishers  Inc 
which  expects  to  publish  his  book  ( 
reengineering  early  next  year. 
Behind  the  hoopla  is  an  intriguir 
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EVER  IN  SEARCH  OF  A  NEW  TAKE  ON  EXCELLENCE 


ifis  spea 


It  was  a  more  or  less  typical  day  for 
Tom  Peters.  He  got  out  of  bed  at 
3:15  a.m.  for  a  predawn  run 
through  the  rich  countryside  surround- 
ing his  Vermont  farm.  Later,  swerving 
to  avoid  a  porcupine  that  scampered 
across  the  dirt  road,  he  drove  his  car 
into  a  ditch.  After  a  neighbor  pulled 
him  out,  he  made  it  to  the  airport  for  a 
5:30  a.m.  private  flight  to  New  York, 
where  he  was  to  deliver  yet  another 
chest-thumping  exhortation  to  a  group 
of  managers. 

Peters,  the  former  McKinsey  &  Co. 
consultant  and  co-author  of  the  best- 
selling  management  book  of  all  time. 
In  Search  of  Excellence,  has  done  thou- 
sands of  speeches  and  seminars.  But 
this  one,  on  a  summer  morning  before 
Sonne  50  human  resources  officers,  was 
different.  It  was  his  first  chance  to 
present  material  from  his  new  book  to 
be  published  this  fall,  Liberation  Man- 
agement: Necessary  Disorganizatioyi 
for  the  Nanosecond  Nineties.  Even  Pe- 
ters seemed  jittery. 

HIGH  HOOPLA.  Since  the  publication  of 
In  Search  a  decade  ago,  and  of  two 
best-selling  sequels,  the  iconoclastic  Pe- 
ters has  become  the  most  quoted  ob- 
server of  American  business.  In  a 
world  of  advice-giving  fads  and  frills, 
where  so  many  fade  out  quickly,  Peters 
has  shown  remarkable  durability.  So 
has  his  Tokyo-based,  former  McKinsey 
colleague  Kenichi  Ohmae,  49,  whose  ru- 
minations on  global  business  have 
forced  executives  to  think  more  clearly 
in  terms  of  an  international  market- 
place. The  Japanese-born  thinker  was 


TOM  PETERS  The  author  of  In  Search  of  Excellence  now  makes 
about  30  public  appearances  a  year — most  of  them  chest-thumpin( 
exhortations  to  groups  of  managers — at  $60,000  a  pop 


!  of  "b 


among  the  first  to  argue  for  partner- 
ships among  U.  S.,  European,  and 
Asian  companies.  Ohmae  has  proved 
the  most  prolific  of  the  McKinsey-root- 
ed  thinkers,  writing  38  books  in  20 
years.  He  received  930  requests  for 
speeches  last  year.  Peters'  original 
partner,  Robert  H.  Waterman  Jr.,  has 
chosen  to  keep  a  lower  profile,  prefer- 


ring to  remain  an  active  consu 
At  the  height  of  the  Excellence  ^ 
la,  in  the  early  to  mid-1980s,  Peter 
giving  150  to  200  speeches  a  ye^ 
$25,000  a  pop.  Now  he  makes  soi 
public  appearances  annually,  at 
$60,000  each.  He  also  writes  a  w 
syndicated  column,  runs  an  exec 
training  company  on  the  side,  an 
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ea:  that  companies  should  be  organized 
•ound  process  instead  of  function, 
iomething  as  simple  as  filling  an  order 
ight  go  through  a  dozen  different 
nctions  in  some  companies,"  Hammer 
,ys.  "Each  has  its  own  fiefdom  with  its 
vn  concerns  and  objectives."  Such 
nction-based  organization  introduces 
rors,  adds  costs,  and  causes  delays. 
Hammer's  reengineering  approach  of- 
rs  ways  to  streamline — an  alluring  no- 
)n  to  cost-conscious  managers.  ITT 
leraton  Corp.,  with  450  hotels  around 
e  world,  is  in  the  midst  of  reengineer- 
g  its  operations.  Executive  Vice-Presi- 
!nt  John  W.  Herold  Jr.  was  impressed 
'  Hammer's  spiel  a  few  years  ago. 
erold  invited  him  to  headquarters  to 
Ik  with  senior  management,  then  dis- 
itched  22  of  his  top  operating  execu- 
/es  to  Hammer's  threeday  seminars. 
The  upshot:  "We  threw  away  the  book 
id  invented  a  new  hotel,"  says  Herold. 
le  typical  300-room  Sheraton  Hotel  had 


required  up  to  40  managers  and  200  em- 
ployees. By  eliminating  narrowly  defined 
jobs  and  rethinking  antiquated  proce- 
dures, ITT  found  it  could  run  a  reengi- 
neered  version  of  250  suites  with  only  14 
managers  and  140  employees — with 
higher  customer  satisfaction.  "We  rede- 
signed the  processes  of  the  company  and 
eliminated  everything  we  didn't  need  to 
do,"  says  Herold.  "Most  of  the  manag- 
ers were  filling  out  reports  for  bosses." 
TIME  PRESSURE.  Hammer's  ideas  overlap 
somewhat  with  another  hot  movement  in 
management  thinking:  the  push  for 
time-based  competition.  The  chief  propo- 
nent of  the  idea,  George  Stalk,  and  his 
partners  at  Boston  Consulting  Group 
Inc.  had  been  startled  in  the  late  1970s 
by  how  much  faster  several  Japanese 
companies  got  products  to  market  than 
did  their  U.  S.  competitors.  In  one  con- 
sulting study  after  another,  Stall-  heard 
clients  talk  about  the  speed  of  develop- 
ment. "What  made  it  connect  was  that 


everyone  knew  time  was  important  to 
business,  but  no  one  knew  how  to  man- 
age time,"  he  says. 

By  1985,  he  had  thought  up  the  term 
"time-based  competition"  to  describe  the 
focus  of  his  consulting  efforts.  In  the 
late  1980s,  Stalk  was  regularly  mapping, 
measuring,  and  monitoring  a  given  pro- 
cess— whether  it  was  the  development 
of  a  product  or  the  fulfillment  of  an 
order — to  form  the  basis  of  a  time-based 
competition  practice  of  some  12  consul- 
tants within  BCG.  Today,  more  than  100 
consultants  at  BCG  alone  largely  work 
with  major  corporate  clients  to  imple- 
ment the  idea,  at  fees  of  about  $250  an 
hour.  And  Stalk's  catchy  phrase  has 
spawned  a  litter  of  similar  terms  to 
describe  the  same  thing,  from  "cycle- 
time  reduction"  to  "time-compression 
management." 

Whatever  the  phrases,  they  are  all  fa- 
miliar to  Nadler,  who  has  captured  a 
strong  corporate  following  for  his  advice 


in  several  PBS  specials  a  year, 
lirers  speak  with  near-adulation 

evangelical  fervor  Peters  brings 

competitiveness  debate.  Critics 
is  often  flippant  comments  are 
nore  than  sound  bites.  More  im- 
;t,  however,  he  has  undergone  his 
•ansformation  from  a  cheerleader 
at's  right  with  the  best  of  Big 
jss — a  basic  theme  of 
irck — to  a  champion  of 

to  midsize  companies 
1  outspoken  critic  of  the 

quo.  The  change  large- 
alts  from  his  belief  that 
•r  operations  are  easier 
nage  and  that  they  tend 
more  responsive  to 
ners. 

ERS.'  For  three  straight 
Peters  is  out  to  show 

s  relevant  and  provoca- 

3  ever.  Pacing  the  floor, 

g  back  and  forth,  he  ex- 

s  on  everything  from 

leed   for  "minimalist 

uarters"  to  "deintegra- 

or  the  falling  apart  of 

mies  that  try  to  do  ev- 

ing    themselves.  He 

3  of  "buckyborgs,"  his 

for  clusters  of  50-  to  60- 

1  business  units,  and  of 

iware,"  the  need  to  com- 

on  the  basis  of  intelli- 
instead  of  hardware.  And  he 
lost  his  knack  for  the  audacious 

ent: 

the  marketplace  has  gone  bon- 
you  better  have  a  bonkers  organi- 
.  Straitlaced  folks  are  not  going 
ke  it  in  a  world  that's  not  strait- 

ddle  managers  are  cooked  geese. 


Raise  hell  and  at  least  go  down  in 
flames.  You're  better  off  getting  fired 
for  doing  something  interesting  n  her 
than  laid  off  while  doing  somet.ang 
boring." 

■  "The  average  decentralized  corpora- 
tion is  not  decentralized.  It's  a  sham,  a 
sick  joke." 
When  Peters,  49,  talks  <if  companies 


KENICHI  OHMAE  The  McKinsey  veteran  has 
written  38  books  in  the  past  20  years  and  re- 
ceived 930  requests  for  speeches  last  year 


that  do  it  right,  nearly  all  his  examples 
are  either  small  unknowns  or  profes- 
sional service  firms  such  as  Arthur  An- 
dersen, Chiat/Day/Mojo,  and  his  old 
employer  McKinsey.  One  reason:  Pe- 
ters believes  that  the  best  models  for 
the  organization  of  the  future  are  ad- 
vertising agencies  or  consultancies.  In 
such  firms,  most  work  is  performed  by 


cross-functional  project  teams  that  use 
their  collective  intellect  to  satisfy  visi- 
ble customers.  People  take  initiative, 
start  projects,  seek  customers,  and 
build  their  own  networks  of  contacts  to 
accomplish  goals. 

Such  companies  "trade  in  pure 
knowledge,"  Peters  says.  "Functional 
departments  are  virtually  nonexistent, 
and  all  the  work  is  organized 
around  loosely  linked  teams 
of  people."  The  changing  na- 
ture of  the  economy,  from  a 
world  in  which  resources 
were  key  to  one  in  which 
knowledge  and  information 
are  crucial,  is  the  driving 
force  behind  this  change.  To 
survive,  managers  have  to  act 
more  like  consultants,  creat- 
ing projects  and  challenging 
norms. 

The  audience,  from  such 
companies  as  American  Ex- 
press and  Olin,  listens  to  him, 
then  politely  asks  a  few  ques- 
tions and  disbands.  Later, 
back  on  his  1,300-acre  Ver- 
mont farm  with  its  llamas  and 
sheep,  he  hears  that  many  in 
the  audience  thought  his  pre- 
sentation wasn't  relevant  to 
them. 

Peters  can't  hide  his  disap- 
pointment. "I'd  like  them  to 
get  the  message,"  he  says.  "I'm  frus- 
trated because  we're  dealing  with  in- 
tractable business  problems,  and  it's 
the  frustration  of  being  a  reasonably 
well-known  explainer  who's  not  doing 
anything  when  it  comes  to  explaining." 
Ah,  but  who  ever  said  the  life  of  a 
guru  was  going  to  be  easy? 

By  John  A.  Byrne  in  New  York 
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on  organizational  design.  The  former  Co- 
lumbia University  business  school  pro- 
fessor established  New  York's  Delta 
Consulting  in  1981  as  an  alternative  to 
such  strategy-based  shops  as  McKinsey 
&  Co.,  Bain  &  Co.,  and  Stalk's  BCG.  His 
idea:  to  bring  together  the  strategic  is- 
sues with  the  behavioral  dynamics  of 
organizations. 

The  philosophical  framework  for  his 
firm  is  what  he  dubs  the  "congruence 
model  of  effectiveness."  It's  how  the 
four  key  elements  of  an  organization — 


work,  people,  the  formal  structure  of  a 
company,  and  the  informal  structure  and 
process — fit  together.  Sound  a  bit 
dense?  Says  Nadleir:  "It's  a  language 
system,  a  way  to  take  something  com- 
plex and  overwhelming  and  make  it  easy 
for  managers  to  understand." 

That  system  is  used  to  study  an  exist- 
ing company  and  to  then  design  the  "or- 
ganizational architecture"  of  a  new  one. 
Allaire  of  Xerox,  for  example,  is  said  to 
walk  around  the  company  with  a  sketch 
of  the  congruence  model  in  one  of  his 


notebooks.  Xerox  used  Nadler's  methoc 
ology  to  guide  it  through  its  latest  reoi 
ganization,  which  breaks  the  compan 
into  smaller,  more  autonomous,  and  th( 
oretically  more  responsive  units. 

The  internal  group  of  Xerox  manager 
who  developed  the  new  architecture 
the  company  called  itself  the  "futun 
tecture"  team.  Over  the  15  months 
the  project,  Nadler  worked  closely  wit 
the  team.  One  result:  A  new,  three-lev( 
organization  chart  shows  Xerox'  corpc 
rate  staff  at  the  bottom,  supporting  th 
business  teams  and  districts  at  the  tof 
More  important,  profit-and-loss  respons 
bility,  once  focused  in  the  chief  execi 
tive's  suite,  has  moved  down  to  20  bus 
ness-team  general  managers.  Units  an 
teams  now  have  complete  beginning-ti 
end  responsibility  for  a  Xerox  product.j 
PLAYING  GAMES.  No  matter  how  da: 
zling  the  insight  or  brilliant  the  theor 
however,  it  will  be  of  little  use  if  a: 
organization  and  its  people  can't  lear: 
from  it.  That's  where  the  idea  of  th 
"learning  organization,"  popularized  b; 
Senge,  comes  in.  One  way  to  improv 
learning,  he  says,  is  to  create  opportun: 
ties  for  managers  to  practice  in  a  risk 
free  environment,  not  unlike  a  rehearsa 
for  an  actor  or  an  exhibition  game  for 
ball  player.  "People  who  have  studies 
how  human  beings  learn  come  again  ant 
again  to  the  world  of  play  or  what  W' 
call  a  practice  field,"  says  Senge.  "B; 
moving  managers  between  a  perfor 
mance  field  and  a  practice  field,  you  cai 
improve  the  learning  process." 

To  do  that,  Senge  brings  senior  execu 
fives  and  front-line  managers  togethe 
to  play  simulation  games  that  allov 
them  to  gain  better  insights  into  hov 
each  of  their  decisions  affects  the  oth 
ers.  His  approach  is  being  used  by  man 
agers   at  numerous   companies,  fron 
Ford  to  Federal  Express.  And  he  hai 
many  enthusiastic  supporters   in  th( 
business  community.  As  chief  executivftrvicBof 
of  Hanover  Insurance  Co.,  William 
O'Brien  used  Senge  as  a  consultant  fo 
eight  years  to  teach  his  managemen 
team  such  techniques.  "I'm  not  saying 
gives  absolute  answers,  but  it  gives  th 
human  mind  a  more  informed  way 
look  at  business,"  says  O'Brien. 

For  every  Senge  or  Nadler  who  ha: 
already  won  the  ears  of  the  corporal 
elite,  there  are  dozens  of  other  aspirant! 
who  hope  someday  to  become  the  nex 
Drucker  or  Deming.  Some  of  them  am 
their  ideas  will  go  the  way  of  the  hula 
hoop.  But  others  are  likely  to  have 
lasting  impact  on  the  practice  of  man 
agement  and  the  shape  of  U.  S.  corpora 
tions.  Whether  or  not  you  agree  witl 
them,  that  fact  alone  makes  the  curren 
crop  of  pundits  worth  listening  to. 

By  John  A.  Byrne  in  New  Yor) 
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How  $11  billion  will  improve  the  flow 
of  information  around  the  Great  Lakes. 


We're  making  an  $11  billion  investment  in  our 
;elecommunications  network  over  the  next  five  years.  A 
letwork  that's  designed  to  connect  Ameritech  customers 
hroughout  the  Great  Lakes  region  with  tomorrow. 

It's  an  aggressive  plan  that  will  bring  the  advanced 
services  of  a  digitally  switched  network  to  more  than  80 
Dercent  of  our  12  million  business  and  residential  customers 
Dy  1996.  With  double  the  fiber  optic  cable  we  have  employed 
;oday  we'll  be  delivering  even  more  exciting  new  services 
:omorrow.  Everything  from  innovative  custom  calling  features 
ind  video  conferencing  to  advanced  healthcare  information 
systems.  By  enhancing  our  network's  quality,  capacity  and 
reliability,  we're  providing  customers  with  more  choices  for  the 


r 
i-, 

©  1992  Amenlech  Corporation 


way  they  live  and  more  productivity  in  the  way  they  work.  This 
commitment  to  improving  life  for  our  customers  is  part  of  our 
pursuit  of  an  even  more  profitable  future  for  our  shareowners. 

For  a  copy  of  our  Annual  Report  or  related  financial  pub- 
lications, call  Ameritech  Investor  Relations  at  312/750-5353. 


The  Communications  Companies  of  Ameritech  are: 
Illinois  Bell  •  Indiana  Bell  *  Michigan  Bell  •  Ohio  Bell  •  Wisconsin  Bell 
Ameritech  Audiotex  Services  •  Ameritech  Credit  •  Ameritech  Development 
Ameritech  Information  Systems  •  Ameritech  International 
Ameritech  Mobile  Communications  •  Ameritech  Publishing 
Ameritech  Services  •  The  Tigon  Corporation. 

Connecting  You  With  Tomorrow 
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INVESTMENT  BANKING  I 


STOCK  ISSUES  HEARD 
ROUND  THE  WORID 


Investment  banks  push  and  shove  to  manage  global  offerings 


El 


arlier  this  year,  Wellcome  PLC,  the 
British  pharmaceutical  giant,  decid- 
ed to  raise  no  less  than  $4  billion  in 
new  equity.  Just  a  few  years  ago,  the 
offering  would  have  been  impossible. 
There  was  nowhere  near  that  much  de- 
mand for  Wellcome  stock  from  British 
investors.  And  though  it  makes  the 
AIDS  drug  AZT,  Wellcome  was  not  well- 
known  among  foreign  investors,  since 
most  of  its  stock  was  held  by  a  chari- 
table trust. 

Ever-resourceful  investment  bank- 
ers, though,  are  offering  a  new  service 
that  enabled  the  Wellcome  deal  to  get 
done:  the  global  equity  offering.  The 
lead  firm,  acting  as  the  "global  coordi- 
nator," mobilizes  separate  but  linked 
underwriting  syndicates  in  markets 
throughout  the  world.  While  global 
deals  have  been  around  since  the 
1980s,  it  wasn't  until  this  year  that  the 
technique  came  into  its  own.  In  May, 
1992,  for  instance.  General  Motors 
Corp.  raised  $2.1  billion  by  selling  40 
million  shares  in  the  U.  S.,  6  million  in 
Britain,  4.5  million  in  Europe,  and  4.5  - 
million  in  the  Far  East.  According  to 
London's  IFR  Securities  Data,  issuers 
during  the  first  half  of  this  year  raised 
some  $14.9  billion  in  international  equi- 
ty, stock  sold  outside  the  issuer's 
home  country.  That's  up  from  $8  bil- 
lion for  all  of  1990. 
STRONG  LURE.  Investment  bankers  are 
falling  all  over  themselves  to  get  this 
business,  which  is  becoming  the  1990s' 
version  of  mergers  and  acquisitions. 
Big  global  equity  deals  are  still  a  vir- 
tually virgin  market,  and  firms  are 
scouring  the  world  trying  to  win  over 
governments  and  companies  with  po- 
tentially huge  equity  needs.  The  big 
lure  of  a  megade  il  is  the  megafee  (ta- 
ble). "That's  why  his  business  is  worth 
fighting  for,"  says  my  Brooks,  manag- 
ing director  at  Lehn  ii  Brothers. 

U.  S.  ti/ms,  along  \  ^^h  British  invest- 
ment banks,  are  easily  'tstripping  com- 
petitors (table).  The  gi  'al  coordinator 
for  the  Wellcome  deal  ;s  the  British 
firm  of  Robert  Fleming  -  Co.  But  a 
team  of  U.  S.  investment  b.   kers,  led  by 


Morgan  Stanley  &  Co.,  sold  one  of  the 
biggest  slices  of  stock.  From  February 
to  July,  1992,  bankers  worked  on  the 
Wellcome  deal  throughout  the  U.  S.  Mor- 
gan Stanley  filed  with  the  Securities  & 
Exchange  Commission  the  first  "pink 
herring,"  similar  to  a  red  herring,  or 


The  chief  appeal 
of  the  international 

megadeals  is 
the  megafees 


preliminary  prospectus,  which  allowed  it 
to  start  marketing  the  deal  a  month  ear- 
ly. In  July,  after  the  stock  market  began 
pummeling  drug  stocks,  Morgan  Stanley 
CEO  Richard  B.  Fisher  hosted  a  lunch  for 
institutional  investors  in  New  York  to 
revive  interest. 

Morgan's  salesmanship  paid  off.  U.  S. 
firms  ended  up  selling  one-fourth  of  the 


Ike  tk 
m  have  f 
ithe 


total  offering,  or  $1  billion  in  dollar- 
nominated  American  depositary  recei 
to  U.  S.  investors.  This  was  the  larg 
chunk  of  a  foreign  company's  stock 
sold  domestically.  U.  S.  firms  raked  ii 
quarter  of  the  massive  $143  million 
fees,  a  nifty  $36  million.  "The  firm  wi 
all  out  to  get  this  done,"  says  MorgJ*'''^-^ 
Stanley  Managing  Director  Vikram 
Pandit.  "While  there  is  a  lot  of  risk  as^-'""  t'? 
ciated  with  these  transactions,  you 
got  to  have  them  on  the  marquee." 

It  was  then-Prime  Minister  Marga 
Thatcher  who  got  the  global  equit 
market  rolling  in  the  1980s  by  prival 
ing  British  companies.  To  sell  stock 
massive  government  agencies,  Brits 
needed  to  tap  buyers  worldwide.  Wh 
U.  S.  investment  banks  participated 
the  early  offerings,  they  were  at  a  disi  pl.'-^^'^ 
vantage  in  Britain's  cumbersome,  oft  ii^'^^W 
risky  "fixed  price"  system,  where  t 
British  issuer  sets  the  offering  pric(  K 
few  weeks  before  the  stock  goes 
sale. 

The  markets  are  now  moving 
ward  the  U.  S.  "book-building"  sj  ip 
tem.  Before  the  offering  price 
deal  size  are  set,  customers  around  t 
world  are  informally  solicited  for  th< 
preliminary  interest,  a  process  knov 
as  building  a  book  of  orders.  Just  t 
fore  the  deal  is  sold,  the  lead  manag 
sets  price  and  size  on  the  basis  of  d 
mand,  reducing  the  chance  of  mispr; 
ing  the  issue.  The  Wellcome  de 
which  turned  out  very  successfull 
was  the  first  to  be  done  fully  with  tl 
book-building  method.  "This  is  t: 
way  deals  will  be  done  around  tl 
world  from  now  on,"  predicts  Morg; 
Stanley's  Pandit. 

GROWING  NEEDS.  Also  helping  tl 
competitive  position  of  U.  S.  firms 
that  U.  S.  institutional  investors  ai 
buying  foreign  stock  in  record  volum 
U.  S.  managers  now  view  internation 
equity  as  nearly  as  acceptable  as  inte 
national  debt,  which  they've  been  bu 
ing  for  years.  U.  S.  issuers,  meai 
while,  are  proving  to  have  growin 
global  capital  needs  as  well.  "Th 
more  diverse  the  market,  the  more  ii 
terest  you  can  generate,"  says  Chark 
E.  Golden,  GM's  treasurer. 

Wall  Street  is  betting  on  a  contim 
ing  supply  of  global  equity  in  all  part 
of  the  world.  The  biggest  issuers  ar 
expected  to  be  cash-strapped  goven 
ments  eager  to  raise  money  quickly 
privatizing  everything  from  railroads 
phone  systems.  Much  action  is  expecte 
in  France,  where  three  large  insurer 
CAN,  UAP,  and  AGF  may  be  put  on  th 
block. "The  experience  of  privatization  i 
the  mid-1980s  showed  that  the  Frenc 
government  chose  largely  foreign  bank 
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advisers,"  says 

■ranQois  Beau- 

lamps,  the  director 
privatization  at 

•edit  Lyonnais'  in- 

istment  bank. 

U.  S.   firms  are 

ijoying  significant 

iccess  in  winning 

obal  coordinator 

andates  in  smaller 

merging  growth" 

arkets.  Robert  E. 

ubin,  Goldman, 

ichs   &   Co.  co- 

lairman,  personal- 
spearheaded  the 

rm's    push  into 

exico  in  the  late 

)80s,  a  step  ahead 

.■  U.  S.  competitors 

id  just  before  that  market  took  off.  In 

pril,  1991,  Goldman  was  chosen  to  man- 

^e  the  huge  Telefonos  de  Mexico  global 

juity  offering  and  pocketed  the  largest 

lare  of  the  $85  million  in  fees,  say 

)mpetitors. 

The  four  major  Japanese  brokerage 
rms  have  fared  poorly.  The  precipitous 
rop  in  the  Japanese  stock  market  has 
ecimated  the  new  equity  market  for  the 
ast  two  years.  Their  only  high-profile 
lobal  coordinator  assignment,  garnered 


A  SURGE  OF 
BLOCKBUSTER  DEALS... 


...WITH  U.S.  FIRMS 
DOMINATING  THE  ACTION 


Largest  global  stock  issues  using  U.S. 

underwriting  practices 

Jan.-  June  1992 

Issuer 

Amount 

Country 

Date 

Fee  to  bankers 

Lead 

Amount* 

Market  share 

billions 

raised 

Millions 

manaQer 

Dilllnnc 

Diiiions 

Percent 

Drillan  IcicCUITl'Z 

tin  1 

-—  

Britoin 

11/01 

v70iutiiun  jucna 

20.5% 

WpllrnmA 

4.1 

Qritnin 

7/99 

14"? 

hAnrnnn  ^tnnlAV 
ITIUIUUII  ./luiiicy 

2.4 

16.3 

GM 

2.1 

U.S. 

5/92 

53 

Shearson  Lehman  Brothers 

1.3 

8.8 

Telmex-1 

1.9 

Mexico 

4/91 

85 

Merrill  Lynch 

1.0 

6.8 

UAP 

1.8 

France 

2/90 

68 

Banco  Roberts 

0.9 

6.3 

San  Paolo  dl  Torino 

1.2 

Italy 

5/92 

36 

S.G.  Warburg 

0.9 

6.0 

Repsol 

1.1 

Spain 

4/89 

39 

Credit  Suisse/CSFB 

0.8 

5.7 

China  Steel 

0.9 

Taiwan 

5/91 

33 

Paribas 

0.8 

5.6 

*  Securities  sold  outside  issuers'  home  countries 


DATA:  IFR  SECURITIES  DATA,  S.G.  WARBURG  GROUP 


by  Nomura  International  PLC  in  London 
for  the  $1  billion  offering  by  Irish  air- 
craft-leasing company  GPA  Group  PLC 
earlier  this  year,  ended  in  failure  when 
the  deal  was  canceled.  "If  we  fly  to  Asia 
for  a  potential  deal,  often  the  Americans 
are  there  ahead  of  us,"  says  Masayasu 
Ohi,  general  manager  of  international  in- 
vestment banking  at  Daiwa  Securities 
Co.  "We  try,  but  in  practice  we  have 
little  chance." 
A  continuing  boom  in  global  deals  is 


not  assured.  Privatization  in  Eastern  Eu- 
rope has  slowed.  European  equity  mar- 
kets are  weak  because  of  limping  econo- 
mies and  political  uncertainties.  But 
given  the  strong  worldwide  demand  for 
capital  and  the  incentives  U.  S.  invest- 
ment banks  have  to  raise  it,  the  stam- 
pede for  global  equity  business  is  proba- 
bly just  beginning. 

Bi/  Leah  Nathans  Spiro  iti  New  York,  with 
Stephanie  Cooke  in  London,  Bill  Javetski 
in  Paris,  and  Karen  Lowry  Miller  in  Tokyo 


FRIENDLY 
FINANCING:  FROM 
THE  U.S.  TO  ISRAEL 


In  July,  Bezeq,  the  Israeli  state- 
owned  telecommunications  compa- 
ny, asked  for  proposals  from  U.  S. 
investment  banks  to  float  a  $200  mil- 
lion bond  issue.  To  the  surprise  of  Is- 
raeli financiers,  six  major  U.  S.  invest- 
ment banks  rushed  to  respond.  The 
firms  saw  the  Bezeq  deal  as  a  way  of 
positioning  themselves  for  "much  big- 
ger business  in  the  months  to  come," 
says  Dan  Halperin,  who  advises  Salo- 
mon Brothers  Inc.  in  Israel. 

Now  that  President  Bush  has  agreed 
to  $10  billion  in  U.  S.-guaranteed  loans 
for  Israel,  the  business  should  soon  be 
flowing  Wall  Street's  way.  The  money 
will  likely  be  raised  through  30-year 
bond  issues  underwritten  by  the  big 
New  York  investment  banks. 
IN  THE  PIPELINE.  True,  the  firms  won't 
make  a  bundle  from  the  deals.  The  un- 
derwriters will  earn  fees  of  about  45 
basis  points,  or  $4.5  million  on  the  full 
$10  billion,  a  typical  fee  on  guaranteed 
bonds — and  that  will  be  spread  out 
over  five  years.  But  about  $900  million 
in  other  offerings,  both  bonds  and 


stocks,  are  in  the  pipeline  along  with 
the  loans.  Some  issues  will  result  from 
newly  elected  Prime  Minister  Yitzhak 
Rabin's  efforts  to  give  a  new  push  to 
the  privatization  program  that  had  fiz- 
zled under  his  predecessor,  Yitzhak 
Shamir.  The  government  has  said  the 
Bezeq  financing  will  be  the  first  step 
toward  privatizing 
the  company.  It  has 
tapped  Salomon  to 
run  the  sale  of  its 
507o  interest  in  Zim 
Israel  Navigation 
Co.  and  may  soon 
float  a  one-third 
stake  in  Israel 
Chemicals  Ltd.  Both 
issues  will  be  equity 
financing,  where  the 
fees  are  a  lot  higher 
than  for  bonds. 

U.  S.  securities 
firms  have  worked 
with  Israel  for  years 
and  are  familiar 
enough  with  the  territory  to  bring  a 
greater  volume  and  variety  of  Israeli 
issues  to  market.  "With  the  govern- 
ment's announced  intent  to  hasten  pri- 
vatization, I  see  a  surge  of  distributing 
Israeli  securities  both  at  home  and 
abroad,"  says  John  G.  Heimann,  chair- 
man of  Merrill  Lynch  &  Co.'s  Global 
Financial  Institutions  Group. 


UPCOMING  ISSUES 


Bonds 

Value  (millions) 

U.S.  GOVERNMENT 
GUARANTEED 

$10,000 

AMOS  1  SATELLITE 

85 

BEZEQ 

200 

ISRAEL  ELECTRIC  CORP. 

80 

Equity 

FIRST  ISRAEL  FUND 

60 

ISRAEL  CHEMICALS 

360 

ZIM 

85 

*Over  five  years 

DATA  BW 

In  early  August,  Merrill  was  the 
lead  underwriter  on  the  $100  million 
initial  public  stock  offering  of  the  Is- 
raeli electronics  company  Tadiran 
Ltd. — the  largest  Israeli  initial  public 
offering  ever  in  the  U.  S.  Other  invest- 
ment banks  active  in  Israel  include 
Kidder  Peabody — which  has  advised 
the  government  on 
previous  financ- 
ings— Shearson  Leh- 
man Brothers,  Salo- 
mon, First  Boston, 
and  Bear  Stearns. 

Indeed,  Kidder, 
Peabody  &  Co.  is 
working  on  an  $85 
million  bond  financ- 
ing for  the  Amos  I 
communications  sat- 
ellite, to  be  launched 
by  Israel  in  early 
1994.  The  issue 
would  securitize  the 
payments  from  the 
government  and  the 
companies  that  use  the  satellite. 

Despite  the  likely  surge  in  activity, 
Israeli  deals  aren't  easy.  Political  resis- 
tance has  slowed  privatization  since  its 
start  in  1988.  Still,  Rabin  seems  willing 
to  be  flexibile  in  political  negotiations. 
That  may  carry  over  to  dealmaking. 

By  Stanley  Reed  in  New  York  and  Neal 
Sandler  in  Jerusalem 
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Wordlferfect  users  pri* 
Windows  no  mane 


Portland:  92%  of  WordPerfect  users  found 
Microsoft  Word  for  Windows  easier  to  learn. 


OA 


Waskington.  D.  C. :  72%  ofWordPeifcct 
users  found  Microsoft 
Word  lor  Windows  easier  to  learn. 


Diillti^  .s.s   'It  WnidPerfeet  users  preferred  Microsoft 
Word  tor  Windows  over  WordPerfect  for  Windows. 


Los  Angeles:  72%  ofWordPerfect  users,  if  given  a  choice,  would  buy 
Microsoft  Word  for  Windows  over  WordPerfeel  fir  Windows. 


The  1992  Word  Challenge  is  over. 

And  as  you  can  see,  the  results 
speak  for  themselves.  WordPerfect  for 
DOS  users  all  over  the  country  prefer  Word 
for  Windows"  for  everyday  word  proces- 
sing tasks.  Over  the  past  two  months,  the 
National  Software  Testing  Labs  visited  10 
different  cities  to  ask  WordPerfect  users 
to  compare  WordPerfect  for  Windows  and 


lav 


The  1992  Coast-fck 

Microsoft  Word  for  Windows  side-by-side. 
WordPerfect  users  were  amazed  at  how 
Word  put  them  one  step  away  from  accom- 
plishing everyday  word  processing  tasks 
with,  in  many  instances,  one  simple  click 
of  the  mouse.  They  found  it  that  easy. 

The  tour  was  not  only  fun,  but  it  def- 
initely confirmed  two  very  strong  hunches 
we've  had  for  some  time.  One,  WordPerfect 


'Offer  flood  for  cumul  lu  •  >i 
Corporation  All  nghts  n  so 


■(  s  of  WuTdPerfn  I.  MultiMate.  WordSlur  MS*  Word  for  MS-DOS^  and  DtsplayWnh^  Please  albw2-4  weeki  for  delivery  upon  receipt  ofordtrby  Microsoft.  Offer  expires  9/30/'Ji'  Limit  o 
id  Pmited  in  thf  USA.  Microsoft  is  a  rcyi--^'    d  trculenuirk  atuJ  Windows  is,  a  trademark  of  Microsoft  Corporation  WordPerfect  is  a  registered  trademark  of  WordPerfect  Corp 
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vary.Cc      ,  , 


Mcrosoft  Word  for 
tot  state  they're  in. 


Chicago:  68%  ofWnrdPerfat  users,  if  given 
a  choice,  would  buy  Microsoft  Word  for 
Windows  over  WordPerfect  for  Windows. 


I         ^^^^^^^  / 


St.  Louis:  71%  ofWordPerfect  users 
preferred  Microsoft  Word  for  Windows  over 
WordPerfect  for  Windows. 


Salt  Lake  City:  7696  ofWordPerfect  users 

preferred  Microsoft  Word 
'or  Windows  over  WordPerfect  for  Windows. 


Minneapolis:  88%  ofWordPerfect 

users  felt  that  Microsoft  Word 
for  Windows  was  the  easiest  to  use. 


Atlanta:  74%  ofWordPerfect  users  felt  that 
Mwrosoft  Word  for  Windows  was  the  easiest  to  use. 


New  York:  80%  ofWordPerfect  users 
think  tluit  Microsoft 
Word  tor  Windows  /^s  easier  to  use. 


3ast  Word  Challenge. 


isers  prefer  Word  for  Windows  for  every- 
iay  word  processing  tasks.  And  two,  air- 
ports sell  some  very  tacky  souvenirs. 

But  you  can  see  for  yourself.  Sim- 
ply call  us  for  a  free  "Word  Challenge  Kit." 
included  is  a  videocassette  highlighting 
he  actual  test,  and  interviews  with 
kVordPerfect  users  who  took  the  challenge. 
\lso  in  the  kit  are  the  files  you  need  to  test 


Word  on  your  own.  Call  (800)  323-3577, 
Department  HD2.  We  think  once  you  get  a 
chance  to  judge  for  yourself,  you'll  no 
doubt  want  to  take  advantage  of  our  special 
$129  upgrade  offer* 

No  matter  what  state  you're  in. 

Mkmsoft 

Making  it  easier 


rergmidanfy  m  Ih,'  SU  Umird  SlaU-.  fi  mmvmih  Ihr  NSTL  Inl  n^iills  la  llu-  Vmlnl  Sliilrs.aill  IXdOl  :c:i:lS77.  Ihfl  HD2.  For  infiirtmltim  mih  In  Canalu.  mil  (8IIV)  Sh:l-9(I4H.  ,mkuk  the  US  aiidCcnmlu.  mil  1316)  936-8661  ©  1992  MicrmofI 
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BANKING  I 


NO  PREDATORS 
NEED  APPLY 


First  Interstate  is  detennined  not 
only  to  go  it  alone  but  to  expand 


When  BankAmerica  Corp.  an- 
nounced a  year  ago  that  it 
would  acquire  aiHng  Security 
Pacific  Corp.,  bankers  and  Wall  Street 
pundits  began  counting  the  days  until 
First  Interstate  Bancorp,  would  also  fall 
to  some  hungry  predator.  After  all,  they 
reasoned,  the  ailing  Los  Angeles  bank 
was  no  match  for  the  growing  BofA  em- 
pire. Then,  there  was  Kohlberg  Kravis 
Roberts  &  Co.'s  9.8%  stake  in  the  bank. 
The  buyout  firm,  it  was  thought,  would 
favor  a  deal. 

Finally,  First  Interstate's  995-branch 
network,  spread  over  13  Western  states, 
was  said  to  have  caught  the  attention  of 
such  acquisitive  banks  as  San  Francisco- 
based  Wells  Fargo,  Norwest  of  Minne- 
apolis, and  Banc  One  in  Columbus,  Ohio. 
Everyone  seemed  to  agree  that  a  take- 
over of  First  Interstate,  which  has  $50 
billion  in  assets,  was  inevitable.  Every- 
one, that  is,  except  Edward  M.  Carson. 

First  Interstate's  chairman  and  chief 
executive  is  not  only  determined  to  go  it 
alone  but  he's  planning  to  expand.  Al- 
though he  says  he  will  entertain  any 
offers,  Carson  argues 
that  his  shareholders 
stand  to  gain  more  in 
the  long  term  from  a 
strong,  independent 
First  Interstate  than 
from  a  merger  with  a 
more  powerful  institu- 
tion. "I  don't  subscribe 
to  the  notion  that  big- 
ger is  better,"  Carson 
says. 

EMPIRE  SHRINKER.  At 

first  glance,  Carson 
doesn't  appear  to  be  the 
kind  of  CEO  who  can  fend  off  well-heeled 
buyers.  At  62,  just  three  years  away 
from  retirement,  Carson  has  a  reputa- 
tion as  a  low-key  manager,  a  sharp  de- 
parture from  the  feisty  ^tyle  of  his  pre- 
decessor, Joseph  J.  Piniila.  Still,  he  is 
known  as  a  tough  cost-< ;  iter.  That's  a 
big  reason  why  the  board  :.|)ped  Carson 
to  succeed  Pinola  in  1990.  '  1  the  time. 
First  Interstate  was  stagj  i  iiig  under 
the  double  whammy  of  ru'  vay  costs 
and  bad  real  estate  loans. 

Carson  has  been  quick  to  ^  his  tal- 
ents to  work.  He  has  atU  iied  the 
bank's  bloated  cost  structure  w  '  a  ven- 
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CARSON:  STRESSING  PRUDENCE  RATHER  THAN  LOAN  GROWTH 


EARNINGS/LOSSES 
PER  SHARE 


▲  DOLURS  "ESTIMATE 
DAT»;KEEFE,BRUYEnEt  WOODS  INC. 


geance.  Most  dramatically,  he  has  been 
methodically  dismantling  much  of  the 
far-flung  empire  his  predecessor  had  as- 
sembled in  the  1980s.  Gone  are  small 
banks  in  Oklahoma,  New  Mexico,  and 
Colorado.  He  is  also  backing  off  from 
Pinola's  global  ambitions  by  selling  the 
bank's  volatile  $1.3  billion  international 
corporate-finance  and  trading  business. 
The  result  has  been  dramatic  savings 
that  many  critics  would  have  thought 
possible  only  through  a  merger.  Carson 
has  cut  the  bank's  staff 
by  more  than  7,000,  or 
20%.  Overall,  he  pre- 
dicts that  $280  million 
this  year  will  be  lopped 
off  the  bank's  $2.3  bil- 
lion operating  budget. 

Carson  has  also  gone 
to  work  on  First  Inter- 
state's loan  portfolio, 
still  heavily  exposed  to 
California's  shaky  real 
estate  market.  He 
slashed  nonperforming 
assets  to  $1.2  billion  at 
the  end  of  the  second  quarter,  from  $2.1 
billion  in  1989.  To  guard  against  future 
surprises,  all  of  the  bank's  1,500  loan 
officers  were  put  through  a  retraining 
course,  which  stressed  prudence  rather 
than  loan  growth. 

These  moves  are  already  showing  up 
on  the  bottom  line.  First  Interstate 
climbed  back  into  the  black  in  the  first 
half  (chart).  And  while  profits  have  no 
doubt  been  helped  by  lower  interest 
rates,  Carson  believes  earnings  will 
steadily  improve.  Indeed,  last  January, 
he  tried  to  dispel  Wall  Street's  negative 
prognosis  for  First  Interstate  by  issuing 


an  unusual  public  for 
cast  that  the  bar 
would  earn  about  $! 
million  in  1992  and 
the  neighborhood 
$440  million  next  yea 

Carson  is  now  gea  'ffFDltl^' 
ing   up   to  take 
bigger  competitor 
such  as  BofA,  whi( 
has    1,400  branch 
throughout  Californi 
"The  size  doesn't 
timidate  me,"  he  sayf"-'' 
He  is  looking  to  e: 
pand  his  bank's  pre 
ence  in  Southern  Ca 
fornia  and  Washinj 
ton,  as  well  as  Texa 
But  he  vows  not  to 
peat  Pinola's  mistake 
such  as  the  disastroi 
acquisition  of  Hou 
ton's  Allied  Bancshan 
Inc.  just  before  Texa 
real    estate  mark( 
crashed.  Carson  pledges  that  he's  ba 
gain  hunting  and  would  buy  only  wit 
federal  assistance.  Thought  to  be  on  h 
list  are  HomeFed  Corp.,  the  San  Die 
thrift  seized  by  the  government  in  Jul 
and  the  struggling  First  City  Bancorp 
Texas. 

PRICEY.  To  help  bankroll  acquisition 
Carson  is  counting  on  KKR,  which  h 
proven  a  lot  more  patient  with  First  I 
terstate's  travails  than  Wall  Street  on 
thought.  KKR  declined  to  comment  on  i 
ties  with  First  Interstate,  but  in  Ap 
the  firm  notified  the  Securities  &  E 
change  Commission  that  it  wants  to  e 
plore  potential  joint  acquisitions  with  thj 
bank.  Any  deal,  possibly  similar  to  th 
successful  Bank  of  New  England  Corj] 
buy  KKR  made  with  Fleet/Norstar 
nancial  Group  Inc.,  would  be  a  vote  c 
confidence  for  Carson. 

Maybe.  But  with  too  many  banks  an 
not  enough  business  to  go  around,  th 
consolidation  trend  is  tough  to  resis 
Many  analysts  believe  First  Interstat 
would  have  already  fallen  prey  if 
weren't  for  California's  weak  economjfc  tlinft  [i; 
Wells  Fargo  &  Co.,  for  instance,  is  pr(  Wat 


occupied  with  bad  loan  problems.  Firs 
Interstate's  share  price  has  probabl 
also  given  would-be  suitors  some  paus( 
Now  at  37,  more  than  double  what 
was  in  1990,  the  bank  looks  a  bit  pricej 
Still,  given  Carson's  rapid  rehabiliti 
tion  of  his  bank  and  his  ambitious  gam 
plan  to  make  the  institution  again  woi 
thy  of  its  name.  First  Interstate's  futur  id 
may  be  more  likely  that  of  an  acquire 
than  an  acquiree 


By  Amy  Barrett  in  Los  Angeles,  wit  ffienjist 


Russell  Mitchell  in  San  Francisco  ani 
Suzanne  Woolley  in  New  York. 
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SULATION I 


HE  BANK  POLICE 
(ET  A  BIGGER  STICK 


ew  FDIC  regs  will  give  the  feds  sweeping  powers  over  ailing  banks 


It  may  go  down  as  the  biggest  irony 
of  last  year's  legislative  .  session. 
Bush  Administration  officials  put  to- 
ither  what  they  thought  was  a  sure 
in  to  cure  the  ills  of  the  nation's 
,nks.  Although  it  seemed  a  long  shot, 
ey  asked  Congress  to  adopt  a  sweep- 
g  reform  of  the  financial  system  that 
eluded  expanded  powers  for  banks  and 
huge  $70  billion  loan  to  shore  up  the 
ipleted  deposit  insurance  fund. 
In  the  end,  Administration  officials  re- 
ived their  loan.  But  they  also  got  a  lot 
ey  didn't  bargain  for.  Terrified  that 
e  hemorrhaging  banking  industry 


pact  on  the  structure  of  the  industry. 

Proponents  of  the  law  say  the  new 
regulations  will  encourage  better  man- 
agement because  better-performing 
banks  are  exempt  from  many  of  the 
more  onerous  rules.  But  critics  see  it 
differently.  "The  nature  of  regulation 
has  crossed  the  line,"  declares  Edward 
L.  Yingling,  chief  lobbyist  for  the  Ameri- 
can Bankers  Assn.  "It  has  become  mi- 
cromanagement." 

Bankers,  some  members  of  Congress, 
and  even  some  regulators  say  the  new 
law  will  exacerbate,  not  solve,  the  indus- 
try's problems.  Although  most  of  the 


posit  Insurance  Corp.  estimates  that 
Congress'  2%  solution  could  force  regu- 
lators to  shutter  banks  with  upwards  of 
$76  billion  in  assets,  double  what  they 
initially  expected  for  1993.  What's  more, 
complying  with  the  new  regulations  will 
only  add  to  overhead  at  a  time  when 
most  banks  are  trying  to  cut  expenses. 
"It's  like  the  old  medical  practice  of 
bleeding  the  patient,"  says  Federal  Re- 
serve Governor  John  P.  LaWare. 

The  scope  of  the  legislation's  intrusion 
into  banks'  internal  operations  doesn't 
end  there.  Regulators  themselves  are 
uncomfortable  with  provisions  that  re- 
quire them  to  set  guidelines  on  accept- 
able earnings  for  a  troubled  bank.  And 
when  it  comes  to  rules  requiring  them  to 
devise  parameters  for  an  ailing  institu- 
tion's stock  price,  they  admit  they're 
somewhat  bewildered. 

Reacting  to  the  criticism,  the  Bush 
Administration  is  acting  to  ease  the  bur- 
den on  banks  by  proposing  legislation  to 
roll  back  some  of  the  congressional  man- 


WHAT  REGULATORS  CAN  DO 


EARLY  INTERVENTION 


To  forestall  bonk  failures,  regulators  after  Dec.  19  will  be  able  to 
fire  managers  and  directors  of  troubled  bonks  and  can  force  them 
to  raise  cash  by  cutting  dividends  and  selling  subsidiaries 


EXECUTIVE  PAY; 


Effective  Dec.  1 ,  1 993,  regulators  v/ill  hove  the  pov/er  to  set  com- 
pensation standards  for  poorly  capitalized  banks,  based  largely 
on  the  size  and  performance  of  the  institution.  Pay  levels  could  be 
cut  if  they're  considered  too  generous 


PERFORMANCE 


In  addition  to  capital  requirements,  ailing  banks  will  have  to  ad- 
here to  regulatory  guidelines  on  earnings  after  Dec.  1,  1993.  Even 
a  bank's  share  price  will  be  subject  to  review  by  regulators.  Bonks 
that  do  not  meet  these  standards  may  be  fined  or  have  constraints 
imposed  on  their  growth 


LENDING 


In  March,  1993,  regulators  will  issue  standards  for  making  real  es- 
tate loons,  including  limits  on  how  much  can  be  lent  on  various 
kinds  of  projects 

DATA  FDIC  IMPROVEMENT  AO  OF  1991 


light  provide  a  slow-motion  replay  of 
le  thrift  fiasco.  Democratic  lawmakers 
ilked  at  the  reform  proposals.  Instead, 
ley  enacted  one  of  the  strictest  and 
lost  sweeping  pieces  of  financial  regu- 
tion  in  decades. 

AYMASTERS.  The  so-called  FDIC  Im- 
fovement  Act,  whose  provisions  are 
Dw  being  implemented,  will  allow  regu- 
.tors  to  meddle  in  almost  every  aspect 
F  bank  management.  At  poorly  capital- 
ed  banks,  regulators  will  be  able  to 
3cide  how  much  executives  should  be 
aid.  They'll  even  be  allowed  to  deter- 
line  what  would  be  an  acceptable  stock 
rice  for  an  institution  (table).  The  act 
)uld  eventually  have  a  far-reaching  im- 


measures  are  aimed  at  troubled  banks, 
critics  contend  that  these  are  just  the 
institutions  that  can  ill  afford  a  regula- 
tory straitjacket. 

Of  immediate  concern  are  new  rules 
requiring  early  intervention  by  regula- 
tors when  a  bank  is  close  to  insolvency. 
Under  current  guidelines,  regulators 
must  wait  for  a  bank  to  exhaust  its  net 
worth  before  they  can  close  it.  But  start- 
ing in  December,  regulators  will  be  re- 
quired to  act  once  a  bank's  tangible  eq- 
uity falls  below  2%  of  its  assets. 

Regulators  then  have  such  forceful 
options  as  seizing  the  bank,  ousting 
management,  suspending  dividends,  and 
selling  off  operations.  The  Federal  De- 


dates.  What's  more,  regulators,  wary  of 
their  new  clout,  say  they  intend  to  give 
banks  as  much  flexibility  as  possible 
when  they  implement  the  regulations. 
They  say  they  will  come  down  hard  only 
on  the  weakest  banks. 

Still,  some  banks  are  so  upset  that 
they  may  finally  make  good  on  a  long- 
standing threat:  Banking  consultant  Ed- 
ward E.  Furash  says  several  large  cli- 
ents want  him  to  study  whether  they 
can  give  up  their  charters.  That  would 
be  a  drastic  step.  But  given  Congress' 
mood,  bank  regulations  stand  a  better 
chance  of  getting  a  lot  tougher  before 
they  get  any  easier. 

By  Demi  Foust  in  Washington 
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REAL  ESTATE  I 


THOSE  DREAM  LEASES 
CAN  BE  RUDE  AWAKENINGS 


Office  space  is  cheap,  yes — but  beware  the  pitfalls  and  legal  hassles 


Call  them  cheap  leases  from  hell. 
The  huge  glut  of  space  produced 
by  the  li)80s'  commercial-construc- 
tion orgy  has  pulled  rents  way  down. 
Moreover,  as  exti'a  enticements  to  fill 
their  vacant  buildings,  hungry  real 
estate  owners  often  throw  in  a  year's 
free  rent  and  free  interior 
work,  such  as  erecting  parti- 
tions. All  of  this  has  made  the 
1990s  a  ijaradise  for  office 
tenants.  But  for  a  growing 
number  of  renters,  the  para- 
dise is  dotted  with  land  mines, 
especially  when  the  landlord 
happens  to  run  into  trouble. 
Notes  Philip  R.  Sprayregen, 
a  managing  director  at  the  CB 
Commercial  Real  Estate  Inc. 
brokerage:  "Sometimes,  what 
look  like  really  good  deals 
are  fraught  with  risk  for  tenants." 

Ask  Proskauer,  Rose,  Goetz  &  Men- 
delsohn. A  tantalizingly  low  rent  at  a 
new  glass-sheathed  office  tower  near 
Times  Square  in  Manhattan  seemed  too 
good  to  pass  up — fully  $10  per  square 
foot  less  than  the  law  firm  had  been 
paying  under  its  old  lease.  So,  it  happily 
moved  into  nine  floors  of  the  42-story 
skyscraper  in  late  1990. 
BUMPS  AND  GRIME.  Unfortunately,  the 
landlord,  Solomon  Equities  Inc.,  couldn't 
find  other  tenants  to  make  the  building 
financially  viable.  The  result:  Mainte- 
nance suffered.  Bad  elevators  were  the 
first  problem.  They  took  forever  to  ar- 
rive,  control   buttons   didn't  work, 
ground-floor  landings  were  bumpy.  Un- 
washed windows  collected  a  thick  layer 
of  grime.  At  one  point  in  early 
spring,  1991,  the  heat  went 
out  for  weeks.  Work  halted  on 
completing  the  building's  fa- 
cade. Then,  Solomon  put  the 
l)artnership  that  owns  the  place 
into  Chapter  11.  According  to  Her- 
bert T.  Weinstein,  a  Proskauer  part- 
ner, the  two  sides  are  finally  close  to 
resolving  the  problems.  "It'll  be  great 
to  have  the  windows  cleaned  after  al- 
most two  years,"  says  Weinstein.  Solo- 
mon executives  declined  to  comment. 

Eviction  is  another  hazard  for  tena.its. 
When  lenders  take  over  a  building, 
which  happens  a  lot  today,  they  have  the 
legal  power  to  tear  up  leases — and  occu 
pants  can  end  up  getting  booted.  That's 


RENTS  LOOK 
SWEET,  BUT 
IT'S  OFTEN 
HARD  TO 
MOVE  IN  AND 
HARD  TO 
MOVE  OUT 


what  happened  to  15  tenants  last  year 
when  NCNB  Corp.  foreclosed  on  the  four- 
story  Lakecrest  Building  in  Nashville 
and  sold  it  to  tiremaker  Bridgestone/ 
Firestone  Inc.  to  use  as  its  U.  S.  head- 
quarters. Despite  the  availability  of  of- 
fices nowadays,  finding  the  right  space 
and  arranging  a  long-term 
lease  can  still  be  an  egregious 
hassle.  The  Lakecrest  evictees 
were  eventually  able  to  find 
cut-rate  space  nearby.  "It's 
over,  and  we  have  no  hard 
feelings,"  says  Tom  Bonds,  an 
employee  at  one  of  the  defen- 
estrated tenants,  engineering 
firm  Allen  &  Hoshall  Inc. 

Lenders  to  troubled  proper- 
ties can  make  life  difficult  for 
tenants  in  other  ways.  Some- 
times, they  thwart  prospec- 
tive tenants  by  refusing  to  0.  K.  already 
signed  leases  out  of  fear  that  the  deals 
are  too  generous.  That  can  hang 
up  the  office-space  seekers  for 
long  periods.  E.  J.  Rhodes  &  As- 
sociates, a  Manhattan  executive- 
search  concern,  got  trapped  this 
way  when  it  tried  to  move  to  a 
more  prestigious  address. 

Greycoat  Real  Estate  Corp., 
the  owner  and  lone  occupant  of 
the  Fifth  Avenue  building,  dan- 
gled a  package  of  goodies  in 
front  of  Rhodes:  a  $83  per-sq.-ft. 
rent  (down  from  $42  at  its 
current  office),  six  months' 


me 


free  rent,  and  free  internal  impro\ 
ments  woi'th  $50  per  foot.  But  the  Bai 
of  Nova  Scotia,  the  mortgage  hold( 
balked.  Steven  J.  Liff,  a  Rhodes  partn(  Vii  j[ 
says  his  firm  spent  six  months  in  lim 
and  laid  out  thousands  of  dollars  in  leg  )M  ||| 
and  architectural  fees  before  the  bai  uitMi 
finally  nixed  the  deal  in  November.  |UKi 

The  firm  has  had  to  start  all  ov 
looking  for  a  new  home,  although  On 
coat  did  reimburse  Rhodes  for  expens' 
"I  guess  these  things  can  happen  in  tl 
market,"  sighs  Liff.  Greycoat  says 
now  is  trying  to  sell  the  building,  ai 
the  bank  declined  to  comment. 
LOCKED  IN.  Tenants  also  are  thrust  in 
purgatory  when  partners  in  a  buildii  '"'^^^'P 
venture  disagree  over  leasing  strate^ 
in  a  down  market.  Consider  Newport  0 
fice  Tower,  a  vacant  structure  in  JersePiin  ^ 
City,  N.J.,  owned  by  Melvin  Simon 
Associates  Inc.  When  the  building  wJ» 
still  on  the  drawing  board  in  the  la 
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1980s,  The  Limited  Inc.  agreed  to  lea: 
the  entire  tower,  intending  to  sublet 
then-high  rents.  By  the  time  constru 
tion  had  finished,  though,  the  mark(  10 
had  collapsed.  The  Columbus  (Ohi 
clothing  retailer  and  Indianapolis-base 
developer  Simon  took  to  squabbling  ov( 
how  to  share  the  burden.  That  forced 
major  financial-services  company  th 
had  agreed  to  move  in  to  put  its  plans  o  Ksed.  i\s. 
hold  for  most  of  1991.  After  shel  « 
ing  out  $150,000  to  attorneys,  th 
company  walked  away  last  fall 
Tenants  often  find  it's  just  a 
hard  to  get  out  of  a  building 
in:  Landlords  are  loath  to 
them  out  of  leases  because 
placements,  if  they  can  be  founliiid 
at  all,  will  pay  lower  rents.  A  snajer 
part  of  its  bankruptcy  restructui  mi 
ing,  E-II  Holdings  Inc.  of  fere 
several  hundred  thousand  do 
lars  to  a  Los  Angeles  landlor 
if  he  would  cancel  the  leas  m,  pn 
on  a  warehouse  for  its  clot!  Emg  o: 
ing  subsidiary,  Jody  Appare  mlm 
Inc.  No  dice.  Says  K.  Cor  t 
Benson,  the  E-II  executive 
charge  of  the  talks:  "We  ha 
to  sublease  it  for  a  lot  les 
than  we're  paying  in  rent." 

Lately,  many  tenants  ar 
getting  smarter  by  researchfcir 
ing  a  building's  status  befor  !>;•:;; 
signing  up.  Some  are  exact 
ing  agreements  from  build 
ing  lenders  to  honor  lease; 
after  a  foreclosure.  Thi 
tenant  may  be  king  thes< 
days,  but  his  shaky  throm 
still   needs   some  so 
shims  and  braces. 

By  Larry  Light  in  Nei 
York,      with  burea 
reports 
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GARY  WEISS 


i  TW  READY  TO 
OOK  UP  SOME 
AVORY  RESULTS? 


0: 


ne  of  the  nation's  largest  food- 
service  companies  is  TW  Hold- 
ings, with  $3.6  billion  in  annual 
venues  from  its  Hardee's,  Denny's, 
id  Quincy's  roadhouses  and  Canteen 
stitutional  hash-slinging  operation, 
ut  its  primary  distinction  can  be 
immed  up  in  a  word:  debt.  TW  was 
16  object  of  a  1989  leveraged  buyout 
f  Coniston  Partners  and  Donaldson 
ufkin  &  Jenrette.  At  yearend  1991, 
A  carried  on  its  books  $2.3  billion  of 
mg-term  debt  vs.  $77  million  in  share- 
older  equity. 

But  TW's  balance  sheet  has  been  re- 
ivenated,  and  some  smart  investors 
re  wagering  on  the  company.  In  June, 
BO  giant  Kohlberg,  Kravis,  Roberts 
ngineered  a  recapitalization,  under 
'hich  TW  bought  back  its  junkiest 
igh-coupon  debt,  and  KKR  wound  up 
nth  a  47%  stake  in  the  company.  True, 
ne  hoi  poUoi  on  the  Street  were  unim- 
ressed.  Share  prices  of  TW  common 
tock — the  publicly  traded  "stub"  left 
ver  from  the  LBO — have  gone  no- 
/here  (chart).  But  one  savvy  fund 
nanager  predicts  a  rebound  is  under 
vay.  "There's  no  question  that  TW 
ioldings  has  turned  the  corner,"  notes 
Cric  E.  Ryback,  manager  of  the 
jndner  Dividend  mutual  fund  and  co- 
nanager  of  its  sister  Lindner  mutual 
"und.  Ryback  expects  the  company  to 
•ejigger  its  balance  sheet  still  further 
n  the  coming  weeks.  "The  refinancing 
s  going  to  trigger  a  chain  of  positive 
;vents,  probably  including  the  refi- 
lancing  of  some  of  its  bank  debt," 
says  Ryback.  That,  he  feels,  will  give 
;he  company  a  shot  of  adrenaline. 
PAID  TO  WAIT.'  For  Ryback,  the  TW 
nvestment  vehicle  of  choice  is  not  the 
;ommon  but  rather  the  preferred 
shares  that  were  issued  in  June  as  part 
)f  the  KKR  deal.  The  preferred  was 
ssued  at  $25  a  share  and  now  sells  for 
^28.  It  is  convertible  into  6.79  shares  of 
rw's  NASDAQ-traded  common  stock. 
Chat  works  out  to  $4.12  a  share — 
slightly  over  the  common's  current 
mce.  But  the  common  pays  no  divi- 
iend,  while  the  preferred  pays  $2.25 
innually — an  attractive  8.1%  yield.  Ry- 
3ack  has  bought  400,000  preferred 
shares  for  Lindner  Dividend,  noting 
:hat  it  offers  "upside  potential,  and 
meanwhile  you're  being  paid  to  wait." 


TW  HOLDINGS: 
STILL  STAGNATING 


AUG  18,  92 
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How  long  a  wait?  The  conventional 
wisdom  is  dour.  Analysts'  estimates 
average  a  43(t-per-share  loss  in  1992 
and  a  9(t-per-share  loss  in  1993.  But 
Ryback  believes  TW  is  on  the  verge  of 
showing  profits,  perhaps  10$  a  share  in 
'93.  "KKR  is  controversial,  but  don't 
forget  that  it  has  had  a  string  of  posi- 
tive investments,"  notes  Ryback.  The 
TW  preferred  gives  investors  a  fairly 
high-yielding  way  of  finding  out  if  the 
old  KKR  magic  still  works. 


A  TESTER  RIDES  THE 
CHIPMAKING  BOOM 


Semiconductors  are  on  the  re- 
bound. Despite  ferocious  over- 
seas competition,  chip  orders 
rose  a  healthy  28%  in  the  second  quar- 
ter. Such  tidings  are  a  blessing  not  just 
for  the  chipmakers — Intel,  Texas  In- 
struments, and  so  on — but  also  serve 
to  boost  the  prospects  of  a  little-known 
giant  in  semiconductors:  Teradyne. 

Teradyne  doesn't  make  chips.  It's  a 
leading  maker  of  automatic  test  equip- 
ment that  determines  if  semiconduc- 
tors, circuit  boards,  and  other  high-tech 
gizmos  are  in  the  pink.  And  in  the  view 
of  Mark  Roberts,  who  runs  Off  Wall 
Street  Consulting  Group  in  Cambridge, 
Mass.,  there's  no  better  way  of  betting 
on  the  revival  of  the  semiconductor  in- 
dustry. Teradyne  is  Roberts'  No.  1 
stock  pick — quite  a  compliment,  since 
most  of  his  recommendations  nowa- 
days are  in  the  realm  of  short  sales, 
not  stock  purchases. 

Teradyne  has  a  commanding  market 
share  in  the  chip-testing  business,  and 
thus  it's  uniquely  positioned  to  benefit 
from  the  upturn  in  the  semiconductor 


industry.  The  company  is  noted  for 
technological  innovation,  and  it  is  get- 
ting widespread  huzzahs  for  its  snazzy 
new  A580  Mixed-Signal  Test  System 
and  J971  VLSI  Test  System.  "Compa- 
nies with  advanced  computers  need  in- 
creasingly complex  test  equipment, 
and  Teradyne  is  the  world  technology 
leader  in  its  field,"  notes  Roberts. 

Teradyne  is  blessed  with  a  nearly 
debt-free  balance  sheet,  and  at  a  recent 
price  of  IIV2,  it's  only  a  modest  premi- 
um above  tangible  book  value,  $10  a 
share.  Roberts  expects  that  earnings, 
58(t  a  share  in  1991,  will  rise  to  67$  a 
share  this  year  and  almost  double 
that— $1.20— in  1993.  With  a  profit  re- 
bound in  the  offing,  Roberts  thinks 
share  prices  will  rise  as  high  as  15  to 
18  over  the  next  six  months. 


THIS  STUB  COMES 
WITH  A  SUIT 


West  Point-Pepperell,  a  lead- 
ing manufacturer  of  bed  lin- 
ens and  towels,  was  taken 
private  in  a  leveraged  buyout  three 
years  ago  at  a  price  of  $58  a  share.  But 
as  so  frequently  happened  to  '80s-vin- 
tage  LBOs,  things  didn't  work  out  quite 
as  planned.  In  June,  parent  West  Point 
Acquisition  Corp.  threw  in  the  towel, 
filing  for  a  prepackaged  Chapter  11 
reorganization.  The  5%  of  shares  that 
weren't  purchased  in  the  LBO  are  trad- 
ing at  $38  apiece. 

Is  the  "stub"  a  buy?  You  bet  your 
life,  says  James  Rubin,  a  general  part- 
ner of  M.D.  Sass  Re/Enterprise  Part- 
ners, which  has  bought  into  the  stub. 
Rubin  believes  that  West  Point-Pepper- 
ell's  1.5  million  stub  shares  are  under- 
valued. The  company,  he  feels,  is  really 
worth  $43  to  $44  a  share.  But  share- 
holders have  the  benefit  of  another 
possible  "asset,"  although  manage- 
ment probably  doesn't  view  it  as  such. 
A  group  of  stub  investors  led  by  Kid- 
der Peabody  are  suing.  They  claim, 
among  other  things,  that  it's  high  time 
the  rest  of  the  shares  were  bought. 
(The  defendants  deny  the  suit's  allega- 
tions.) Rubin  is  wagering  that  the  suit 
stands  a  decent  chance  of  resulting  in 
a  settlement  based  on  the  $58  offering 
price  plus  interest.  "They  should  settle 
for,  maybe,  $65  or  so  a  share,"  notes 
Rubin,  who  believes  that  current  share- 
holders would  share  in  the  proceeds.  Is 
he  right?  Well,  securities  litigation  is 
one  growth  industry  that  hasn't  been 
hurt  by  the  recession.  And  the  West 
Point  stub  is  as  close  as  you  can  come 
to  a  "lawsuit  imre  nlay." 
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EDITED  BY  NAOMI  FREUNDLICH 


THIS  COPIER  KNOWS  A  BOGUS  BUCK 
WHEN  IT  SEES  ONE 


Color  copiers  have  be 
come  a  major  head- 
ache for  the  U.  S.  Secret 
Service,  which  tracks 
counterfeiters  of  the  al- 
mighty dollar.  It  seems 
the  latest  m.achines  are 
-0  good  that  profession- 
al criminals  have  used 
:hem.  and  office  workers 
are  getting  the  bug. 

Copier  makers  are 
pitching  in  to  thwart  this 
trend.  Two  years  ago. 
Minolta  Coi-p.  upped  the 
chances  of  detection  by  stamping  every  color  copy  with  a 
next-to-invisible  code  identifying  the  machine  that  made  it. 
Now.  Canon  Inc.  is  set  to  announce  what  could  be  the  ultimate 
weapon:  a  chip  that  tells  copiers  to  ignore  cuiTency.  The  chip 
contains  digitized  images  of  key  details  from  a  dozen  or  so 
bank  notes.  When  the  copier  spots  an  image,  the  machine 
won't  make  a  duplicate  and  spits  out  a  blacked-out  copy.  Look 
for  anticounterfeiting  chips  to  show  up  next  year — and  eventu- 
ally to  become  standard  equipment  on  Canon  color  copiers. 


A  BREATH  OF  FRESH  AIR 
TO  TREAT  TOXIC  WASTE 


Searching  for  cheaper,  better  ways  to  treat  hazardous 
waste  has  become  a  preoccupation  for  industiw.  Today, 
contaminated  gi'oundwater  at  Superfund  sites  is  cleansed  by 
pumping  it  out  of  the  ground,  filtering  it.  and  sending  it  to  a 
wastewater  plant  for  final  treatment.  That's  an  expensive 
process — and  one  that  researchers  at  Stanford  University  now 
suggest  could  be  done  right  in  the  ground,  using  air  bubbles. 

The  new  method,  developed  by  geologists  Steven  M.  Gore- 
lick  and  Haim  Gviitzman.  would  use  air  injected  into  wells  to 
keep  groundwater  cii-culating.  the  way  an  aeration  unit  in  a 
fish  tank  works.  Volatile  organic  compounds,  such  as  benzene 
and  carbon  tetrachloride,  would  be  attracted  to  the  air  bubbles 
and  transported  as  gases  to  the  surface,  then  vacuumed  off 
and  filtered,  while  the  water  remains  below.  Theoretically,  this 
would  save  millions  of  dollars  in  transportation  and  energy" 
costs.  Stanford  has  patented  the  process,  and  along  with  part- 
ner Pacific  Northwest  Laboratories  is  seeking  government 
approval  to  test  it  at  a  tainted  site  near  Hanford,  Wash. 


COMPUTER  VIRUSES  ARE  SMART, 
BUT  THESE  VACCINES  ARE  SMARTER 


Attacks  by  computer  viruses  seem  sure  to  become  more 
common — and  deadly.  In  two  years,  the  number  of 
known  viruses  has  jumped  from  200  to  nearly  1.500.  Moreover, 
some  new  strains  can't  be  detected  with  conventional  antivirus 
methods.  That's  because  the  Mutation  Engine  and  similar  vi- 
ruses are  designed  to  change  themselves  by  altering  their  code 
each  time  they  infect  a  new  piece  of  software.  These  so-called 
polymorphic  \iruses  then  elude  countemieasures  that  look  for 
a  knowTi  "fingerprint."  Polymorphic  \irtises  are  believed  to 
have  originated  in  Bulgaria,  where  "nrus  factories"  produce 


an  estimated  20'f  of  the  40  new  strains  that  appear  each  we 
Vii-us-busters  have  responded  quickly  with  "smart"  ai 
vii'us  vaccines  that  use  artificial  intelligence  to  spot  infectic 
b\-tes  before  they  cause  much  pain.  For  example,  Cent 
Point  Software  in  Beaverton.  Ore.,  says  its  program  will  wi 
users  to  shut  down  even  when  a  \inis  is  so  novel  that 
antidote  yet  exists.  Tests  of  16  anti\irus  programs  by 
National  Computer  Security"  Assn.  in  Carlisle,  Pa.,  also  g 
top  marks  to  ones  from  Microcom  in  Durham,  N.  C;  Pa] 
Software  in  Wilmington,  Del.:  Frisk  Software  in  Reykjav 
Iceland:  S&S  International  in  Berkhamsted,  England:  Mc- 
Associates  in  Santa  Clara.  Calif.:  Parsons  Technology"  in  H 
watha.  Iowa:  and  Leprechaun  Software  in  Marietta,  Ga. 
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THE  GULF  WASN'T  HIT  AS  HARD 
AS  SCIENTISTS  THOUGHT 


One  of  the  biggest  losers  in  last  year's  war  in  the  Persi 
Gulf  seemed  to  be  the  enwonment.  By  war's  end,  t 
gulf  was  aw"ash  in  millions  of  barrels  of  oil.  Hundreds 
millions  more  were  going  up  in  flames  and  acrid  black  smolli'^ 
Researchers  worried  that  much  of  the  marine  life  in  the  fert 
Pei-sian  Gulf  would  succumb  to  pollution. 

That's  why  James  W.  Readman.  an  organic  chemist  at  tl^-: 
Marine  Envu-onment  Laboratory  of  the  International  Aton  ' 
Energy"  Agency  in  Monaco,  w"as  so  surprised  when  he  and 
team  of  scientists  measured  the  pollution  in  the  gulf  mont  : 
after  the  war  ended.  As  reported  in  the  Aug.  19  issue 
Xature,  much  of  the  oil  that  spilled  into  the  water  was  rapic  |j:jaxisi 
being  degi-aded.  In  addition,  contamination  from  the  toxic  I  kzi't 
products  of  oil-burning  was  similar  to  levels  found  in  plac  l". 
along  the  northeastern  coast  of  the  U.  S.  In  fact,  some  sampl  s::  ^* 
from  gulf  sediments  and  shellfish  showed  less  oil  polluti  jr.: 
than  in  the  yeai^s  before  the  w"ar.  The  reason,  says  Readma  s. 
is  that  the  war  cuitailed  tanker  traffic  and  other  oil  opei  - 
tions,  dramatically  reducing  "normal"  pollution  from  the 
sources — about  2  million  barrels  a  vear.  t.Miis. 


'HAIRY  CARBON'  COULD  BE 
THE  NEXT  WONDER  CONDUCTOR 


10.  it's  not  a  bald- 
Iness  cure.  "Haiiy 
carbon"  is  a  new"  materi- 
al developed  by  Debra 
D.  L.  Chung,  an  engi- 
neering professor  at  the 
State  Universitv  of  New- 
York  at  Buffalo.  The 
tiny  carbon  filaments — 
each  about  1,000  times 
thinner  than  a  human 
hair — are  superior  elec- 
tricity and  heat  conduc- 
tors. They  could  be  used 
in  fashioning  small, 
long-lasting  batteries  and  conduc:.  •  ;    ^.  mers. 

Increased  conductive  ability"  comes  from  the  material's  ni 
work  of  superfine  fibei^s.  A  lithium  battery  electrode  mac 
from  the  filaments  lasted  Wf  longer  in  tests  than  a  standa 
cell,  in  part  because  the  carbon  "hairs"  allowed  the  electroly 
to  squeeze  through  and  fully  use  the  electrode.  Ultrasm 
batteries  made  from  the  material  could  be  used  in  biomedic 
implants  or  for  aerospace  jobs.  Chung  next  plans  to  mix  tr 
filaments  into  polymers  to  create  conductive  composites,  whic 
could  be  molded  into  shielding  for  sensitive  instruments. 
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FHIS  HDTV  PIONEER  SEES 
{ BETTER  WAY 


ill  Schreiber  claims  FCC-favored  systems  won't  be  reliable 


s  a  Massachusetts  Institute  of 
Technology  professor  in  the  mid- 
Wlk  1980s,  William  F.  Schreiber  led  a 
ash  effort  to  develop  new  broadcast 
chnologies.  He  succeeded  so  well  that 
s  former  students  are  working  on  two 
■  the  five  high-definition  television  pro- 
isals  now  before  the  Federal  Communi- 
■tions  Commission.  So  when  Schreiber 
arns  that  the  drive  for  all-digital  HDTV 
'Stems  is  headed  for  trouble  in  field 
ials  next  year,  his  opinion  carries  some 
eight.  "In  a  sufficiently  realistic  test," 
;  insists,  "the  digital  systems  will  suf- 
r  reliability  problems."  And  unless 
ich  failures  are  remedied  quickly,  they 
luld  seriously  delay  the  biggest  TV  ad- 
mce  in  50  years. 

HDTV  backers  say  Schreiber  is  wrong, 
ut  in  case  he  isn't,  he's  preparing  to 
ep  into  the  breach.  Though  semiretired 
;  age  66,  the  diminutive  electrical  engi- 
jer  has  scraped  up  $150,000  from  Sci- 
;x  Corp.,  the  Israeli  maker  of  publish- 
g  systems.  On  this  shoestring  budget, 
J  and  four  student  researchers  are 
ounting  a  belated  quest  for  a  nei^v  ap- 
'oach — called  spread-spectrum  technol- 
— to  coding  signals  for  transmission, 
oday's  radio  and  TV  stations  send  high- 
3wer  signals  over  narrow  frequency 
inds,  or  channels — e.g.,  Channel  7.  The 
X  and  broadcast  equipment  makers 
Ian  to  squeeze  low-power  HDTV  digital 
gnals  into  the  empty  channels  between 
lese  existing  ones,  and  that's  where 


Schreiber  fears  a  glitch. 
He  says  a  digital  signal, 
packed  densely  with  im- 
ages converted  to  com- 
puter language,  can  be 
easily  garbled  by  inter- 
ference from  buildings, 
storms,  or  planes,  or 
just  the  cacophony  of 
other  broadcasts. 

In  theory,  at  least, 
spread-spectrum  broad- 
casting should  be  more 
reliable.  Based  on  mili- 
tary radio-communica- 
tions advances,  it  di- 
vides a  signal  into  1,000 
equal  pieces  distributed 
throughout  a  channel. 
Most  interference  would  affect  only  a 
few  of  these  pieces,  leaving  the  overall 
signal  free  of  snow  and  ghost  images. 
This  approach  is  so  effective  for  evading 
radio  jamming  and  eavesdropping  that 
the  Pentagon  had  long  barred  its  com- 
mercial use. 

BROAD  APPEAL.  The  ban  was  lifted  in 
1978,  and  several  companies  are  now  de- 
veloping spread-spectrum  systems  for 
cellular  phones.  Schreiber's  work,  which 
he  hopes  to  complete  in  a  year,  would 
extend  the  technology  to  images.  His 
idea  is  to  encode  a  picture  digitally,  then 
broadcast  it  using  conventional  analog 
wave  transmission.  The  TV  set  would 
convert  the  signal  back  to  digital  form. 


SCHREIBER:  A  NEW  APPROACH 
WITH  A  $  I  50,000  BUDGET 


producing  a  superclear  picture.  If  this 
approach  pans  out,  it  might  hold  down 
the  cost  of  advanced  TVs,  which  wouldn't 
need  the  exotic  ghost-cancelation  compo- 
nents now  envisioned  for  them. 

Spread-spectrum  could  also  mesh  with 
another  emerging  technology.  Last  May, 
the  FCC's  Advanced  TV  Advisory  Com- 
mittee decided  to  study  so-called  single- 
frequency  networks.  Current  broadcast 
transmitters  are  so  powerful  that  Chan- 
nel 4's  in  New  York,  for 
instance,  must  be  155 
miles  from  Channel  4's 
in  any  other  city  or  the 
two  will  interfere. 

Single-frequency  sys- 
tems, which  have  been 
demonstrated  in  Sweden 
for  digital  radio,  reduce 
the  required  separation 
to  just  two  miles  by  re- 
placing a  high-power  an- 
tenna with  a  network  of 
low-power  ones.  The 
same  channel  could  be 
used  more  than  once  in 
the  same  general  area, 
and  the  40  channels  that 
typically  go  unused 
might  be  freed,  easing  a 
battle  over  spectrum  space  between 
broadcasters  and  cellular-phone  opera- 
tors. Schreiber  says  not  all  digital  HDTV 
can  make  the  conversion — but  spread- 
spectrum  can.  The  technology  "will  ap- 
peal to  everybody,"  he  declares,  "regula- 
tors, broadcasters,  and  viewers." 

Schreiber  has  always  liked  competi- 
tion. MIT's  Advanced  Television  Re- 
search Program,  which  he  launched  in 
1983  for  the  broadcast  industry,  eventu- 
ally joined  the  avant-garde  MIT  Media 
Laboratory,  which  was  raking  in  grants 
from  industry  and  government.  By  1988, 
however,  Schreiber  and  Media  Lab  Di- 
rector Nicholas  Negroponte  were  at 
odds  over  the  lab's  open-door  policy, 


SPREAD-SPECTRUM  BROADCASTING:  HOW  IT  WOULD  WORK 

HDTV  pioneer  William  F.  Schreiber  thinks  HDTV  broadcast  signals  will  be  highly  susceptible  to  interference.  The  reason:  The  signals  will 
pack  much  more  information  than  standard  TV  signals.  His  solution:  A  technique  the  military  has  used  to  keep  messages  from  being  jamnne:d 


A  computer  coder  divides  an 
HDTV  signal  into  1,000  equal 
pieces.  These  are  spread  evenly 
across  a  6  MHz  channel  and  trans- 
mitted the  way  conventional 
analog  signals  are  now.  Each 
piece  is  so  small  as  to  prevent  the  , 
overall  signal  from  being  disrupted 


In  0  viewer  s  living  room,  a 
converter  in  the  HDTV  set 
redigitizes  the  signal,  turning  it 
back  into  computet  code.  The 
device  then  reossembies  the 
1,000  pieces  into  the  original 
signal,  which  delivers  a 
supershorp  broadcast  image 
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which  let  the  Japanese  see  Schreiber's 
work.  He  and  his  group  walked  out. 

He  also  has  an  entrepreneurial  streak. 
Before  joining  MIT  in  1959,  he  spent  six 
years  at  movie  icon  Technicolor  Corp.. 
setting  up  its  first  electronics  research 
effort.  He  co-founded  two  companies 
while  at  MIT,  including  ECRM  Inc.  A  mak- 
er of  electronic  publishing  systems,  it 
sells  scanning  equipment  for  desktop 
production. 

The  professor  could  be  tilting  at  wind- 
mills this  time.  His  band  of  researchers 
is  competing  with  .A.T&T,  Zenith  Electron- 
ics, and  General  Instrument,  all  of  which 
sport  huge  hdt\'  budgets.  Moreover,  the 
FCC  quit  accepting  new  systems  for  test- 
ing in  June,  1990.  That's  when  Schreiber 
started  his  spread-spectrum  work,  which 
isn't  yet  in  the  protot\'pe  stage.  The 
agency  has  since  indicated  a  clear  pref- 
erence for  an  all-digital  system.  "Bill  is 
probably  right,"  says  Tony  Uyttendaele, 
director  of  advanced  television  systems 
at  Capital  Cities/.\BC  Inc.  "But  if  he 
can't  build  it  now.  the  train  is  moving." 

Indeed,  the  last  of  the  five  proposed 
systems  will  be  tested  in  September, 
with  field  trials  expected  a  few  months 
later.  Former  FCC  Chairman  Richard  E. 
Wiley,  who  heads  the  committee  respon- 
sible for  EDTV  testing,  won't  rule  out 
reopening  the  competition,  but  he  adds: 
"It  would  be  difficult."  The  three  all- 
digital  U.  S.  finalists  have  agreed  to 
share  technology-  and  royalties  if  one  of 
them  wins.  So  even  if  no  system  is  per- 
fect, the  FCC  could  fuse  those  three  into 
one  rather  than  solicit  new  proposals. 
CLEAR  VISION.  It's  too  early  to  count 
Schreiber  out,  however.  "He  started  off 
as  a  lone  voice  on  things  that  are  now 
\\idely  accepted,"  says  Gan,*  J.  Tonge. 
controller  of  engineering  at  the  Indepen- 
dent Television  Commission,  a  British 
regulator}-  body.  Five  years  ago,  when 
U.  S.  broadcasters  proposed  tweaking 
current  television  to  improve  picture 
clarity,  Schreiber  was  one  of  the  few 
experts  to  call  for  a  new  system — HDT\'. 
And  he  has  long  maintained  that  HDTV 
would  not  use  more  spectrum  than  con- 
ventional TV,  a  fact  broadcasters  and  the 
FCC  only  recently  accepted.  He  thinks 
spread-spectrum  will  prove  him  right  a 
third  time:  "If  things  turn  out  the  way  I 
expect,  we'll  have  a  system  ready  when 
it's  needed." 

Schreiber  has  beaten  daunting  odds 
before.  In  1987.  he  argued  against  mak- 
ing an  HDTV  production  system  designed 
by  Japanese  national  broadcaster  XHK 
the  U.  S.  standard.  That  meant  opposing 
the  State  Dept.,  CBS,  and  PBt  executives, 
yet  Schreiber's  view  won  out.  "HDT\' 
means  money  and  jobs,"  he  told  Con- 
gress then.  That's  still  true.  And  if  the 
all-digital  systems  run  into  trouble,  he 
could  end  up  squarely  in  the  picture. 
By  Gary  MclVilliams  in  Cambridge.  Mass. 
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COMPUTERS  I 


THE  JAPANESE  JUGGERNAUT 
THAT  ISN'T 


Japan's  computer  makers  are  running  into  roadblocks  in  the  U.S. 


In  the  late  1980s,  a  tremor  shook  the 
U.  S.  computer  industry.  Japan's 
electronics  giants,  it  seemed,  were 
ready  to  take  on  computers.  And  if  their 
track  record  in  consumer  electronics  was 
any  guide,  Silicon  Valley  would  soon  re- 
semble Detroit.  In  mainframes,  Japa- 
nese suppliers  and  their  U.  S.-based  affil- 
iates had  captured  20^f  of  the  world 
market  for  IB.M-compatible  systems.  Jap- 
anese supercomputers  were  as  fast  as 
Grays.  And  Japanese  suppliere  were 
pushing  into  new  markets  such  as  per- 
sonal computers  and  workstations. 

The  most  ominous  sign  was  Japan's 
enormous  success  in  laptop  PCs.  While 
IBM,  Apple  Computer,  and  Compaq  Com- 
puter struggled  to  get  into  that  fast- 
growing  market.  Toshiba,  XEC,  and  oth- 
er Japanese  suppliers  quickly  took  the 
lead.  By  1989,  the  Japanese  had  a  43'~<- 
share  of  U.  S.  sales. 

Most  troubling  was  how  they  did  it — 
by  dominating  critical  technologies  need- 
ed to  make  laptops.  Having  mastered 
memory  chips  and  flat-panel  displays, 
they  seemed  poised,  as  one  popular  met- 
aphor had  it,  to  "move  up  the  technology- 
food  chain."  As  builders  of  these  key 
parts,  they'd  be  able  to  move  faster, 
manufacture  more  cheaply  and,  pundits 
warned,  hamstring  Western  competitors 
by  delaying  their  access  to  similar  parts. 
And,  like  Japanese  business  in  general, 
computer  makers  enjoyed  cheap  capital 
and  patient  investors. 


So,  Where's  the  Japanese  juggernai 
today?  Has  it  gained  any  ground  again: 
Western  suppliers'?  Sui"prisingly  little,  ; 
fact.  And  the  high-profile  beachhea 
that  Japanese  laptops  established  hi 
eroded  badly  (chart).  Toshiba  Corp.,  J; 
pan's  most  visible  success  in  the  U.  S 
says  it's  only  a  temporary  setback.  TI 
company's  share  of  the  U.  S.  laptop  ma 
ket  has  dropped  to  14^^,  from  'ZY'r  j 
1991,  but  "we  don't  plan  to  go  any  lo\ 
er,"  says  Hisatsugu  Nonaka,  seni( 
manager  for  overseas  PC  planning  ar 
marketing.  His  strategy:  hold  tigl 
through  a  shakeout  of  poorly  finance 
Asian  clonemakers,  then  hit  the  mark( 
with  laptops  using  leading-edge  scree 
technology.  Rival  XEC  Corp.  is  poised  t 
renew  its  American  efforts  with  an  ir  i. 
vestment  in  Control  Data  Corp. 
LEAN  AND  MEAN.  Restarting  Japan 
U.  S.  computer  surge  may  not  be  so  sin 
pie.  In  the  past  few  years,  America'  kxirhn 
computer  makers  have  become  toughe  .'tsi'ns 
competitors.  Faced  with  economic  reces  mdi 
sion  and  a  fundamental  transformatio 
of  the  business  fueled  by  acceleratin:  i 
advances  in  the  speed  of  inexpensive  m  i  riks  tk' 
croprocessors,  they've  eliminated  thot 
sands  of  jobs,  suffered  huge  financij  s: 
losses,  and  struggled  to  restructur 
themselves. 

At  least  for  now,  newly  strengthened  Kiriji 
U.  S.  suppliers  are  keeping  the  Japanes 
threat  in  check.  In  workstations,  a  crit^t 
cal  and  fast-growing  market  in  th 
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fOSHIBA  HOPES  TO  WAIT  OUT  THE  LAPTOP 
HAKEOUT,  THEN  WIM  THE  MARKET  WITH 
TATE-OF-THE-ART  SCREEN  TECHNOUMST 


s,  U.  S.  companies  continue  to  domi- 
,  with  a  90%-plus  worldwide  share, 
nwhile,  Sony  Corp.  and  Oki  Electric 
istrj'  Co.  Ltd.,  two  Japanese  suppli- 
that  tried  to  sell  workstations  in  the 
.,  have  quietly  withdrawn. 

personal  computers,  too,  the  U.  S. 

rules.  Intel,  Microsoft,  and  Apple 
e  virtually  all  of  the  important  tech- 
1  rules  that  manufacturers  around 
world  now  follow.  Taiwanese  and 
ean  PC  makers  have  gained  substan- 
market  share  with  ultralow-priced 
PC  clones.  But  NEC,  the  leading  Japa- 
!  PC  brand,  ranks  only  14th  in  the 
.,  with  a  mere  1.5%  share.  In  laptops, 
liba  has  been  forced  into  the  rela- 
y  small,  high-priced  segment  of  the 


AIMING  IN  MAINFRAMES 
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AMDAHL  IS  43%  OWNED  BV  FUJITSU 


U.  S.  market.  NEC,  a  pioneer  seller  of 
notebooks  in  the  U.  S.,  has  fallen  behind. 
Instead,  NEC  is  defending  its  lead  in  Ja- 
pan's PC  market.  "If  it  were  ever  per- 
fectly secure,  we  could  think  about 
America,"  says  Takehiko  Inoue,  NEC's 
associate  senior  vice-president  for  com- 
puter systems.  "But  that's  years  away." 

Japan  has  done  only  a  little  better  at 
the  market's  upper  end.  Cray  Research 
Inc.  still  leads,  and  Western  manufactur- 
ers are  ahead  in  the  latest  high-perfor- 
mance computer  design,  called  parallel 
processing.  And  Japan  remains  virtually 
absent  from  the  U.  S.  minicomputer  are- 
na. The  one  place  where  Japanese  sup- 
pliers are  still  making  gains  is  in  main- 
frames. But  combined,  they  have  only  a 
fraction  of  IBM's  sales,  and  that  market 
is  barely  growing. 

Why  this  surprisingly  poor  showing 
by  Japan?  Western  computer  executives 
cite  many  reasons,  involving  strengths 
and  weaknesses  on  both  sides.  The  ris- 
ing value  of  the  yen,  for  example,  has 
made  it  harder  for  Japanese  suppliers  to 
keep  up  with  price  cuts  in  the  PC  market, 
says  James  R.  Berrett,  chief  operating 
executive  at  NEC  Technologies  Inc.  in 
Boxborough,  Mass.  He  adds  that  the 
plunge  in  Tokyo's  stock  market  has 
raised  capital  costs.  Meanwhile,  the  glob- 
al recession  and  a  sluggish  home  com- 
puter market  are  squeezing  profits.  Fu- 
jitsu Ltd.,  the  No.  1  computer  maker  in 
Japan,  just  announced  a  69%  earnings 
drop. 


But  while  the  Japanese  were  feeling 
the  pinch,  competitors  in  other  East 
Asian  nations  found  abundant  funding. 
"The  Taiwanese  capital  market  threw 
money  at  anyone  who  looked  like  they 
could  put  a  computer  together,"  says 
Daniel  M.  Crane,  senior  vice-president 
for  sales  and  marketing  at  Librex  Com- 
puter Systems  Inc.,  a  notebook  computer 
maker  in  San  Jose,  Calif.,  that  is  funded 
by  Japan's  Nippon  Steel  Corp.  New 
chips  from  U.  S.  manufacturers  made  it 
easy  for  any  clonemaker  to  create  a  lap- 
top. Suddenly,  Toshiba  lost  a  key  advan- 
tage: It  had  been  building  such  chips 
itself — and  not  selling  them  to  others. 
LITTLE  LEVERAGE.  Japanese  computer 
makers  have  also  been  victims  of  their 
own  conservatism.  Toshiba's  Nonaka 
hints  that  the  company  didn't  want  to 
appear  too  aggressive  on  pricing  for 
fear  of  inflaming  anti-Japanese  senti- 
ment. So,  Toshiba  took  its  pricing  cues 
from  Compaq  and  IBM.  That  left  prices 
of  Toshiba's  laptop  machines  high  in  re- 
lation to  Taiwanese  imports. 

Strength  in  memory  chips  and  other 
computer  components  has  not  given  Jap- 
anese suppliers  as  much  leverage  in 
complete  systems  as  had  been  expected, 
either.  For  starters,  some  of  the  lever- 
age has  disappeared.  In  memory  chips, 
Japanese  suppliers  now  face  strong  com- 
petition from  Korean  makers. 

Besides,  the  chip  divisions  of  Japan's 
electronics  conglomerates  generally 
need  to  sell  their  components  to  all  com- 
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ers  to  achieve  manufacturing  efficien- 
cies. "You  can't  keep  your  advantage 
unless  you  refuse  to  sell  [crucial  compo- 
nents], and  that's  not  possible  for  long," 
says  Gil  Williamson,  CEO  of  American 
Telephone  &  Telegraph  Co.'s  NCR  com- 
puter unit.  "Even  if  NEC  refuses  to  sell, 
others  will  jump  in.  A  cartel  is  not  a 
practical  idea  in  technology."  Even  Ja- 
pan's virtual  monopoly  in  flat-panel  dis- 
plays hasn't  translated 
into  dominance  in  laptops, 
the  main  market  for  such 
components.  Screen  mak- 
ers can't  afford  to  slight 
their  largest  customers — 
companies  such  as  Com- 
paq, Apple,  and  IBM. 

Probably  Japan's  big- 
gest problem  in  competing 
with  the  Americans  has 
been  speed — a  lack  of  it. 
Over  the  years,  Japanese 
gains  have  been  strong  in 
the  IBM-compatible  main- 
frame business.  There,  Big 
Blue  set  a  steady,  fairly 
predictable  course,  bring- 
ing out  new  generations  of 
hardware  every  five  to 
seven  years — a  slow-moving,  high-profit 
target. 

SHORT  LIFE.  The  rules  of  the  desktop  and 
laptop  markets,  however,  are  much  less 
forgiving.  Product  life  cycles  have  di- 
minished to  as  little  as  six  months,  and 
keeping  up  requires  maintaining  close 
touch  with  the  market  and  with  suppli- 
ers of  key  components,  such  as  micro- 
processors and  disk  drives.  Says  Andrew 
S.  Grove,  CEO  of  Intel:  "Unless  you 
can  roll  out  products  three  times  a 
year,  you're  a  has-been.  The  fashion 
industry  doesn't  move  at  the  speed 
this  one  does."  Indeed,  personal 
computing  has  become  a  market 
where  "winning  is  not  losing,"  says 
one  Fujitsu  executive.  No  single 
company  is  able  to  pull  far  ahead  of 
the  others  for  long,  and  one  bad 
move  can  lead  to  oblivion. 

That  leaves  price  as  the  basis  of 
competition.  But  the  price  game  is 
one  that  Japanese  manufacturers 
are  reluctant  to  play  these  days.  Al- 
though low  prices  were  a  major 
weapon  in  consumer  electronics, 
NEC's  Inoue  says  Japanese  compa- 
nies won't  buy  their  way  into  com- 
puter markets.  "The  whole  thing 
becomes  a  battle  over  production 
costs,  and  Japan  has  no  advantage 
in  that,"  he  says.  "The  age  of  cheap 
Japanese  products  is  finished." 

In  short,  U.  S.  PC  suppliers  have 
outgunned  their  Japanese  ri\  als  on 
most  fronts.  Apple  has  adapted  its 
plants  to  build  low-cost,  low-margin 


machines,  and  Compaq  is  following  suit. 
American  suppliers  have  also  maintained 
closer  ties  with  distributors — a  grape- 
vine of  market  intelligence.  The  result, 
observes  Kenneth  S.  Flamm,  a  senior 
fellow  at  the  Brookings  Institution,  is 
that  in  Japan,  "systems  are  six  to  nine 
months  behind  what  we  see  in  the' 
U.  S. — even  though  U.  S.  companies  are 
using  many  Japanese  components." 


supercomputers  in  the  U.  S.  and  Eun 
and  Control  Data  CEO  James  Oui 
says  he  has  signed  a  letter  of  intent 
NEC  to  acquire  a  minority  stake  in  C 
Fujitsu  has  bought  two  European  c 
puter  makers,  ICL  and  Nokia,  and 
started  selling  supercomputers  in 
U.  S.,  using  its  first  direct-sales  fo 
This  fall,  NEC  will  unveil  a  super  it  s 
outperforms  Cray's  best. 

In  the  all-important 
crocomputer  market,  J; 
nese  suppliers  are 
about  to  give  up,  eit 
"Toshiba  is  not  one  of 
companies  that's  goin 
get  shaken  out"  in  the 
rent  price  wars,  says 
shiba's  Nonaka.  "We  h 
brand  recognition,  and 
have  deep  pockets." 

FUTURE     SHOT.  Whi 

more,  Toshiba  has  for  ^ 
links  with  IBM  and  Tf 
Warner  Inc.  with  an 
toward  "multimedia" 


terns,   which   will  me  uto 


m,  PiioiiCl 
iheprocesi 
Ik  torn  ( 


television  and  compu 
technologies.  Nonaka 


le  frcrni  a  i 


Why?  "There's  more  competition  in  the 
U.  S.  There  are  a  lot  of  guys  ready  to 
slit  your  throat  in  order  to  beat  you  to 
the  market." 

U.  S.  computer  executives  are  hardly 
ready  to  declare  victory.  "The  Japanese 
are  still  formidable  competitors,"  says 
NCR's  Williamson.  And  they're  laying 
the  groundwork  for  new  forays.  NEC  has 
signed  up  Control  Data  to  market  its 


ures  that  should  ere  ij[5i?ii'tl 


new  consumer  markets  for  Toshiba 
Meanwhile,  Toshiba  hasn't  abando 
the  idea  of  using  its  strength  in  crit 
components  to  gain  an  edge  in  finis' 
computers.  A  Toshiba-IBM  joint  vent 
called  Display  Technologies  is  build 
full-color  flat-panel  displays.  Non 
thinks  those  screens  will  soon  be 
great  demand  as  buyers  of  notebook 
switch  to  Microsoft  Corp.'s  Windc 
graphics  software.  Because  IBM 


Niitlev.  0 
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FUJITSU 


Through  its  stake  in  Amdahl,  gain- 
ing in  mainframe  market.  Recently 
began  selling  supercomputers  directly  in  U.S.  In  Eu- 
rope, controls  ICL,  a  British  mainframe  maker 


HITACHI 


Winning  market  share  from  IBM  in 
mainframe  disk  drives  and  proces- 
sors. Joint  venture  v/ith  Electronic  Data  Systems 


NEC 


Biggest  Japanese  supplier  in  desktop  PCs, 
but  has  only  1 .5%  of  U.S.  market.  Recently 
signed  Control  Data  to  sell  supercomputers  in  U.S. 
Retains  small  stake  in  France's  Groupe  Bull 


SONY 


Quietly  bowed  out  of  U.S.  workstation 
arena.  Builds  laptops  for  Apple  Comput- 
er. Palmtop  Bookman  computer  due  out  in  September 


TOSHIBA 


Initial  leader  of  the  U.S.  laptop  PC 
market,  Toshiba  has  lost  ground  to 
Compaq,  Apple,  and  Asian  rivals 


Toshiba  will  use  so  many  scree  ^ ,],, 


:orri.l:ei 

i  'i  im 


ha  '1.  fa 

Display  Technologies  may  not  n 
to  share  the  technology  to  achi  ^f^-^ 
economies  of  scale.  "The  problen  |tai;t; 
volume  is  solved,"  Nonaka  says 
That  still  leaves  the  question 
leverage.  Outside  of  Japan, 
shiba,  Fujitsu,  Hitachi,  NEC,  and 
others  have  never  set  any  imj 
tant  technical  standards  for  c( 
puters.  The  companies  that  h 
done  so  comprise  an  all-Amerii 
lineup:  IB.M,  Intel,  Microsoft,  Ap] 
and  AT&T,  among  others.  "You 
have  the  greatest  flat-panel  disp 
in  the  world,"  explains  Mike  1 
vens  of  management  consult: 
McKinsey  &  Co.,  "but  if  you  dc 
control  the  architecture  of  the  c( 
puter,  so  what?"  Maybe  you  j 
settle  for  being  the  world's  m 
successful  supplier  of  compuj 
parts.  ^^1^^^ 
By  John  W.  Verity  in  New  ycj-;; 
with  Neil  Gross  in   Tokyo,   Gi  % ' 


McWilliams 
reports 


in  Boston,  and  bun 
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{DERING  BY  PHONE? 

)W  YOU  CAN  PAY  BY  CHECK 


It's  a  vexing  problem 
for  telemarketers: 
How  do  you  sell  to  cus- 
tomers who  don't  have 
credit  cards?  You  could 
wait  for  a  check,  of 
course,  but  the  buying 
impulse  might  fade  be- 
fore the  consumer  gets 
around  to  mailing  one. 
Or  phone  clerks  could 
take  down  all  the  check- 
ing account  information, 
such  as  the  exact  name 
and  location  of  the  cus- 
ler's  bank,  but  that's  often  a  hassle, 
low,  PhonChek  Systems  Inc.  in  Bethesda,  Md.,  has  simpli- 
i  the  process.  Customers  simply  read  off  the  string  of  digits 
,he  bottom  of  one  of  their  checks.  The  merchant  faxes  the 
ts  to  PhonChek,  which  uses  them  to  identify  the  custom- 
bank.  PhonChek  then  creates  a  check  in  the  customer's 
le  from  a  blank  piece  of  paper  and  puts  it  through  the 
tem  as  if  the  customer  originated  it.  "It's  been  absolutely 
salvation  of  my  company,"  says  one  PhonChek  customer, 
•1  Nunley,  owner  of  National  Publishing  Co.,  of  Nashville, 
ch  sells  a  federal  job  information  publication  by  phone. 


FUZZY  PROGRAM  FOR  CRUNCHING 
fHAT-IF'  NUMBERS 


''he  real  power  of  spreadsheet  programs  such  as  Lotus  1-2-3 
and  Microsoft  Excel  is  their  ability  to  combine  formulas 
1  data  in  each  cell.  Since  the  programs  automatically  recal- 
ite  the  answers  every  time  an  entry  is  changed,  spread- 
ets  owners  can  play  "what-if"  games — to  see  how  loan 
ments  change  as  interest  rates  drop,  for  example.  But  it 
I  takes  a  lot  of  thought  to  figure  out  which  what-if  scenari- 
to  test.  Tiny  Knoxville  (Tenn.)  FuziWare  Inc.  says  it  has  a 
^  to  make  this  process  easier. 

'he  secret  to  the  $795  FuziCalc  program,  due  out  next 
nth,  is  fuzzy  logic,  a  form  of  artificial-intelligence  program- 
ig.  Data  can  be  either  substantiated  figures — the  number 
toasters  sold  last  year — or  "fuzzy"  data — the  number  you 
lect  to  sell  next  year.  Each  entry  is  really  a  range  of 
nbers  reflecting  a  user's  belief  of  what  can  happen.  Think 
it  as  a  way  to  express  "probably,"  "maybe,"  and  "if  we're 
lly  lucky"  in  a  spreadsheet.  Calculations  are  plotted  on  a 
ve,  tracing  the  range  of  possibilities,  with  the  most  proba- 
outcome  at  the  peak. 


IIS  PEN  COMPUTER 

AY  HAVE  STAYING  POWER 


^en-based  computers  have  been  ballyhooed  as  the  next 
blockbuster  product  in  the  PC  world — the  only  question  is, 
en?  So  far,  high  prices,  short  battery  life,  and  the  lack  of 
1%  accuracy  in  handwriting  recognition  have  severely  limit- 
sales.  But  in  September,  privately  held  Pi  Systems  Corp.  in 
Hand,  Ore.,  plans  to  start  shipping  a  notebook-size  pen 


computer  that  challenges  some  of  those  barriers.  Weighing 
under  3  pounds,  the  $1,895  Infolio  runs  for  12  hours  on  six  AA 
batteries.  While  it  can  do  such  tricks  as  capture  signatures, 
Infolio  doesn't  use  the  MS-DOS  software  used  by  IBM-compati- 
ble PCs.  PI  says  the  product  should  appeal  to  customers  doing 
s|)ecific  tasks,  such  as  insurance  claims  adjusters. 

Meanwhile,  the  slow  development  of  the  pen  market  has 
sidelined  an  industry  pioneer.  Momenta  Corp.  in  Mountain 
View,  Calif.,  is  shutting  down  only  three  years  after  opening. 
Last  October,  Momenta  made  a  big  splash  with  its  advanced 
pentop.  But  the  high  price — $4,995 — and  production  delays 
doomed  the  machine.  In  early  August,  the  privately  held  com- 
pany laid  off  most  of  its  .50  remaining  employees.  Momenta 
backers  are  seeking  buyers  for  the  company's  technology. 


NETWORK  BUILDING, 
WITHOUT  TEETH-GNASHING 


uilding  small  PC  networks  can  be  a  daunting  task,  even 
'for  the  technically  adept.  It's  easy  to  get  all  tangled  up 
choosing  wiring,  software,  and  the  plug-in  adapter  cards  need- 
ed to  set  up  a  typical  local-area  network  (LAN).  Now,  an  arm  of 
Alliance  Research  Corp.,  a  maker  of  accessories  for  computers 
and  cellular  phones  based  in  Chatsworth,  Calif.,  is  offering  a 
low-cost  LAN  kit  designed  for  customers  who  can't  stand  the 
thought  of  opening  the  boxes  to  link  PCs  together. 

Data  Spec's  Let's  Talk  entry-level  package,  listing  for 
$279.95,  provides  gear  to  connect  two  computers.  Rather  than 
diving  into  the  guts  of  your  computer,  you  simply  connect 
Data  Spec's  networking  cable  to  the  standard  printer  port 
found  on  most  IBM  PC-compatible  machines.  Each  additional  PC, 
up  to  a  maximum  of  200  computers  and  600  printers,  costs 
$139.95.  What's  more.  Let's  Talk  is  so  simple,  even  mass 
merchandisers  such  as  Circuit  City  Stores  Inc.  and  Brands 
Mart  Midwest  will  be  able  to  sell  network  setups  without 
hiring  technical  sales  personnel,  Data  Spec  says. 


1F  YOU  WISH  TO  PURCHASE 
THE  ERTE,  PRESS  "1"  NOW' 


For  art  dealers,  find- 
ing a  gallery  or  deal- 
er offering  an  Andy 
Warhol  Jackie  0  can  be 
quite  difficult.  But  in 
September,  a  scheme 
will  allow  art  galleries 
around  the  world  to  buy 
and  sell  art  electronical- 
ly at  the  touch  of  a  tele- 
phone keypad. 

The  Art  Research  & 
Trading  Cooperative 
(ART  Co-op),  in  Santa  Fe, 
N.  M.,  is  a  network  of 
IBM-compatible  computers  equipped  with  Dialogic  Corp.  "call- 
processing"  circuit  cards  and  software — the  kind  used  by 
bank-by-phone  systems.  After  entering  their  personal  ID  num- 
ber, ART  Co-op  members  can  scan  current  offerings,  make  a 
bid  for  a  piece,  or  even  search  for  works  of  a  particular  artist 
in  a  data  base  of  16,000  contemporary  American  artworks 
offered  by  over  1,000  American  and  300  Japanese  dealers,  just 
by  punching  in  the  correct  codes  from  an  ART  Co-op  catalog. 
When  a  sale  is  made,  the  network  automatically  faxes  confir- 
mation letters  to  both  parties  and  updates  its  data  base. 
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ith  its  ability  to  transmit  vast  amounts  of  information, 
fiber  optic  cable  has  fast  become  the  mainstay  of 
the  information  age.  Today  telephone,  video,  audio 

THANKS  TOAMOCa 

are  all  transmitted  over 

'MJCDC^C  #  K^KJ^  JiT  fiber  optic  cable. 

nCnC  O  Ll%jn  t  A%M    #  nC  And  quite  soon,  an 

END  OF  THE  BUNDLE, 

Unfortunately,  just  a  little  bit  of  moisture  can  bring 
it  all  to  a  dramatic  halt.  Moisture  is  one  of  fiber  optic 
cable's  biggest  enemies;  it  can  seep  into  an  open 
cable  during  installation  or  repair,  migrate  along  the 
shaft  and  eventually  cause  cable  failure. 

But  now  a  material  made  with  polybutene 
from  Amoco  Chemical  Company  is  halting  the 
progressof  moisture.  This"cable-flooding"  compound 
fills  the  interstitial  spaces  and  irregularities  between 
the  cable  core  and  layers  of  corrugated  steel  armor 
and  jacketing,  effectively  sealing  the  cable  off  from 
4/       ,  damaging  moisture. 

Every  year,  Amoco  Chemical  produces  more 
than  $4  billion  of  quality  petrochemical-based 
products  like  this  for  customers  in  such  varied  fields 
as  recreation,  medicine,  construction,  fashion 
design  and  the  environment.  And  our  goal  is  always 
the  same:  customer  satisfaction. 

For  more  information  on  how  we've  helped 
companies  produce  a  flood  of  successful  products, 
write  Amoco  Chemical  Company,  MC41 06, 
Dept.  M510, 200  East  Randolph  Dr.,  Chicago,  Illinois 
60601-7125.  Or  call  1-800-621-0626,  extension  510. 


Amoco  Chemical  Company 
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OHN  HENDRICKS: 

HE  CONSCIENCE  OF  CABLE  TV 


liis  Discovery  Channel,  good  TV  is  good  business — so  far 


1  Jountless  Americans  were  steamed 
I  during  the  New  Hampshire  prima- 
Bry  when  ABC  News  cut  off  candi- 
e  Bill  Clinton's  concession  speech  in 
{sentence  to  air  a  commercial.  But 
)  in  S.  Hendricks  was  in  a  position  to 
something  about  it.  The  next  morn- 
,  the  chairman  of  the  Discovery 
innel  offered  each  major  Presidential 
ididate  20  minutes  of  free  time  on  his 
.work,  at  a  cost  of  $500,000.  "We  have 
healthy  dissatisfaction  around  here 
,h  the  quality  of  TV,"  he  says. 
Discovery  is  best  known  as  the  cable 
mnel  that  airs  recycled  wildlife  docu- 
tntaries.  But  that  didn't  stop  1.5  mil- 
n  people — more  than  CNN  draws  in 
ime  time — from  tuning  in  to  the 
eeches  and  a  debate  that  followed. 
!ndricks  lost  money,  but  he  won  high 
aise  for  adding  substance  to  a  cam- 
ign  of  endless  sound  bites.  "He  could 
the  saving  grace  for  TV  in  this  coun- 
/,"  says  former  CBS  News  anchor  Wal- 
r  Cronkite,  who  moderated  the  debate. 
Discovery's  40-year-old  founder  is  out 
prove  that  good  TV  can  be  good  busi- 
iss.  While  he's  not  exactly  William  S. 
dey,  his  science,  nature,  and  public- 
fairs  channel  has  found  a  profitable 
:he  in  a  notoriously  difficult  business. 
;cording  to  cable  consultant  Paul  Ka- 
in  Associates,  Discovery  will  have  op- 
ating  income  of  $29  million  on  $153 
illion  in  revenue  this  year.  And  after 
ars  of  struggle,  the  channel  now 
aches  57  million  homes,  making  it 
Tierica's  fifth-largest  cable  network  in 
rms  of  market  penetration  (table). 
■'S  GOING  TO  HURT.'  The  question  is 
nether  Discovery  can  keep  the  momen- 
m  going.  Hendricks,  who  is  part  savvy 
isinessman,  part  social  activist,  has 
rsuaded  some  heavy  hitters  to  back 
5  idea  of  what  educational  TV  can  of- 
r.  But  now,  he  faces  a  major  test.  Hen- 
icks  is  expanding  Discovery's  indepen- 
•nt  production  of  new  programs  just  as 
)ngress  is  threatening  to  regulate  ca- 
e  rates.  That  would  allow  cities  to  cap 
hat  cable  operators  charge  the  public, 
hich  in  turn  would  limit  the  cash  flow- 
g  back  to  cable  networks  in  the  form 
programming  fees.  Discovery  relies 
I  such  fees  for  half  of  its  revenue. 


"There's  no  question  it's  going  to  hurt  a 
lot  of  programmers,"  says  Frank  J. 
Biondi  Jr.,  chief  executive  of  Viacom  Inc. 

Ever  since  he  launched  Discovery  in 
1985,  Hendricks  has  had  to  fight  the 
ubiquitous  notion  that  educational  fare 
doesn't  sell.  He  has  thrived  not  by  sham- 
ing people  into  supporting  his  vision  but 
by  convincing  those  with  money  that 
they  can  profit  by  it.  While  many  cable 


when  he  first  thought  of  Discovery.  As 
a  teenager  in  Huntsville,  Ala.,  he  had 
always  liked  documentaries.  And  at  the 
University  of  Alabama,  he  poured  over 
film  catalogs  as  part  of  a  work-study  job 
buying  films  for  the  history  department. 
In  1982,  with  cable  deregulation  promis- 
ing to  expand  the  number  of  cable  chan- 
nels, fund-raiser  Hendricks  got  an  idea. 
Why  couldn't  he  buy  the  rights  to  old, 
but  interesting,  documentaries  produced 
by  outfits  such  as  the  Public  Broadcast- 
ing Service  and  form  his  own  network  to 
air  them?  Not  surprisingly,  venture  capi- 
talists scoffed  at  the  plan.  After  all,  they 
noted,  CBS  Inc.  had  just  canceled  Cron- 
kite's  heady  Universe  series. 
CALLING  CARD.  Upon  hearing  the  Uni- 
verse gripe  enough  times,  Hendricks 
wangled  a  meeting  with  Cronkite  to  find 
out  what  had  gone  wrong.  The  series 
had  failed,  Cronkite  said,  not  because  of 


CABLE  TV'S 
HIERARCHY 


Network 

ESPN 
CNN 
USA 
TBS 


Penetration* 

65.6° 
65.0°/° 
64.3°° 
63.9°/° 


Discovery  62.8°/° 
Nickelodeon  62.3°/° 


TNT 

MTV 

Family 

Nashville 
Network 


% 


62.3 

60.9°/° 
60.5°/° 

60.5° 


'Percent  of  all  households 
with  a  TV 

DATA;  A.  C,  NIELSEN  CO. 


HENDRICKS:  BIG  PLANS  TO  MOVE  BEYOND  WILDLIFE  RERUNS 


execs,  such  as  John  C.  Malone,  chairman 
of  Tele-Communications  Inc.  (TCD,  are 
known  as  combative  empire  builders, 
Hendricks'  style  is  disarmingly  low-key. 
Says  Viacom's  Biondi:  "He's  just  a  de- 
cent, nice  guy — and  it  doesn't  seem  to 
have  hurt  his  network." 

Hendricks  is,  indeed,  an  unlikely  cable 
executive.  He  was  working  as  a  consul- 
tant helping  universities  raise  money 


poor  ratings  but  because  its  highbrow 
audience  didn't  stay  tuned  to  the  sitcoms 
that  followed.  In  other  words.  Universe 
did  fine,  but  it  failed  to  "build  audience" 
for  the  rest  of  the  evening.  Armed  with 
a  letter  from  the  most  trusted  man  in 
America,  Hendricks  cobbled  together  $5 
million  from  Allen  &  Co.,  New  York  Life 
Insurance,  and  Group  W  Satellite  Com- 
munications. That  bought  rights  to  4,600 
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hours  of  films  from  such  sources  as  the 
National  Geographic  Society  and  PBS. 

For  a  while,  it  looked  as  if  the  venture 
capitalists  might  be  right.  Despite  Hen- 
dricks' enthusiasm  and  Cronkite's  en- 
dorsement, few  cable  operators  wanted 
to  waste  precious  channel  space  on  ani- 
mals. By  1986,  a  year  after  Discovery's 
launch,  Hendricks  was  nearly  broke. 

He  ultimately  survived  by  becoming  a 
pilot  fish  in  an  industry  swimming  with 
sharks.  To  get  the  distribution  that  lures 
advertisers,  he  convinced  the  big  boys 
that  Discovery's  all-American  fare  would 
help  them  win  and  keep  their  local  cable 
franchises.  In  June,  1986,  he  sold  569c  of 
Discovery  to  four  of  the  nation's  top 
cable  operators — TCI,  Cox  Cable  Commu- 
nications, Newhouse  Broadcasting,  and 
United  Artists  Entertainment  (now 
owned  by  TCI).  That  pumped  $20  million 
into  the  coffers — and  helped  reach  mil- 
lions of  new  subscribers  overnight. 
FRESH  AIR.  These  days,  Hendricks'  chal- 
lenge is  developing  original  program- 
ming rather  than  relying  on  old  docu- 
mentaries. In  April,  he  aired  the 
channel's  most  ambitious  program  to 
date,  a  SI. 5  million  film  called  In  the 
Company  of  Whales,  which  won  the 
network  its  first  Emmy  nomination.  And 
he  recently  hired  Cronkite's  new  produc- 
tion company  to  develop  a  series  of  one- 
hour  films  on  great  books,  such  as  Hen- 
ry Thoreau's  Walden.  The  series  could 
cost  more  than  $10  million. 

Advertisers  seem  to  like  the  mix.  Paul 
Kagan  estimates  that  ad  sales  have 
jumped  from  $46  million  to  $86  million 
since  1990,  as  Audi,  Kraft  General 
Foods,  and  Apple  Computer  have  signed 
on.  To  lure  even  more  ads.  Discovery 
has  created  a  pair  of  "reality-based" 
shows  to  air  this  fall.  In  one,  Alex  Tre- 
bek  of  Jeopardy!  fame  will  host  Heart 
of  Courage,  a  series  about  people  who 
become  heroes  during  crises. 

All  that  costs  money,  of  course.  And 
with  the  restrictive  cable  legislation  ex- 
pected to  emerge  from  Congress  this 
fall,  Hendricks  finds  himself  in  a  partic- 
ularly sticky  spot.  Last  year,  he  persuad- 
ed his  board  to  plunk  down  $32  million 
for  The  Learning  Channel  in  a  strategic 
move  to  get  a  lock  on  the  educational- 
cable  niche.  The  fledgling  network, 
which  airs  everything  from  an  astrono- 
my series  to  demonstrations  of  brain 
surgery,  is  losing  money.  And  Hendricks 
figures  it  will  cost  $100  million  to  im- 
prove its  programming  enough  to  ex- 
pand its  paltry  distribution. 

Hendricks  has  vision.  But  current 
projects  are  likely  to  soak  up  all  the 
kindness  his  well-heeled  investors  have 
to  offer.  As  he  ventures  past  the  low- 
cost  strategy  started  with.  Discov- 
erer's founder  n^-'ds  to  discover  a  new 
source  of  cash  to  keep  his  dream  alive. 

By  Mark  L  '  'un  in  Bethesda,  Md. 
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THE  SEASON  OF 
UPSTART  STARTUPS 


New  airlines  are  taking  off,  but  there's  rough  weather  ahead 


Consolidation,  any  airline  expert  will 
assure  you,  is  the  future  of  avia- 
tion. But  don't  tell  that  to  fledgling 
Reno  Air.  Or  Kiwi  International  Air 
Lines.  Or  American  Dreams,  Miami  In- 
ternational, Patriot  Airlines,  Spirit  Air- 
lines, Airmark  Aviation,  or  any  of  the 
dozen  or  more  tiny  new  carriers  pushing 
eagerly  into  the  skies  these  days.  Even 
as  the  industry  continues  to  shake  out, 
sending  weaker  airlines  toward  extinc- 
tion or  into  the  embrace  of  powerful 
competitors,  ambitious  new  players  have 
begun  spreading  their  wings. 

Foolhardy?  Less  adventurous  souls 
might  see  it  that  way — and  could  point 
to  the  abysmal  record  of  airline  startups 
over  the  past  decade  as  apparent  proof. 
But  in  many  ways,  the  climate  for  start- 
ups is  suddenly  better  than  it  has  been 
for  years.  A  glut  of  used  aircraft  has 
pushed  prices  for  many  models  down  to 
historically  low  levels.  With  the  demise 
of  Pan  Am,  Eastern,  Midway,  and  sever- 
al smaller  carriers,  experienced  pilots, 
flight  attendants,  and  mechanics  are 
fairly  begging  for  work.  Airport  gates 
have  become  available  in  areas  that 
were  abandoned  by  defunct  carriers. 
Even  Congress  is  moving  to  help:  In 
mid-August,  it  approved  legislation  that 
would  help  new  carriers  gain  speedier 
access  to  unused  gates  when  existing 
carriers  fail. 

SEED  MONEY.  Such  conditions  have  pro- 
duced a  flood  of  potential  entrants  after 
years  of  slow  activity.  George  Pearson, 
a  vice-president  at  aviation  consultant 
Avitas  Inc.,  which  advises  potential  star- 
tups and  investors,  says  that  over  the 
past  three  months,  "we've  been  getting 
an  average  of  one  request  [for  advice]  a 
week.  It's  been  quite  a  phenomenal 
change." 

Of  course,  obstacles  to  takeoff  re- 
main, and  not  everyone  with  a  dream 
and  an  airplane  will  leave  the  ground. 
The  investment  community  soured  on 
startups  by  the  late  1980s,  and  few- 
banks  will  go  near  such  risky  ventures. 
Several  airline  hopefuls,  including  KC  Air 
of  Kansas  City  and  Baltia  Air,  even  lined 
up  planes  only  to  find  no  one  willing  to 
supply  the  dough.  Baltia,  which  hopes  to 
run  direct  flights  to  the  former  Soviet 


Union,  claims  it  is  finally  wrapping  uf 
financial  package.  And  carriers  ent( 
prising  enough  to  raise  seed  money  ne 
access  to  additional  capital  to  keep  ale 
should  the  going  get  rough. 

The  key  to  survival  is  finding  t 
right  market.  With  estimated  start 
costs  of  $5  billion  to  $10  billion,  few  c 
perts  expect  to  see  a  new  major  can- 
soar  up  to  compete  with  the  Big  Thre 
If  a  startup  is  willing  to  think  sma 
however,  and  can  find  an  underserv- 
niche  where  flights  are  in  demand,  it  h 
a  healthy  shot.  Here,  then,  are  thr 
that  are  trying. 


STRATEGY:  Match  competitors' 
lowest  fares  on  unrestricted  basis, 
targeting  small-business  fliers 


'm.  :- 

.1;, 
ler  m  I 
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Kiwi  International  is  shining  proof  raie  lipss 
labor's  desperation.  Its  employe  lehfblo 
will  work  for  half  what  their  count(  [iii'jplaii 
parts  at  major  airlines  earn.  Its  pilot  ivarsioi 
flight  attendants,  and  mechanics  di  EsieniS 
into  their  own  pockets  for  the  $7  milli( !  ns-^ig 
Kiwi  needed  to  fly.  As  the  airline  goe  iEnsWes 
so  goes  their  money.  niiiuvo 
Scheduled  to  begin  flights  in  Septal  bhota 
ber,  Kiwi  will  start  with  just  two  leas(  h\mt 
727  aircraft,  flying  from  Newark,  N.t  le,  vic'r^ 
to  Chicago's  Midway  Airport,  Atlant  iiT  rf  j' 
and  Orlando.  "The  name  of  the  game 
to  match  your  capital  with  what  you'' 
got,"  says  Chief  Executive  Robert  Ivel 
son,  a  veteran  pilot  of  Eastern  Air  Linij^tj 
Inc.  Any  expansion,  he  says,  will 
funded  from  operating  revenues. 
LEGROOM.  Kiwi's  target  is  the  sma^' 
business  or  leisure  traveler  eager 
save  money,  but  without  the  flexibili 
to  book  in  advance.  The  airline  will  p( 
its  fares  to  the  lowest  prevailing  rates 
a  given  market  and  offer  them  on 
unrestricted  basis.  So  while  Delta  A 
Lines  Inc.  might  advertise  Newark 
Atlanta  for  $130  but  free  up  only  a  do 
en  seats  at  that  fare  and  require  a  1 
day  advance  purchase.  Kiwi  would  s€ 
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KIWI'S  IVERSON  ISN'T  AFRAID  OF  THE  MAJORS: 
"WE'RE  MORE  HELP  TO  THEM  ALIVE  THAN  DEAD" 


150  seats  on  its  727  at  that  price,  even 
the  day  of  the  trip, 
verson  recognizes  the  danger  in  chal- 
ging  the  majors,  but  says  he  isn't 
rried.  As  long  as  an  upstart  doesn't 
*ner  more  than  10%  of  the  market  on 
/■  given  route,  the  powerful  airlines 
n't  go  after  it.  In  fact,  as  worries 
unt  about  the  threat  of  oligopoly,  the 
:  airlines  will  have  strong  incentive  to 
erate  upstarts.  Says  Iverson:  "We're 
re  help  to  them  alive  than  dead." 
iiwi's  plan  calls  for  expansion  within 
0  years  to  a  half-dozen  markets  along 
'.  Eastern  Seaboard.  But  remembering 
!  mistakes  of  Midway  Airlines  Inc., 
lerica  West  Airlines  Inc.,  and  others, 
ivi's  CEO  vows  to  guard  his  ambitions. 
,  is  absolutely  axiomatic  in  the  smaller 
line  business  that  if  you  stay  in  your 
:he,  you're  successful,"  says  Iverson. 
'  you  get  out,  you're  out  of  business." 


STRATEGY:  Use  Reno's  lure  as 
gambling  and  ski  center  to  draw 
tourists  from  West  Coast  and, 
eventually,  from  East  Coast 


fceno  Air  Inc.'s  name  defines  its  mar- 
kket.  Launched  in  July  after  two 
ars  of  planning,  the  airline's  inexpen- 
e,  full-service  flights  take  passengers 
-0  Reno  from  Los  Angeles,  San  Diego, 
rtland.  Ore.,  and  Seattle.  "This  airline 


has  a  clear  reason  for  be- 
ing here,"  says  Jeff 
Erickson,  a  founder  and 
former  president  of  Mid- 
way Airlines  Inc. 

That  clear  reason  is 
tourism.  The  Nevada 
city's  year-round  popula- 
tion is  140,000,  but  Erick- 
son notes  that  7  million 
people  visit  annually,  pri- 
marily to  gamble.  Add  to 
that  the  nearby  mountain 
ski  and  golf  resorts  lining 
Lake  Tahoe,  and  you've 
got  "a  four-season  resort 
area,"  he  says.  To  en- 
courage people  to  think 
of  Reno  Air,  Erickson 
has  teamed  up  with  ho- 
tels and  gaming  opera- 
tions. Beginning  in  Sep- 
tember, the  airline's  sales 
staff  will  offer  passen- 
gers discounts  for  hotel 
rooms  and  resorts. 

Reno,  which  started 
with  one  leased  MD-80 
and  has  expanded  to 
four,  is  also  trying  to  tap 
into  the  growing  market 
between  Southern  California  and  the  Pa- 
cific Northwest.  Erickson  hopes  to  lure 
fliers  who  would  normally  travel  non- 
stop on  major  carriers  from,  say,  Los 
Angeles  to  Seattle  by  deeply  discounting 
tickets  on  his  airline,  which  stops  over 
in  Reno.  The  airline  is  also  offering 
upgrades  to  first  class.  Erickson  esti- 
mates that  Reno's  same-day,  first-class 
ticket  costs  less  than  half  the  same-day 
coach  fare  charged  by  four  of  its  five 
competitors. 

Critics  caution  that  Reno  may  still 
have  trouble  unless  it  can  bolster  local 
traffic  to  fill  out  its  business.  That's  a 
pretty  weak  market  now.  But  local 
boosters  are  betting  that  if  the  economy 
improves,  Reno  will  experience  the  same 
sort  of  explosive  growth  enjoyed  in  the 
1980s  by  Las  Vegas,  Phoenix,  and  other 
desert  Sunbelt  meccas. 
EASTWARD  HO.  Reno  has  the  distinction 
of  being  the  first  airline  startup  in  sever- 
al years  to  complete  a  successful  initial 
public  offering.  Instead  of  going  to  such 
giant  investment  houses  as  Kidder,  Pea- 
body  &  Co.  or  Merrill  Lynch  &  Co., 
Erickson  used  a  smaller,  regional  out- 
fit— Paradise  Valley  Securities  of  Phoe- 
nix— that  has  a  good  track  record  with 
local  investors.  Reno  raised  $2  million 
initially  through  the  sale  of  convertible 
debentures,  and  $6  million  in  an  equity 
offering  in  late  spring. 

Reno's  plan  calls  for  revenues  of  $47 
million  and  profitability  after  its  first 
year  in  the  air.  If  all  goes  well,  Erickson 
says  he'll  add  service  to  additional  cities, 
including  one  on  the  East  Coast.  The 


airline's  slogan,  "the  biggest  little  airline 
in  the  world,"  is  more  than  just  a  salute 
to  the  motto  of  its  hometown.  It's  a  com- 
mitment— with  emphasis  on  the  word 
"little."  Says  Erickson:  "We're  not  look- 
ing to  pick  any  fights." 


STRATEGY:  Exploit  niche  markets  along 
East  Coast,  tapping  passengers  aban- 
doned by  Eastern,  Pan  Am,  Midwa 


Guy  Lindley,  a  founder  and  president 
of  Destination  Sun  Airways  in  Fort 
Lauderdale,  Fla.,  is  on  the  verge  of  get- 
ting his  startup  off  the  ground,  but  he 
says  he's  not  frightened  by  the  woes 
most  airlines  are  suffering:  "The  time  to 
[start]  is  when  blood  is  flowing  in  the 
street."  Nearly  every  large  carrier  is  los- 
ing big  money,  but  "if  you  look  at  niche 
carriers — Southwest,  Atlantic  Southeast 
Airlines,  and  Alaska  Air  Group  . . .  it's 
hard  to  find  one  not  making  money  hand 
over  fist." 

Although  a  hot  state  for  startups, 
Florida  is  also  known  as  a  killer  market. 
But  with  the  grounding  of  Eastern,  Pan 
Am,  Midway,  and  now  Braniff,  Lindley 
says  he  sees  "tons  and  tons  of  business" 
for  new  competitors  along  the  Eastern 
Seaboard.  Lindley  hopes  to  begin  sched- 
uled service  from  Long  Island's  Islip 
Airport  to  Fort  Lauderdale  and  West 
Palm  Beach  by  November  and  add  ser- 
vice to  niche  markets  in  Newark,  N.J., 
Boston,  and  Providence  by  Christmas. 
FEWER  BIRDS.  Lindley,  who  was  an  inves- 
tor in  airline  Northeastern  International, 
which  failed  in  1986  after  six  years,  has 
an  ace  up  his  sleeve:  running  charter. 
The  airline  has  already  contracted  for 
charter  service  starting  in  September 
from  Newark  to  Aruba  and  Las  Vegas. 
That  market  is  a  big  one,  Lindley  says, 
because  cruise  lines  and  hotel  and  casino 
operators  help  attract  tourists  by  ar- 
ranging air  service.  And  "there's  a  real 
dearth  of  charter  capacity  since  Eastern, 
Pan  Am,  and  Midway  are  out,"  he  says. 

With  four  planes  instead  of  eight, 
Destination  Sun  will  have  to  grow  slow- 
er than  originally  planned.  The  airline 
was  unable  to  secure  underwriting  for 
its  offering  and  had  to  sell  equity  direct- 
ly to  the  public.  It  has  raised  only  $3.7 
million  of  a  hoped-for  $16  million. 

Yet  no  matter  how  tough  the  financ- 
ing, Lindley  says,  "there's  never  been  a 
project  where  all  the  factors  for  suc- 
cess— retail  price,  capital  equipment,  and 
people — have  been  better." 

By  Andrea  Rothman  in  New  York,  with 
Gail  DeGeorge  in  Miami,  Eric  Schine  in 
Los  Angeles,  and  bureau  reports 
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STRATEGIES  I 


DU  FONT'S  TRAILBLAZER 

WANTS  TO  GET  OUT  OF  THE  WOODS 


Ed  \^"ooiarQ  has  been  sminking  or  spinning  oli  businesses  he  once  saw  as  engines  of  growth 


E. 


^Vc-j'.ard  Jr.  raced  aii  un- 
tough  cnjw d  2.1  Du  Pont 


■ig-ar  : 
usual] 

I  Co.  s  annual  nieeting  in  the  spring, 
Ir.  addirion  to  shareholder  complaints 
about  the  con:.pany's  flagging  profits,  a 
gnoup  o:  cr.vironmenta!  activists  wear- 
ii;g  vrhite  ha^ardous-niaterial  suits  ha- 
rangued hirri  about  the  ozone  layer. 
Unionists,  cheered  on  by  religious 
grout's  and  the  Reverend  Jesse  Jackson, 
anacked  the  company  for  hiring  non- 
union contractoi-s.  At  one  point,  the  nor- 
mally genteel  chief  executive  even  cut 
Jackson  shoit  after  he'd  spoken  a  bit 
past  his  appointed  time,  riling  the  mirds- 
ter's  backers.  Ob^iously  'ii-ained.  Woo!- 
ard  confessed  to  reporters  aftenvard: 
■■I'm  running  out  of  gas  fast." 

Tnat's  not  such  a  good  sign,  especially 
just  onethii-d  of  the  way  into  a  ICK-ear 
term.  But  Woolani.  -SS.  has  been  slog- 
ging tha%jugh  an  uncomnionly  vreai'ying 
stretch.  After  hitting  all-time  rdghs  dur- 
ing his  early  tenure  as  CEO.  sales  and 
earnings  plunged  last  year.  Revenues 
shi-ank  ->i.3-5  billion,  to  -SSS.T  billion, 
'.vhiie  earnings  skidded  39".  to  $1.4  bfl- 
lion — the  lowest  level  since  1&S-5.  Return 
on  eo/uirv  shriveled  to  S.3".  a  far  ciy 
fp^m  the  average  of  16''  Woolard  prom- 
ised when  taking  over  in  19S9  (tablei. 

Thjls  Ls  not  hov.-  it  v-  as  supposed  to  'i>e. 
V\"hen  the  geniai  foi-n-ier  efficiency  ex- 
t-er.  t/>jk  offi.ce.  he  aim-e-i  to  crari  Du 
Pont  into  ovei'xiiive  on  the  strength  of 
seveinil  -..romising  high-grov."th!  business- 
es, some  of  v.-hich  he  had  assembled  as  a 
rising  Du  Pont  star  in  the  m;id-19S'l>s.  But 
then  rec-ession  hat.  Orders  from;  Du 
Pont's  core  custom-ei-s  suddenly  dried 
up.  and  sales  plumimeted  across  the 
"c>oai*d.  from,  chemicals  to  electronics  to 
;1  as  Tefion. 

SHRINKING  PACK.  Xow.  rather  tnan  blaz- 
ing; ::-a:.s  ::.r  the  Wilmington  (Del.i 
comjpany.  Wociiard  has  a  m.uch  different 
objective;  getting  Du  Pont  out  of  the 
«-oods.  He  has  'oeen  slashing  millioris  in 
overhead  and  shaking  up  managemjent. 
He  has  also  "been  slnrinking  or  spinning 
off  the  divei-se  businesses  that  he  once 
ilgui-ed  would  be  engines  of  grovv-th. 
such  as  elecn-onics  and  phanriaceutic-ais. 
In  their  stead.  Du  Pont  will  now  rely 
miuch  more  hea-.ilv  or.  its  old  m.ainstav 


cyclical  products  such  as  fibers,  chemi- 
cals, and  pohTnei-s — businesses  Woolard 
had  "oeen  deemiphasizing.  "The  world 
changes. "  he  says.  "  I'm  not  the  least  bit 
frastrated  or  angiy  at  all.  I  have  to  be 
realistic." 

.Analysts  applaud  Du  Pont's  reversal 
in  strategy".  "'They  are  facing  up  to  [mis- 
takes] one  by  one  and  correcting  thero." 
says  Ro"i:>en  S.  Reitzes.  a  chenriicals  ana- 
lyst at  C.J.  La«Tenc-e  Inc.  While  even 
Woolani  says  a  full  reb<3mid  miay  be  a 
c-ouple  of  years  off.  analysts  figure  Du 
Pont  may  t>ounc-e  back  to  about  .S2  bO- 
Mon  in  earnings  this  year  on  revenues  of 


aro-und  -537  'billion.  H'      j  - 
days,  investors  have  b: 
around  52  :  1  ^  ler 

Sti!!.  W  -i.  ' 

U.S.  -  : 

with      .  .  .    _  ■■ 
wrestles  v,-\xh  the  wors: 
lions  in  20  years.  ■We  - 
nomic  growth  for  the  ne.^  rwo  to  f<  rtze^- 
years  is  going  to  be  low."  h-  .  •      1  ''sk^ 
That  makes  rehing  on  cycli:  -  ssiff 

es  all  the  more  risky:  Until  tr.c  c , .  -.o:  &  ii  tsI 
booms  again,  sales  of  Du  Pont's  cyclic  ns  i 
will  be  luck>'  to  grow  4''^  to  8^  a  ya   -i*  3 

Even  so.  prc'blemis  elsewhere  at    e-  iff 


rFFICIENCY  EXPERT  WOOLARD: 
"I'M  NOT  THE  LEAST  BIT  ANGRY 
OR  FRUSTRATED  AT  AU 
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t  k'fl  Woohinl  little  choice  but  to 
!ncl  on  cyclicals.  Its  electronics  prod- 
,  such  as  films  used  in  computer 
aitry,  lack  much  industry  clout.  They 
;  a  drubbing  in  the  recession.  Elec- 
ics  sales  this  year  should  come  in 
ind  $1.4  billion,  or  about  44%  lower 
1  mid-1980s  projections.  Woolard  is 
mg  the  business  way  back.  In  May, 
company  said  it  would  sell  off  a  S400 
ion-a-year  electronic  connectors  unit. 
I  on  July  31,  electronics  chief  Charles 
ienry  announced  he  will  step  aside, 
lagement  of  the  unit  will  move  to 
an — nearer  to  customers  but  far 
n  Du  Font's  top  priorities. 
<Y  BUSINESSES.  Another  much-touted 
wth  vehicle,  pharmaceuticals,  got 
'ted  aside  last  year  as  well.  After 
•e  than  20  years  of  trying  to  make  it 
the  drug  business,  Du  Pont  put  its 
rmaceuticals  unit  into  a  joint  venture 
ri  Merck  &  Co.  In  return  for  50^'' 
ity  in  the  venture,  which  is  known  as 
Pont  Merck  Pharmaceutical  Co.,  Du 
it  gets  Merck's  drug-development  ex- 
tise  as  well  as  some  cash  and  a  few 
?  drugs.  Although  sales  grew  33^^ 
t  year,  to  $195  million,  Du  Pont 
■uldn't  see  earnings  for  some  time: 


OOIARD  HITS  SOME  MARKS 


iure  high- 
tial,  fast-growing 
jsses,  while 
ithening  old-line 
jsses,  to  produce 
ge  return  on 
'of  16% 

Formerly  fast-growing 
electronics  business  fell 
fiat,  and  pharmaceuticals 
hove  been  cast  off  into  a 
joint  venture.  Return  on 
equity  overall  plunged 
to  8.3%  last  year 

ke  all  businesses 
etitive,  trimming 
lucracy  to  cut 
and  enhance 
nsiveness  to 
mers 

Now  cutting  $1  billion 
from  yearly  costs,  largely 
through  early  retire- 
ments. Decision-making 
has  been  decentralized, 
and  customers  are  hap- 
pier with  less  red  tape 

ike  Du  Pont, 
n  as  a  major 
er,  on  environ- 
3I  leader 

Despite  big  cuts  in 
emissions,  Du  Font's 
disposal  of  hydrochloric 
acid  makes  it  the  nation's 
No.l  corporate  polluter 

ost  company's 
il  role 

Offshore  businesses 
growing  mightily;  man- 
agement now  includes 
managers  of  foreign  units 

For  an  undisclosed  pe- 
riod, profits  must  go 
back  into  the  venture. 

Woolard's  biggest 
disappointment  has  to 
be  on  the  farm.  A 
string  of  acquisitions 
in  the  1980s  made  Du 
Pont  a  major  player  in 
agricultural  chemicals, 
but  the  payoff  has 
been  slight.  The  main 
problem  these  days  is 
the  fungicide  Benlate, 
which  has  badly  dam- 
aged some  crops.  Du 
Pont  has  paid  out  or 
set  aside  S350  million  for  claims  relating 
to  Benlate.  In  the  second  quarter  alone. 
Du  Pont  set  aside  §134  million,  helping 
drive  down  its  net  income  for  the  half  by 
19% ,  to  §922  million.  Without  the  charge, 
first-half  profits  fell  1%.  matching  indus- 
try- results,  while  sales  slipped  2.8' ^  to 
S18.96  billion.  Now,  Du  Pont  is  pushing 
for  safer  new  biopesticides. 

Happily  for  Woolard.  his  cyclical  busi- 
nesses have  held  up  reasonably  well. 
Consider  the  §6  billion-a-year  fibers  busi- 
ness. The  economic  downturn  could  have 
1  brought  severe  pain  to  the  unit, 
since  it  makes  such  consumer- 
sensitive  products  as  nylon  and 
yarn  for  clothes.  But  fiber  sales 
slid  less  than  half  a  percentage 
point  last  year,  while  operating 
profits  sagged  just  3'',  to  S416 
million.  The  reasons:  strong 
fashion  interest  in  its  Lycra 
-pandex  yam  and  solid  ovei-seas 
growth.  As  a  former  "string 
man" — he  once  ran  fibers — 
Woolard  has  high  hopes  for  the 
unit,  expecting  it  to  hit  $9  billion 
in  annual  sales  by  1996. 

Woolard's  intense  cost-cutting 
drive  ought  to  help  keep  profit 
margins  up.  Since  last  summer, 
the  company  has  cut  or  marked 
r'or  cutting  .§700  million  in  over- 
nead,  mainly  with  early  retire- 
ments. Woolard  vows  SI  billion 
will  be  out  by  yearend  1993. 
Employment,  about  127,000,  is 
down  from  146,000  when  Woo- 
lard took  over.  Plus,  he's  begun 
1  five-year  effort  to  add  82  bil- 
ion  in  profits  through  produc- 
tivity gains  and  job  cuts.  Says 
Woolard:  "We  cannot  just  grow 
ourselves  out  of  these  costs." 

A  reorganization  of  Du  Pont's 
top  management  should  make  it 
a  lot  easier  for  him  to  make 
tough  cost-cutting  decisions. 
Late  in  1990,  with  earnings  de- 
clining for  the  first  time  since 
1985.  Woolard  did  away  with 
the  decades-old  executive  com- 
mittee— a  group  of  past  and 


present  top  executives 
who  guided  Du  Pont. 
He  is  now  advised  by 
operating  executives 
from  around  the  world, 
and  he  demands  smart- 
er decision-making  low- 
er down  in  the  lean 
management  scheme. 

Eliminating  the  exec- 
utive committee  was 
only  the  beginning  of 
Woolard's  assault  on 
bureaucracy.  In  the 
$5.6  billion  polymers 
unit,  nearly  one  of  ev- 
ery four  managerial  or 
supervisory  posts  has  been  cut  since 
1989.  Where  as  many  as  11  layers  of 
management  once  separated  Woolard 
from  a  polymers  salesperson,  now  there 
are  seven.  "We  allow  people  to  accept 
responsibility  and  run  with  it,"  boasts 
Senior  Vice-President  Archie  W.  Dun- 
ham. More  change  is  coming:  Since  car- 
makers account  for  a  big  portion  of  its 
polymers  sales,  Woolard  is  combining 
the  automotive  and  polymers  units  un- 
der one  manager  on  Oct.  1. 
SNAPPY  SWIM  FINS.  The  move  should 
help  Du  Pont's  salespeople  work  hand-in- 
hand  with  their  automotive  clients — 
something  Du  Pont  is  pushing  them  to 
do  with  customers  both  large  and  small. 
Eight-employee  Bob  Evans  Designs  Inc. 
of  Santa  Barbara,  Calif.,  claims  sales  of 
its  pricey  swim  fins  have  spurted  37'^: 
since  Du  Pont  sent  over  some  marketing 
consultants  two  years  ago.  They  sug- 
gested more  focused  ads  and  a  toll-free 
phone  number.  The  gain  for  Du  Pont: 
more  sales  of  its  specialty  chemical  Ter- 
athane,  which  puts  snap  in  the  fin. 

While  bolstering  many  older  business- 
es, Woolard  is  cutting  others  that  don't 
have  "a  distinctive  leadership  position" 
or  don't  contribute  to  other  operations. 
These  include  Du  Pont"s  acniics  prod- 
ucts business,  a  six-year-old  optical-disk 
joint  venture  with  Philips,  and  half  its 
interest  in  Consolidation  Coal  Co.  Anoth- 
er candidate  for  sell-off  may  be  its  imag- 
ing division,  which  makes  printing  gear, 
though  Woolard  stands  by  it  for  now. 

To  really  get  the  lead  out.  some  critics 
argue  Woolard  should  dump  his  Conoco 
oil  unit.  Nailed  by  the  oil  glut,  earnings 
are  off  64' f,  to  8198  million,  on  flat  first- 
half  sales  of  87.7  billion.  "Investors 
would  rather  have  a  choice  between 
chemicals  and  nonchemicals,"  says 
Reitzes  of  C.J.  Lawrence.  Woolard  ar- 
gues that  Conoco,  "a  very  strong  con- 
tributor" last  year,  isn't  going  any- 
where: "It  has  only  been  the  last  seven 
to  eight  months  that  our  oil  business  has 
been  struggling."  In  other  words,  it's  a 
cyclical  business.  That's  something 
Woolard  has  learned  to  live  with. 

By  Joseph  Weber  in  Wilmington.  Del. 
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REAL  ESTATE  I 


THOSE  EMPTY  SPACES 

WON'T  FILL  UP  ANY  TIME  SOON 


epressit 
6  tun 


Around  the  globe,  anemic  office-job  growth  is  likely  to  keep  commercial  real  estate  depressed 


Location,  location,  location,  goes  the 
old  saw,  is  all  that  matters  in  the 
real  estate  business.  Pick  the  right 
location,  and  even  an  idiot  can  turn  out 
to  be  a  real  estate  genius.  But  location 
isn't  helping  much  these  days.  Commer- 
cial real  estate  from  London  to  Sydney 
is  in  the  throes  of  a  depression.  And  the 
slump,  following  on  the 
heels  of  the  unprecedented 
real  estate  boom  of  the 
1980s,  still  has  further  to 
go.  In  many  of  the  world's 
leading  cities,  real  estate 
values  could  keep  falling 
for  years  to  come. 

Just  how  did  the  com- 
mercial real  estate  mother 
lode  of  the  last  decade 
turn  into  the  fool's  gold  of 
the  1990s?  In  the  1970s 
and  '80s,  growing  interna- 
tional trade  created  an 
enormous  need  for  more 
office  space  in  the  world's 
metropolitan  centers.  The 
demand  was  especially 
strong  from  financial  ser- 
vices, which  expanded  rap- 
idly, along  with  interna- 
tional bank  lending  and 
the  surge  in  bond,  equity, 
and  foreign  exchange  trad- 
ing. And  banks  were  eager 
real  estate  lenders,  as  they 
grew  leery  of  lending  to 
Third  World  countries  and 
lost  many  corporate  cus- 
tomers to  the  securities 
markets.  From  1980  to 
1991,  commercial  real  es- 
tate loans  as  a  percentage 
of  all  loans  grew  from  Wa  to  17' '  in  the 
U.  S.,  from  1'/'  to  VZ'/f  in  Britain,  and 
from  IT'  to  \T'  in  Japan. 
IN  REVERSE.  But  these  days,  the  drive  for 
office  space  has  shifted  into  reverse. 
Brutal  global  competition  in  ser\'ices  is 
forcing  U.  S.,  European,  and  Japanese 
white-collar  industries  to  slash  costs  and 
shed  workers.  Like  manufacturers  be- 
fore them,  banks,  insurance  companies, 
and  law  firms  alike  are  struggling  to 
slim  down.  The  result:  a  dramatic  drop- 
off in  the  need  for  office  space,  and  with 


it,  the  emptying  of  offices  around  the 
world.  From"  1980  to  mid-1992  the  office- 
vacancy  rate  jumped  from  2.9"''  to  17'v  in 
Manhattan,  from  2''  to  20*^'^  in  the  City 
of  London,  and  from  1.8^  ^  to  over  13''  in 
downtown  Toronto.  "There  will  be  little 
new  demand  during  the 
decade  of  the 


bri  m 


from  1977  to  1987.  But  FIRE  jobs  ha 
fallen  by  more  than  10'^  since  the  Ocpt^'--^i 
ber  crash — even  though  the  stock  m, 
ket  is  near  record  levels  and  the  fin 
cial  markets  are  bubbling.  In  Lond(|ii!i 'li 
FIRE  employment  made  a  round  tr  '  iit 
from  126,800  in  1981  to  a  peak  of  158,6 
in  1988  and  back  down  to  127,800  in  191  ' 

In  Japan,  securities  e  i^^^™ 
ployment  is  down  1(  ii!<M<:^f 
since  its  1991  peak. 
SQUEEZED.  And  the  f ofci-il^r'?  ^ 
cast  is  for  anemic  grow  '^il'if' 
in  financial-service  jol  tel  i 
even  after  economic  rec(  J  ;*r™ 
ery  takes  hold.  For  exa  i 
pie,  the  growth  rate  in 
fice  employment  in  t 
U.  S.,  including  fire,  la  fei 
yers,  accountants,  and  cc  k 
sultants,  was  4.39f  annu;  es  toe 
from  1984  to  19^  wn,tfl 
calculates  A.  Gary  SI  mi  \\i 
ling,  head  of  his  own  e(  sn  im 
nomic  consulting  firm.  B 
pressure  to  improve  pi 
ductivity  will  keep  offic .  KciUi 
job  growth  to  a  2%  annu  e  'is  ttji 
rate  from  1992  to  1997,  1  w  a  t 
estimates.  Over  the  sar  btie  do 
eti-&  a( 
of!  oy  f 

'■voult 
'at  e 

;op 


1990s,"  says  David  G.  Shulman,  head  of 
real  estate  research  at  Salomon  Broth- 
ers Inc.  "And  that  is  why  real  estate 
values  are  falling  globally." 

The  trigger  for  the  real  estate  bust 
was  the  international  stock  market  crash 
of  October,  1987,  which  marked  the  be- 
ginning of  a  worldwide  retrenchment  in 
financial  services.  The  downturn  acceler- 
ated as  economies  around  the  world 
went  into  a  slump.  In  New  York  City, 
for  instance,  finance,  insurance,  and  real 
estate  employment  (FIRE)  rose  by  32.6% 


time  period,  Shilling 
pects  that  cost-conscioi 
employers  will  cut  offi 
space  per  employee  fro 
195  sq.  ft.  in  1989  to  11  ie- 
sq.  ft.  Add  it  all  togethc  i 
and  it  could  take  about 
years  to  bring  the  curre  te  --v;  R 
national  office  vacam  m,  h  jip 
rate  of  19%  down  to  a  tr 
ditional  5%.  Using  a  sligl '  rritf  \, 
ly  different  model,  Bjoi  ic 
Hanson,  chairman  of  real  estate  for  Co 
pers  &  Lybrand,  says  it  could  take 
dozen  years  to  get  the  U.  S.  office  ma|iUG, 
ket  back  to  normal. 

Of  course,  different  cities  and  regioi 
in  the  U.  S.  will  bounce  back  at  differei  fc.:';" 
times.  For  instance,  after  adjusting  f(  ij  ii-g  ] 
local  market  conditions,  Shilling  calcir^iji, 
lates  that  it  could  take  as  many  as  l!oV;;'v' 
years  to  work  off  New  York  City's  v; 
cancy  rate,  13  years  in  Los  Angeles,  ar 
10  years  in  Boston.  And  rents  will  ratci! 
et  lower  as  office  leases  expire.  Froi 
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■  lo  tlic  I'ii-si  half  of  li);)2,  for  exam- 
rents  in  Manhattan  dropped  from 
per  sq.  ft.  to  $23,  according  to  the 
mouth  Group,  real  estate  investment 
sers. 

le  picture  is  equally  grim  for  Lon- 
real  estate,  which  is  mired  in  the 
st  depression  since  World  War  II. 
most  recent  casualty  is  Olympia  & 
k  Developments  Ltd.'s  Canary 
irf  office  project  in  London's  East 
,  which  went  into  receivership  in 
•.  The  vacancy  rate  in  the  City  of 
don  is  currently  20?;,  and  an  addi- 
al  2.6  million  sq.  ft.  of  office  space 
coming  on  the  market  over  the  next 
months,  says  Paul  Orchard-Lisle,  se- 
partner  at  property  consultants 
.ley  &  Baker.  "Some  of  the  buildings 
up  in  the  late  '80s  won't  get  occu- 
,"  he  adds.  Indeed,  from  1991  to 
I,  FIRE  employment  in  the  City  of 
don  could  fall  by  8/',  forecasts  Ste- 
'1  Waterman,  proj- 
manager  at  PMA,  a 
don-based  proper- 
onsulting  firm.  He 
ects  other  office 
iloyment,  such  as 
il  services,  to 
nk  by  97'  at  the 
le  time. 

urich's  real  estate 
•ket  is  also  in 
ihambles.  Office 
'.es  have  been 
^ed  since  U.  S.  and 
anese  financiers 
an  cutting  back 
r  operations  in  the 

about  18  months 
Rental  rates 
:e  the  beginning  of 

year  in  the  most 
irable  downtown 
iness  addresses 

off  by  one-third, 
n  $63  per  sq.  ft.  to 
.  It  would  take  a 
ee-year  economic 
m  to  sop  up  the 
''s  empty  office 
ce,  says  Rene  Cas- 
ni,  a  top  manager 
nterswiss  Fonds,  a 
i  estate  broker  in 
■ich.  "But  that 
im  isn't  coming," 
adds. 

E  LAG.  In  Paris,  de- 
te  a  4'a  vacancy 
3,  rental  rates  on 
ne  office  space  are 
m  about  107f  from 
ir  1990  peak.  Rents 
Id  fall  by  209!  more 
1.6  million  sq.  ft. 
le  on  market  over 
next  two  years, 
md  in  Japan,  To- 
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kyo's  vacancy  rate  currently  averages 
citywide.  However,  the  vacancies  on 
buildings  that  were  completed  during 
the  first  half  of  this  year  are  about  207^, 
and  asking  rents  on  these  buildings  are 
down  by  about  107 .  The  Japan  Real  Es- 
tate Economy  Institute  estimates  that 
property  values  are  now  down  by  some 
407  in  Tokyo. 

Tokyo's  market  is  set  to  drop  even 
further.  Some  60  million  scj.  ft.  of  new 
office  space  is  coming  on  stream  over 
the  next  two  years,  but  demand  amounts 
to  20  million  sq.  ft.,  says  Graeme  Mc- 
Donald, a  senior  analyst  at  James  Capel 
Pacific  Ltd.  "With  a  two-year  time  lag 
between  changes  in  the  economy  and 
any  impact  on  commercial  property,  we 
are  only  in  the  initial  stages  of  the  down- 
turn," .says  McDonald. 

Naturally,  not  every  market  is  in  the 
tank.  In  sharp  contrast  to  the  rest  of 
Europe,  commercial  real  estate  values  in 
Germany  are  strong. 
They  have  been  large- 
ly propped  up  by  regu- 
latory limits  on  real 
estate  lending  as  well 
as  by  restrictive  zon- 
ing. And  in  Hong 
Kong,  after  plummet- 
ing some  407  since 
1989,  office-rental 
prices  are  heading 
back  u))  again.  The 
economy  of  neighbor- 
ing Guangdong  Prov- 
ince in  China  is  grow- 
ing at  a  157  annual 
clip,  and  almost  all  the 
trade  goes  through 
Hong  Kong. 

Of  course,  a  re- 
l)ound  in  the  econo- 
mies of  the  industrial- 
ized world  is  bound  to 
help  the  commercial 
real  estate  markets, 
."^till,  heat  will  be  on 
[•European,  Asian,  and 
North  American  ser- 
vice companies  to 
boost  their  productivi- 
ty in  a  world  of  freer 
trade  and  more  open 
capital  markets.  And 
that  means  that  the 
i^lut  of  commercial 
i-eal  estate  is  not 
al)Out  to  disappear 
any  time  soon. 

By  Christophi')-  Far- 
nil  in  Ncic  York,  with 
Robert  Neff  in  Tokyo. 
If/or  Rcic/tlin  in  Bonn. 
Richard  A.  Melcher  in 
London.  Charles  Hoots 
in  Paris.  Pete  Engardio 
in  Hong  Kong,  and 
bureau  reports 
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27 
million 
Americans 
cant  read. 
And  guess 
who  pays 

the  price. 


Every  year,  furnctional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back... by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 


0 

cialition  for  Literacy 
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AN  INJURED  ATHIETE  GOES 
FOR  A  LEGAL  TOUCHDOWN 


His  workers"  comp  claim  could  force  colleges  to  pay  big  benefits 


Kent  W'aldreii  remembers  every- 
thinti  t^oing  numb  and  the  world 
ai-ound  him  shifrin?  into  slow  mo- 
tion. On  Oct.  2t).  1974.  Waldrep.  a  Texas 
Christian  University  running  back,  took 
a  pitch  from  the  quarterback  and 
chai'ged  towai-d  the  University  of  Ala- 
bama defensive  line  before  70.000 
screaming  football  fans-  at  Legion  Field 
in  Birmingham.  Ala.  A  moment  later, 
after  a  clean  tackle,  he  fell  to 
the  turf  and  his  neck 
snapped,  paralyzing  his  en- 
tire body  for  life.  "It  was  a 
feeling  of  such  helplessness." 
he  recalls.  "I  wanted  to 
move  my  legs,  but  they 
wouldn't  budge." 

Another  de\  astating  blow 
was  yet  to  come.  Eleven 
months  later.  TCU.  after  pay- 
ing some  of  his  initial  hospi- 
talization costs,  refused  to 
accept  fiu'ther  responsibihty 
for  his  mounting  medical 
bills.  "Tliey  used  me  and  dis- 
carded me."  he  says.  Now. 
18  years  later,  \\"aldrep 
wants  to  make  TCI"  pay— and 
set  a  precedent  that  could 
shake  the  foundation  of  col- 

CUT  AND  DRIEB?  Wlien  he  a- 
pc-ar?  i'ciiirf  the  Tex;.- 
Workers"  Compensation  -j^^ 
Commission  in  the  next 
few  weeks.  \\'aldrep  wii; 
argue  that  as  a  fooil>all 
player,  he  was  a  TCI'  em- 
ployee who  merited  all 
the  rights  enjoyed  by 
other  workers.  \\'aldre!) 
sa.vs  the  retroactix  e  com- 
pensation and  lifetime 
stipend  he  could  win  are 
secondary  to  gi\ing  big- 
lime  college  spoils  a  stir 
dose  of  reality.  "I  wan: 
to  get  something  on  the  i>ook  saying 
college  athletes  are  employees,  which 
everyone  knows  hui  no  one  wants  to 
admit."  he  explains.  "The  athletes  work 
long  hours  and  generate  all  that  money 
for  the  uni\  ersities,  and  then  when  one 
of  them  gets  hurt,  the  schools  pretend 


they  don't  have  any  responsibility." 

To  nile  in  favor  of  ^\'aldrep's  claim, 
the  State  of  Texas  must  .say  he  was  an 
employee,  a  sweeping  contradiction  of 
the  most  fundamental  tenet  of  major 
college  sports.  The  school  itself  takes 
no  pubHc  position  on  the  case.  "It's  for 
the  board  to  decide  whether  he  was  an 
employee  or  not,"  say  -Jill  E.  Laster.  as- 
sistant \ice-chancellor  at  TCI".  But  Rovce 


KENT  WALDREP  WAS 
PARALYZED  IN  A  1974 
CAME;  NOW,  HE  WANTS 
MEDICAL  COSTS  AND  A 
LIFETIME  STIPEND  FROM 
TEXAS  CHRISTIAN 

Ogden.  district  i-laims 
coordinator  for  Dallas- 
'■ased  Employers  Casu- 
;.lty  Co..  successor  to 
:he  insui-er  that  co\"ered 
TiT'  in  the  1970s,  main- 
tains the  case  is  cut  and  dried.  "He  was 
a  football  player,  and  footliall  players 
are  not  employees."  Ogden  says. 

Oi"  ai'e  they?  For  >  ears.  playei-s'-rights 
acti\ists  have  argued  that  football  and 
basketball  players  ai-e  high-profile  work- 
ers who  should  be  paid.  Some  of  the 


.argest  univei-sity  athletic  programs  £ 
erate  upwai-ds  of  S20  million  each  y 
from  ticket  sales.  tele\ision  rights.  ; 
bowl  game  appeai-ances.  Bui  accord 
to  National  Collegiate  Athletic  As 
rules,  student-athletes  may  recei\-e  c 
the  costs  associated  with  their  edi 
tion— tuition,  fees,  books,  room 
board— a  pittance  compared  with 
millions  a  few  later  make  in  the 
leagues.  "Establishing  a  precedent  t 
says  these  athletes  are  employees  wc 
be  a  good  start  to  a  fairer  system." 
Frank  P.  Hernandez.  Waldrep's  law> 
Waldrep  was  able  to  file  his  case  c 
because  he  discovered  a  loophole  t 
allowed  him  to  press  his  claim  long  aJ 
his  injiuy.  Today,  a  player  in  similai- 
cvmistances  would  have  a  much  han 
time  suing  for  workers'  comp.  Th: 
because  last  yeai-  the  NCA.A  institute 
catastrophic-injury  health  insurance  j 
gram  that  cox  ers  all  \  an 
athletes.  But  those  inju 
l>efore  1991  are  out  of  lu 
making  \\"aldrep's  case  lo 
large.  If  he  wins,  the  flo 
gates  could  be  open  to 
kinds  of  fonner  athletes  v 
were  injured,  catasu-ophii 
^.■  iir  ■''iher'ttise. 
A  LONG  SLOG.  Catastrop 
iiyuj-ies  ai-e  rai'e— in  the  fi 
year  of  its  new  insurai 
progi-am,  the  N'C.\_A  didn't 
ceive  a  single  claim.  1 
what  about  that  fullbj 
who  hurts  his  shoulder  ; 
never  fully  recovers? 
Waldrep's  claim  stands 
you  can  bei  some  entei-p 
ing  lawyer  will  sue  a  imiv 
sity  for  a  chent's  loss  of 
tential  income.  "If  some 
with  a  promising  futi 
blows  out  his  knee  plav 
for  State  U.  and  il 
doesn't  get  a  shot  at 
pros,  the  university  ow 
iiim  compensation."  says  Hernandez,  w 
has  imsuccessfuUy  sued  National  Foot! 
League  teams  on  simila!*  groimds. 

Waldrep,  who  now  runs  the  Dall 
based  National  Paralysis  Foundatii 
which  he  founded  in  1979.  insists  he  is 
pursuing  this  case  to  make  a  killing, 
the  first  years  after  his  injury,  his  p 
ems  paid  for  his  medic-al  treatment.  ; 
in  1978  he  started  a  Dallas  a\-iation 
pair  business  that  has  left  him  finand 
ly  seciu-e.  He  knows  he's  now  in  foi 
years-long  slog  through  the  Texas  coi 
system.  It's  worth  it  to  him,  though 
make  sure  big-time  uni\  ersity  athlel 
are  recognized  for  what  he  says  th 
truly  are:  big-time  revenue  producer 
Bu  Keith  Dunnarant  in  Dal 
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There's  a  New  World  to  be  explored,  and  America's  scientists  and  engineers  are  the 

pioneers.  How  American  innovation  and  productivity  can  stay  ahead  are  just  two  of 

the  subjects  covered  in  Reinventing  America,  the  fall  1992  bonus  issue  from 

Business  Week.  It's  where  American  business  will  see  the  world  from  the  cutting 

edge.  Let  them  see  your  advertising  as  well.  Contact  Karl  Spangenberg, 

Sr  VP/ Advertising  Sales,  at  [212]  51 2-41 54  or  your  Business  Week  account  manager 

Issue  date:  October  23rd.  Closing  date:  September  7th.  B     iTi  A  i  k^tk't  >1B 

PROFIT  BY  IT 

I  Stars  and  Circuits  Forever  Original  Sculpture  Commissioned  by  Business  Week.  I 


"Custom  Publishing,"  from  McGraw-Hill.  W^at  an  extraordinary 
idea:  Give  our  teachers  the  ability  to  personally  customize  a  textbook 
to  match  their  curriculum  and  their  students'  needs.  Then  print 
and  ship  it  within  days.  The  textbook  will  never  be  the  same. 
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HAVE  MORE  STYIE, 

WILL  STILL  TRAVEL  ANYWHERE 
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Sport-utility  vehicles, 
once  built  only  for  folks 
who  wanted  to  go 
where  the  roads  don't,  now 
appeal  to  car  buyers  who  seek 
the  roominess  of  a  minivan  or 
station  wagon  but  prefer 
practicality  with  panache. 
This  year,  three  well-estab- 
lished sport-utilities  are  re- 
placed by  all-new  and  more 
upscale  models:  Chrysler's 
Jeep  Grand  Cherokee, 
the  Isuzu  Trooper,  and 
the  Mitsubishi  Montero. 

The  off-road  amenities 
offered  by  all  three  are 
a  far  cry  from  the  Spar- 
tan features  of  the  origi- 
nal Jeep  (box).  Some  op- 
tions, such  as  headlight 
wipers  on  the  Trooper 
and  Montero,  are  apt  for 
vehicles  built  to  drive 
through  muddy  gullies. 
But  other  extras,  includ- 
ing leather  interiors  and 
sunroofs,  attempt  to  put 
these  vehicles  in  the  lux- 
ury-car class. 
GUZZLERS.  It  works — up 
to  a  point.  Sure,  you 
won't  be  directed  to  the 
service  entrance  if  you 
drive  one  of  these  to  the 
country  club.  But  sport- 
utilities  aren't  cars:  To 
handle  rugged  off-road 
driving,  they  sit  higher 
and  ride  rougher.  A 
tight  curve  or  a  quick 
dip  in  the  road  will  prove 
that  they  handle  differ- 
ently. And  they  get 
lousy  fuel  economy. 

When  it  comes  to 
price,  however,  the  luxu- 
ry-car comparison  holds. 
The  Jeep  Cherokee,  pre- 
decessor to  the  Grand 
Cherokee,  and  the  earli- 
er versions  of  the  Troop- 
er and  Montero  started 
at  $14,000  or  $15,000. 
Now,  the  Isuzu  and  Mit- 
subishi models  start  at 


around  $18,000.  The  Grand 
Cherokee  starts  at  about 
$19,000,  although  unlike  the 
Trooper  and  Montero,  the  old 
Cherokee  is  still  available  at 
the  old  price.  LfOaded  with  ex- 
tras, all  three  newcomers  top 
out  close  to  $28,000. 

■  Jeep  Grand  Cherokee. 

With  the  smallest  exterior 
dimensions  of  this  trio,  the 
four-door  Grand  Cherokee  has 


the  least  cargo  space — and  a 
full-size  spare  tire  stored  in- 
side cuts  into  that.  However, 
rear-seat  legroom  is  spacious, 
and  in  general  the  interior  is 
smartly  executed.  The  seats 
are  comfortable  for  almost 
any  size  passenger.  Highway 
wind  and  road  noise  are  mini- 
mized by  sound-insulating 
panels  covering  the  entire  un- 
derbodv.   From  the  smooth 


iDjlC'tl:  I 


THE  iSUZU  TROOPER'S  REDESIGN  RETAINED  ITS  ASYMMETRICAUY  SPLIT  REAR 
DOORS  SO  YOU  CAN  LOAD  CARGO  WITHOUT  GRAPPUNG  WITH  THE  SPARE  TIRE 


JEEP'S  GRAND  CHEROKEE  BOASTS  A  SMARTLY  EXECUTED  INTERIOR,  PLUS 
SEVERAL  CHOICES  OF  FOUR-WHEEL-DRIVE  SYSTEMS,  ALL  OF  THEM  GOOD 


feel  of  the  switches  to  t 
lack  of  any  visible  scrt 
heads,  the  interior  shoi 
keen  attention  to  detail. 

The  Grand  Cherokee  ha 
dies  well  on  the  freeway,  _ 
though  it's  not  as  carlike  '<  * 
say,  the  best  of  the  minivar 
Off-road  is  where  it  shim 
Jeep  offers  several  choices  ,.,  ■ 
four-wheel-drive  systems.  1  J''!.'^*  ,i 
are  good,  but  the  top-of-tl 
line  "Quadra-Tracl ' 
full-time  version  is  p( 
haps  the  most  sophis 
cated  one  on  the  mark( 
Clamber  over  bouldei 
head  down  slopes  su 
able  for  slalom  skiers 
get  airborne  by  hour 
ing  over  bumps — tl 
Grand  Cherokee  handl 
all  with  aplomb.  For  tl 
diehard  off-road  enthui 
ast,  a  special  package 
available  with  four  sti 
dier  gas  shocks,  high 
spring  rates,  bigg' 
tires,  and  extra  sk 
plating  on  the  transf 
case  for  protection 
you  scrape  the  bottom 
The  4.0-liter  1-6  engii 
carries  over  from  the  o 
190-horsepower  Cher 
kee.  But  this  fall,  Je- 
adds  a  220-horsepow 
V-8  capable  of  towii 
6,500  pounds.  For  sa: 
ty,  the  Jeep  comes  wi 
antilock  brakes  th; 
work  in  four-wheel-dri' 
mode  and  the  only  d 
bag  available  on  ar 
sport-utility. 

■  Isuzu  Trooper.  . 

Still  boxy  after  a 's. sale 
these  years,  the  red  'it  W 
signed  Trooper  shan  '^T^'v.ii 
none  of  the  styling  fla: 
of  its  smaller  stabl 
mate,  the  Rodeo.  Tl 
new  Trooper  is  longe 
taller,  wider,  and  hea^  S^^f  r.'ia 
er  than  its  predecesso  ^-^ 'sve; 
You  can  choose  betwet 
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uminum  V-6  en- 
ffering  either  175 
horsepower,  con- 
ly  more  than  was 
)le  in  the  prior 
But  even  the  190- 
)wer  power  plant 
y  and  slow  to  re- 
in the  lower 
Still,  the  Trooper 
smoothly  on  the 
y  and  can  tow  up 
lO  pounds.  Rear- 
antilock  brakes 
mdard,  while  all- 
antilock  brakes 
tional  on  expen- 
rsions. 

unusually  stiff 
tructure  helps  to 
squeaks  and  rat- 
hile  keeping  the 
r  sure  in  the  cor- 
ts  comparatively  primi- 
lur-v/heel-drive  system 
1  by  dual-purposi  tires: 
id-snow-rated  radials 
tread  designed  for  the 

•y- 

ick,  the  Trooper  carries 
'om  the  old  model  its 
letrically  split  rear 
When  loading  cargo,  it 
,0  be  able  to  open  the 
r  door  on  the  right 
it  having  to  grapple 
le  larger  left  door  that 
an  outside-mounted 
ire. 

le,  the  Trooper  is  filled 
ill  the  usual  goodies, 
;up  holders  to  lower- 
ounted  puddle  lights. 


THE  MITSUBISHI  MONTERO  SHIFTS  EASILY  FROM  TWO-  TO  FOUR-WHEEL  DRIVE 
AT  SPEEDS  UP  TO  62  MPH.  A  TOOL  KIT  AND  INSPEaiON  LAMP  ARE  STANDARD 


Cargo  space  is  greater  than  in 
the  Montero  by  several  mea- 
sures, even  though  the  Mitsu- 
bishi is  larger  on  the  outside. 
The  controls  on  the  squarish 
instrument  panel,  however, 
are  unnecessarily  small  for  a 
vehicle  meant  to  go  bouncing 
over  boulders. 

■  Mitsubishi  Montero. 

The  new  Montero  is  a  tech- 
ie's  delight.  The  highlight  is 
the  "Active  Trac"  four-wheel- 
drive  system,  which  can  be 
used  at  any  time  on  any  sur- 
face. Several  sport-utilities  al- 
low so-called  shift-on-the-fly 
transition  from  two-wheel  to 
four-wheel  drive,  but  they 
generally  recommend  driving 


at  fairly  low  speeds  when  you 
switch.  In  the  Montero,  you 
can  shift  easily  and  smoothly 
from  one  mode  to  the  other  at 
speeds  up  to  62  mph. 

A  pointless  gimmick  is  the 
"Inclinometer,"  which  tells 
you  how  far  you're  tipping  to 
the  right  or  left — but  only 
when  the  Montero  is  fully 
stopped.  A  more  useful  option 
for  off-roading,  available  only 
on  the  top  versions,  is  a  pack- 
age that  includes  an  altime- 
ter, an  electronic  compass, 
and  a  temperature  gauge  that 
displays  both  inside  and  out- 
side readings.  Other  good 
ideas:  a  tool  kit  inside  the  rear 
door  and  a  detachable  inspec- 


tion lamp  in  the  rear 
that  comes  with  a  9.5- 
foot  extension  cord  and 
a  magnetic  back  so  you 
can  mount  it  anywhere 
on  the  Montero's  body. 

The  151-horsepower 
V-6  engine  seems  under- 
powered for  a  vehicle 
that  weighs  up  to  4,225 
pounds.  It  can  tow  just 
2,500  pounds.  The  trans- 
mission is  balky  when 
shifting  from  first  to 
second  gear  after  a  cold- 
weather  start.  The  driv- 
er can  select  from  three 
shock-absorber  settings 
to  match  ride  and  han- 
dling to  road  or  off-road 
conditions,  but  the  dif- 
ferences are  less  notice- 
able than  you  would 
hope.  More  impressive  are  an- 
tilock  brakes  that  work  in  all 
two-  and  four-wheel-drive 
modes,  including  both  normal 
and  the  "low"  range  used  for 
extra  grip  in  slow-speed,  seri- 
ous off-roading. 

In  more  prosaic  areas,  the 
Montero  falls  short.  Its  19.5- 
inch  step-in  height  is  one  of 
the  highest  in  its  class,  a  re- 
sult of  its  tall,  boxy  design. 
Entrance  and  egress  for  the 
rear  seats  are  tight,  as  is  pas- 
senger legroom.  And  the 
stubby,  driver's-side  armrest, 
which  barely  flips  down  far 
enough  from  the  back  to  sup- 
port your  elbow,  is  a  major 
annoyance.  Jim  Trecce 


EEP  WITH 
WANGLED 
LUES 


fhen  you  step  into 
'  Chrysler's  Jeep  Wran- 

one  thing  becomes 
John  Wayne  lives.  The 
Idaddy  of  sport-utility 
es  still  embodies  the 

of  the  World  War  II 
al-purpose  (GP)  military 
e:  practicality,  versatili- 
irdiness,  and  simplicity. 
.0,925  for  the  S  model 
18,780  for  a  fully  loaded 
?ade,  it's  a  handy  set  of 
is  to  have  around, 
a  time  when  manufac- 


turers are  striving  for  car- 
like performance  in  their  off- 
road  vehicles,  Chrysler  has 
kept  the  Jeep  heritage  alive 
with  the  S,  Base,  Sport,  Sa- 
hara, and  Renegade. 
The  doors  and  top  still 
come  off,  the  fold-and- 
tumble  optional  rear 
seats  provide  ample 
cargo  space,  and  the 
gauges,  lined  four  in 
a  row  above  the  radio, 
are  big  enough  to  see 
while  hurtling  over 
the  toughest  terrain. 

POWER  NOTHINe.  k\\ 

models  still  provide 
that  bouncy  ride  and  boxy 
look  characteristic  of  the 
original  Jeep.  And  they've 
held  on  to  the  sense  of  fun 
evoked  by  Eugerie  the  Jeep, 


the  high-spirited  character 
from  the  comic  strip  Popeye 
for  whom  they  were  named. 

The  Wrangler  remains 
largely  untouched  by  tech- 


THE  WRANGLER:  BOUNCY,  LOW-TECH  FUN 


nology.  Other  than  optional 
power  steering  and  brakes,  it 
comes  with  power  nothing. 
You  even  have  to  wrestle 
with     bungee-like  cords 


clamped  on  the  sides  of  the 
hood  to  open  it.  The  sound 
system  costs  $270  extra — 
and  it's  nothing  but  a  bare- 
bones  AM-FM  stereo  radio. 

A  five-speed  man- 
ual transmission  is 
standard  on  all  mod- 
els. The  S  and  Base 
have  a  2.5-liter,  123- 
horsepower  engine, 
with  optional  four- 
wheel  drive.  The  other 
models  boast  a  4-liter, 
180-horsepower  en- 
gine that  lets  you 
shift  from  two-  to 
four-wheel  drive  on 
the  fly.  It  is  all  part  of 
the  adventurous  image  that 
has  allowed  Jeep  to  hold 
a  commanding  lead  in  the 
market.  Greg  Bowejis 
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HOW  TO  GET 
YOUR  AIRLINE 
REFUND 


Wedged  in  among  all 
those  sweepstakes 
envelopes  promis- 
ing million-dollar  payoffs  to 
magazine  buyers,  a  bona  fide 
giveaway  arrived  in  millions 
of  mailboxes  recently.  The 
Airlines  Antitrust  Litigation 
claim  forms,  stemming  from 
the  proposed  $458  million  set- 
tlement of  a  massive  airline 
price-fixing  case,  guarantee 
discounted  air  travel  to  most 
flyers — with  minimal  hassle. 

Anyone  who  purchased  a 
domestic  ticket  on  any  one  of 
nine  U.  S.  airlines  (including 
defunct  Pan  American  and 
Midway)  between  Jan.  1,  1988, 
and  June  30,  1992,  to,  from,  or 
connecting  through  34  major 
airports  can  file  a  claim. 
Forms  were  sent  to  10  million 
flyers.  If  you  didn't  get  one — 
or  threw  yours  away  because 


you  couldn't  wade 
through  the  legalese- 
— send  your  name 
and  address  to  Air- 
lines Antitrust  Liti- 
gation, P.  0.  Box 
267,  Pennsauken, 
N.J.  08110-0267. 

Filers  should  re- 
ceive at  least  $100  in 
discount  coupons, 
based  on  an  expected 
2.7  million  flyers  fil- 
ing claims,  with 
higher  payoffs  going 
to  people  who  flew 
more.  'The  exact  val- 
ue of  coupons  each 
traveler  receives  will 
be  prorated,  depend- 
ing on  how  many  people  file 
claims  and  how  much  each 
spent  on  air  travel  during  the 
54  months. 

OPTIONS.  Most  flyers  will  get 
interchangeable  coupons,  val- 
id for  four  years,  good  for  up 
to  107'  off  any  domestic 
round-trip  fare  on  American, 
Continental,  Delta,  TW.A,  Unit- 
ed, or  uSAir.  On  Northwest 
only,  you  can  request  coupons 
good  for  up  to  20%  off. 

To  nab  the  booty,  you'll 
first  have  to  choose  among 


three  options.  If  you've  only 
taken  a  few  flights,  fill  out 
Short  Form  A.  You  don't  need 
documentation,  and  you'll  re- 
ceive the  minimum  payout  of 
about  $100  in  coupons. 

If  you've  flown  at  least  five 
round-trips  (or  10  one-way 
legs),  consider  mailing  in  In- 
termediate Form  B.  You'll 
have  to  detail  the  number  of 
flights  you  took,  but  you 
won't  need  any  proof  of  pur- 
chase. Your  share  of  the  set- 
tlement pot  will  be  figured  as 


if  you  had  spe 
tai  of  $2,500. 

Heavy  flyer 
sift  through 
and  file  Long 
J  J  C.  Provide  the 
I  :  amount  spe: 
Al  qualifying  air 
for  each  six- 
period  since  19 
liave  documei 
to  back  up  th 
tals.  Copies  of 
receipts  or  ( 
bills  should  be 
NO  AGENTS, 
you'll  have 
change  the  c( 
for  discountec 
ets  at  an  airlin 
et  counter  or  by  mail.  T 
tlement  prohibits 
agents  from  selling 
earning  commissions  o 
$3  billion  in  tickets  ex 
to  be  purchased  with  co 
Luckily,  there's  no  r 
sort  out  the  paperworl 
ers  have  until  Feb.  15 
to  return  claim  forms, 
your  chances  of  baggir 
count  air  coupons  is  far 
than  getting  a  $10 
check  from  Ed  McM 
don't  forget.  Jir. 


Down.  Week  in,  week  out, 
that's  the  direction  of 
money-market  yields.  With 
the  average  hovering  around 
3.1%,  investors  striving  to 
eke  out  an  extra  few  tenths 
of  a  point  find  it's  often  pos- 
sible with  an  ultrashort-term 
bond  fund.  Like  a  money- 
market  fund,  it  has  high  li- 
quidity, low  initial  invest- 
ment (usually  $1,000),  check- 
writing,  and  wire  transfers. 

But  the  yields  are  better. 
Neuberger  &  Ber-man's  Ul- 
tra Short  Bond  Fund  (800 
877-9700)  pays  about  3.4%. 
The  Sit  New  Beginning  In- 
vestment Reserve  Fund 
(800  332-5580)  offers  3.5%. 
RATE  CUSHION.  Money-mar- 
ket funds  hold  securities 
that  mature  in  50  to  60 
days,  but  ultrashort  funds 
typically  hold  ones  with 
maturities  two,  three,  or 
four  times  longer.  As  inter- 
est rates  slide,  money-mar- 
ket yields  drop  as  income 
from  maturing  securities  is 
reinvested  at  lower  rates. 


Smart  Money 

BOND  FUNDS  THAT  BEAT 
MONEY-MARKET  MALAISE 


But  bond  funds  continue  to 
reap  rewards  from  their 
longer-maturity,  higher-yield 
portfolios. 
Managers  of  portfolios 


SHORT-TERM 
PARKING  PLACES 


30-day 
yield 

Total  return 
for  year 

STRONG 
ADVANTAGE 

6.9% 

11.5% 

NEUBERGER 
&  BERMAN 

3.4 

6.1 

ULTRA  SHORT 
lAI  RESERVE 

2.9 

6.0 

SIT  NEW 
BEGINNING 

3.5 

5.0 

AVG.  MONEY 
MARKET  FUND 

3.1 

4.3 

DATA;  IBC/DONOGHUE  S.  BW 


with  bonds  that  mature  in 
about  six  to  eight  months 
avoid  big  price  fluctuations 
that  can  affect  even  short- 
term  funds,  whose  holdings 
mature  in  one  to  three 
years.  For  Jeff  Koch  at 
Strong  Advantage  Fund 
(800  368-3863),  the  objective 
is  "to  provide  more  yield 
than  a  money-market  fund" 
whose  share  price  stays  at 
$1  "and  more  price  stability 
than  a  short-term  fund." 

A  short-term  bond  fund's 
shares  can  move  up  or 
down  two  or  three  cents  on 
a  big  swing  in  interest 
rates.  But  an  ultrashort's 
shares  seldom  move  by 
more  than  a  penny.  Make 
sure  to  check  the  prospec- 
tus for  the  quality  of  the 


portfolio.  For  example 
average  bond  in  Invest 
Advisers'  lAI  Reserve 
(800  945-3863)  is  rated  2 
Also  emphasizing  qu; 
Neuberger  &  Bern: 
Doug  Taylor  says  h 
avoiding  corporate  bond; 
is  (35%  in  Treasuries.  K 
more  aggressive  appr 
has  the  Strong  fund  8 
80%  in  corporates,  20' 
high-interest  mortgages 
ODD  lOTS.  Another  fact 
cheek  is  total  return.  Th 
fund,  for  instance,  y 
only  2.9%'  currently  but  1 
more  impressive  6%  tot{ 
turn  for  the  year.  And 
Sit  fund's  Michael  Bi 
produced  a  5%  return, 
has  half  the  assets  in 
CDs  and  other  traditi 
short-term  instruments, 
in  "high-rate  corporate  b 
issued  a  long  time 
which  now  have  very  s 
maturities."  Often,  says 
ley,  such  bonds  are 
chased  in  odd  lots  that  o 
buyers  pass  up.     Don  L 


80  BUSINESS  WEEK/AUGUST  31,  1992 


PERSONAL  I 


"Last  year  was  one 
of  the  worst  ever  for 

real  estate. 
It  was  also  the  best 
we  ever  had. 

You  figure  it  out." 


Chandler  Barton,  Chairman  and  CEO,  Coldwell  Banker  Residential  Group 


"Some  people  in  business  believe  that  when 
customers  stop  buying,  ifs  time  to  stop  advertising. 
That  certainly  was  the  situation  in  real  estate. 

Especially  last  year,  when 
buyers  were  frozen  in  their 
tracks.  Which  prompted 
sellers  to  put  plans  on  hold. 

We  could  have  waited, 
too.  But  an  extraordinary 
aspect  of  good  advertising  is 
how  it  makes  things  happen. 

Coldwell  Banker  knew 
a  buyer's  market  meant  it 
was  a  great  time  to  buy.  So 
we  took  our  point  of  view 
to  the  public.  We  didn't  try 
to  sugar-coat  anything.  We 
just  told  the  truth  about  the 
opportunities  in  real  estate 
to  buyers  and  sellers  alike. 

See,  advertising  gives 
any  business  the  chance  to 
inform  and  persuade.  For 
Coldwell  Banker,  ads  with 
honest,  helpful  information 
allowed  us  to  be  perceived 
as  the  real  estate  experts. 
So  while  our  competition  was  bemoaning  the 
state  of  the  economy,  Coldwell  Banker  name  aware- 
ness made  its  biggest  jump  ever.  And,  better  yet,  we 
had  our  most  profitable  year  in  our  85  year  history. 

we  continue  advertising?  You  figure  it  out." 


WSAAA 


Western  States 
Advertising  Agencies 
Association.  Inc. 


If  you  would  like  to  learn  more  about  the  power  of  advertsing,  please  write  to  Department  D,  AM,  566  Third  Avenue,  New  York,  New  York  10017,  enclosing  a  check  for  five  dollars.  You  will 
receive  our  booklet  If  Works'.  How  Investment  Spending  In  /kkettmg  Pays  Off.  Please  allow  4  to  6  weeks  for  delivery.  This  advertisement  was  prepared  by  Grey  Advertising/Los  Angeles. 
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CEO 
DISEASE 


JIL 


No  matter  where  news  broke  in  1 991 . 
Whether  it  happened  close  to  home  or  halfway 
around  the  world.  The  best  place  to  read  about 
its  impact  on  a  wide  range  of  industries  was  in 
the  pages  of  Business  Week. 

With  more  than  200  editors  in  25  bureaus,  we 
gave  our  7.3  million  worldwide  readers  global 
coverage  of  all  the  events  that  impacted  their 
businesses-  while  the  news  was  still  hot.  And 
we  did  it  with  the  depth  and  tough-mindedness 
that's  made  us  the  most  widely  read  business 
magazine  among  the  world's  top  executives. 
Every  week  of  the  year. 
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PROFIT  BY  IT. 


ARE  CEOs  PAID 
TOO 


THEBATTU 
FOR  EUROPE 


A STRONG 
RECOVERY 

Yes,  it's  possible. 
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SOME  DAY,  ONE  OF 
US  MAY  NEED  THE 
LATEST  MEDICAL 
INFORMATION, 

Robust  and  carefree  today,  we  seldom 
thmk  about  the  time  when  we  or  a  loved 
one  will  face  a  health  problem. 

*"My  eight-year-old  has  been  diagnosed  as 
'hyperactive.'  Our  pediatrician  wants  to  put 
her  on  the  drug  Ritalin.  Please  send  me  ittfor- 
mation  on  Ritalin  and  ADHD  Disorder. " 

•7  have  rheumatoid  arthritis.  Before  I'm 
told  I  ivill  need  more  joints  in  my  body 
replaced,  can  you  find  any  iwrk  being  done  on 
synthetic  tendons? " 

*"Wlwt  does  the  literature  say  about  cataract 
extraction  for  an  individual  who  has  macular 
degeneration?" 

These  are  typical  questions  phoned  to 
the  Medical  Information  Service.  Now 
accessible  to  every  one  is  information 
selected  and  abstracted  from  more  than 
5,000  medical  articles  written  e\'er\'  dav  in 
3,500  journals.  They  contain  the  facts  to 
help  vou  make  intelligent  decisions  about 
vour  health,  or  the  health  of  your  children, 
spouse,  parents,  friends,  employees. 

In  this  age  of  information,  vou  deserv  e 
unbiased,  current  medical  information 
...your  second  opinion,  from  the  world's 
experts.  For  a  nominal  charge,  the  Medical 
Information  Ser\"ice  assembles  summaries 
and  references  for  the  medical  subject  you 
specify  to  us  bv  phone. ..mailed  to  vou 
within  24  hours. 

If  you  need  us  now,  or  want  details  on 
file  for  the  dav  vou  ll  seek  that  inteOectual 
control  of  a  health  problem,  call: 


MEDICAL 

INFOR-VI.ATION 

SERVICE 

PHONE  1-800-999-1999 

Medical  Infcrmation  Ser\"ice  is  a  part  of  the 
Palo  Alto  Medical  Foundation,  a  non-profit 
organization  founded  60  years  ago,  dedicated 
to  medical  research,  education  and  patient  care. 
80DCA 


(dex  to  Companies 

ndex  gives  the  starting  page  for  a  story  or  fea- 
«ifh  a  significant  reference  to  o  company.  Most 
diaries  are  indexed  under  their  own  names, 
sanies  listed  only  in  tables  are  not  included. 


AN  OFFER 
WORTH  THE  PAPER 
IT'S  PRINTED  ON. 

With  every  new  subscription, 

Business  Week  will  plant  a  tree 

in  one  of  America's  Heritage  Forests. 
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Every  week  Business  Week  brings  you  up  to 
date  on  the  world  of  business.  We're  committed 
to  bringing  you  coverage  of  business  news  that 
is  not  only  timely  but  insightful.  Now,  we're 
also  committed  to  teaming  up  with  you  to  moke 
0  positive  contribution  to  our  environment. 

With  the  help  of  the  Global  ReLeaf  Campaign 
of  the  American  Forestry  Association  (AFA),  we 
will  plant  a  tree  in  one  of  America's  Heritage 
Forests  with  every  new,  paid  Business  Week 
subscription. 

Global  ReLeaf  educates  people  on  opportunities 
fo  enhonce  the  environment  through  improve- 
ment of  trees  and  forests.  The  campaign  creates 
these  positive  environmental  opportunities  for 
individuals,  community  groups  and  businesses. 

The  Heritoge  Forest  Program  is  one  such 
opportunity.  Heritage  Forests  are  special  public 
lands,  selected  by  the  AFA  as  lands  where 
private-sector  donations  con  create  new  forests, 
that  would  not  be  possible  under  existing  public 
programs  and  budgets. 


SUBSCRIBE  TO  BusinessWeek  NOW 

We'll  plant  your  tree  and  still  offer  you 
substantial  savings.  At  only  89Can  issue, 
you  save  64%  off  the  $2.50  cover  price 
and  make  a  positive  contribution  to  the 
environment. 

Enjoy  the  convenience  of  having  Business 
Week  delivered  and  the  satisfaction  of 
having  done  something  to  help  improve 
and  preserve  America's  forests. 

It's  easy  to  do.  Fill  out  one  of  the 
post-paid  cards  found  in  this  issue  and 
drop  it  in  the  mail  today  or  call  toll-free 
1-800-635-1200. 

For  mote  Inloimalion  on  the  Globol  ReLeaf  Piogrom,  (all  (202)  667  3300 
or  wtile  10  Ihem  ol  P  0  Box  2000,  Woshmgton,  0  (  20013 
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BUSINESS  WEEK  PRESENTS 

J  H  E  1  9  9  2 

INFORMATION 

HIGHWAYS 

CONFERENCE 


THE  NEW  COMMUNICATIONS 

INFRASTRUCTyRE 


This  breakthrough  international  forum  invites  leaders  of  business, 
government,  and  research  organizations  worldwide  to  explore  and 
chart  the  future  of  interactive  communication  networks  —  tomorrow's 
information  liighways  —  the  paths  to  the  world's  economic  future. 


Special  Guest  Speakers  Include: 

■  Alfred  Sikes,  Chairman,  US  Federal 
Communications  Commission 

■  Masahito  Tani,  Deputy  Minister,  Policy 
Coordination,  Japan 

■  Hon.  Barbara  Franklin,  US  Secretary  of 
Commerce 

■  Dr.  Tay  Eng  Soon,  Sr.  Minister  of  State 
for  Education;  Chairman,  IT  Committee, 
Singapore 

n  Arthur  R.  Barron,  Chairman,  Time  Warner 
International 


Presented  With  The  Support  Of: 

AMERITECH 

BT 

DEUTSCHE  TELEKOM 

DIGITAL  EQUIPMENT  CORPORATION 

HEWLETT-PACKARD  AND  TV  ANSWER 

IBM  CORPORATION 

PICTURETEL  CORPORATION 

Register  Now  By  Calling:  (800)  821-1329 
or  (212)  512-3113  or  Fax  (212)  512-6281 


SEPTEMBER  16  17,  199Z,  McGRAW-HILL  HEADQUARTERS,  ROCKEFELLER  CENTER,  NEW  YOl 
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%  change 


STOCKS 

Latest 

Week 

S2-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

JONES  INDUSTRIALS 

3307.1 

-0.4 

10  2 

90-DAY  TREASURY  BILL  YIELD 

3.15% 

3  19% 

5,43% 

OMPANIES  (Russell  1000) 

221,2 

0.1 

8  1 

30-YEAR  TREASURY  BOND  YIELD 

7.32% 

7,33% 

8.07% 

L  COMPANIES  (Russell  2000) 

1915 

-0.4 

9.5 

S&P  500  DIVIDEND  YIELD 

2.92% 

2.94% 

3  2% 

OMPANIES  (Russell  3000) 

235  1 

0  0 

8  2 

S&P  500  PRICE/EARNINGS  RATIO 

24.5 

24  5 

20  0 

%  (hange  (lo<al  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

EIGN  STOCKS 

latest 

Week 

52'week 

S&P  500  26-week  moving  average 

41  1  7 

41  14 

Positive 

ON  (FINANCIAL  TIMES  100) 

2363.5 

2.6 

-9.2 

Stocks  above  26-week  moving  overage 

47  7% 

47,4% 

Neutral 

)  (NIKKEI  INDEX) 

U,650  7 

-0  8 

-33  6 

Speculative  sentiment:  Put/call  ratio 

0  52 

0,51 

Positive 

NTO  (TSE  COMPOSITE) 

3385  5 

0  2 

3  6 

Insider  sentiment:  Vickers  sell/buy  ratio 

1.83 

1  71 

Positive 
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MING 

10,1 

19,1 

CIRCUSCIRCUS  ENTERPRISES 

118 

19  8 

46  '/s 

WELL  EQUIPMENT  AND  SERVICES 

9,4 

-2,1 

McDERMOTT  INTERNATIONAL 

16  8 

20  a 

21  3'4 

;CIALTY  RETAILERS 

8.3 

21,4 

WOOLWORTH 

13,1 

3,0 

30  Va 
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WAL-MART  STORES 

7  6 

214 

58  Vi 

t-WEEK  LAGGARDS 

% 

4-week 

change 

52week 

WeokesI  stock  in  group 

%  change 
4-week  S2-week 

Price 

TRUMENTATION 

-14,3 
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12  3 
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-17  7 

18  4 

43  '/'i 
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2  5 
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DFA  JAPANESE  SMALL  COMPANY 

-22  3 
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49  1 
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on  (his  page  ore  as  of  market  close  Wednesday,  August  1  9,  1  992,  unless  otherwise  indicated 
groups  include  S&P  500  companies  only,  performance  and  share  prices  ore  as  of  market  close 


August  18  Mutual  fund  returns  are  as  of  August  14  Relative  portfolios  c 
more  detailed  explanation  of  this  page  is  available  on  request 
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[Editorials 

Cll  llTAil  If  Al  1  EV  BC  CTII 1 

SILICON  VALLEY  Id  STILL 

OH  TOP  OF  THE  WORLD 

istry  wants  to  k't  banks  delay  disclosing  the  losses  on  th€ 
huge  stock  portfolios  until  March,  1993,  in  the  hope  th 
the  stock  market  will  recover  between  now  and  then. 

But  investors  are  more  likely  to  be  frightened  than  res 
sured  by  officially  sanctioned  concealment  of  the  facts— ai 
iustifiably  so.  Without  accurate  information,  investors  ci 
only  assume  that  Japanese  banks  have  absorbed  even  mo 
staggering  losses  than  anyone  thought.  Anticipating  t 
worst,  investors  may  keep  pulling  out  of  the  market,  drivi: 
it  ever  lower  in  a  downward  spiral  that  could  drag  dov 
markets  around  the  world.  The  past  30  years  have  taught 
that  markets  work  l)est  when  information  is  available 
everyone,  and  panic  is  most  likely  when  uncertainty  is  hio 

So  rather  than  trying  to  sweep  problems  under  the  rug 
tinkering  with  regulations  and  disclosure  dates,  the  Japan€ 
government  would  t)e  well-advised  to  take  bold  and  credit 
action.  Get  the  information  out  that  the  markets  need.  A 
gressively  lower  interest  rates  to  arrest  the  downward  n 
mentum  of  the  asset  deflation.  And  primie  the  fiscal  pump 
ensure  that  the  Japanese  economy  does  not  slip  into  a  cl; 
sic  recession.  Further  caution  carries  excessive  risk,  r 
just  for  .lapan  but  for  the  rest  of  the  world. 

I^^H  ot  long  ago,  Japan's  gianl  electronics  companies 
^^kl  seemed  to  have  everything  they  needed  to  carve  off 

H        a  mikado-size  chunk  of  the  U.  S.  computer  market. 
They  dominated  the  production  of  key  components,  inckiding 
memory  chiixs  and  the  flat-panel  disi)lays  now  used  in  laptojis. 
They  had  low-cost  capital  and  rich  conglomerates  liehind 
them  to  fund  an  effort  to  do  unto  cominiters  what  they  had 
already  done  to  autos.  chips,  and  consumer  electronics. 

But  this  time,  a  funny  thing  hapi)ened  on  the  way  to 
Japan's  domination:  competition  (])age  (i4).  Despite  its  world- 
leading  position,  the  U.  S.  computer  industry  never  slowed  to 
the  elei)hantine  pace  that  made  autos,  home  electronics,  and 
other  industries  such  easy  targets  when  first  confronted  by 
serious  Japanese  competition.  Selling  computers  has  become 
a  tougher  business,  but  I'.  S. -based  computer  makers  have 
become  far  tougher  competitors. 

The  rate  of  technical  innovation  has  accelerated,  challeng- 
ing even  such  giants  as  IBM  to  maintain  the  i)ace.  And  U.S. 
computer  makers  are  keeping  up— slashing  overhead,  speed- 
ing up  product  cycles,  and  making  sure  they're  timed  in  to 
their  customers.  Meanwhile,  Japan's  computer  makers,  man- 
aging their  campaign  by  remote  control  from  4.500  miles 
away,  have  so  far  failed  to  follow  all  the  twists  and  turns- 
even  in  laptops,  a  market  they  owned  until  recently. 

But  Silicon  Valley  can't  relax.  The  manufacturing  skills  and 
dominance  in  key  component  technolcjgies  that  made  the 
Japanese  threat  in  comi:)uters  so  real  a  few  years  ago  remain 
largely  intact.  And  as  personal  comi)Uters  mutate  into  tiny 
handheld  devices  powered  hy  a  few  chii)s,  Jajian's  underlying 
strengths  may  give  it  an  e\'en  greater  [xitenlial  advantage. 
Long-term,  the  Japanese  challenge  in  computers  has  not 
been  repulsed.  But  the  competition-driven  U.  S.  industry 
has  .shown  that  it  has  a  solid  chance  to  stay  liealthy. 

TAI  If  TUE          1  AD 

TALK  THE  DOLLAR 

UP— HOT  DOWH 

[■(reasury  Secretary  Nicholas  F.  Brady  has  never  mj 

H  any  secret  of  his  disregard  for  the  dollar's  strength 
H  the  foreign  exchange  markets.  A  falling  dollar  mal 
U.  S.  goods  cheaper  abroad,  and  as  Brady  sees  it,  the 
suiting  boost  to  America's  ex{)orts  provides  a  welcome  lift 
gi'owth.  So  when  the  dollar  came  under  attack  in  the  fore 
exchange  markets  in  early  Jul\',  the  Ti-easury  Secreta 
true  to  form,  went  on  T\'  to  say  he  wasn't  concerned. 

But  the  world  economy  is  now  at  a  point  at  which  Bn 
needs  to  care  about  the  dollar's  strength.  The  gi'eenback 
fallen  2.7%  against  the  German  mark  since  early  July,  ; 
the  Federal  Reserve  and  other  central  banks  have  sp 
liillions  to  keep  it  from  falling  further. 

The  central  bankers  recognize  what  Brady  ignores: 
costs  of  a  falling  dollar  now  exceed  the  benefits.  A  weak  i 
lar  drives  foreigners  from  the  markets  where  the  U 
Treasiu'v  must  sell  its  trillions  in  notes  and  bonds.  It  bri 
inflation.  It  undermines  the  dollar's  status  as  the  world's  1( 
ing  reserve  currency,  damaging  America  in  a  world  wherf 
and  many  other  commodities  are  priced  in  dollars  and  he 
immune  h'om  currency  fluctuations.  And  in  free-fall,  a  pli 
ing  dollar  could  force  the  Fed  to  push  ui>  interest  rates— \ 
disastrous  consecjuences  for  the  recovery  that  Brady 
President  Bush  are  so  desperately  seeking. 

It's  time  for  Brad\-  to  recognize  the  dangers  of  his  do! 
damaging  talk.  The  not-so-almighty  dollar's  fundamen 
aren't  strong  right  now:  Short-term  interest  rates  are  n 
attractive  in  Europe  than  in  the  I'.  S.,  and  hoi)es  of  post-( 
tion  fiscal  sobriety  in  Washington  grow  dimmer  by  the  > 
With  such  conditions,  the  U.  S.  can't  afford  to  let  the  d( 
sink  unimpeded,  ne\'er  mind  talk  it  down.  The  buck  neei 
booster  in  the  l'.  S.  Treasury— even  in  an  election  year. 

TOKTO:  HIDDEN 

PROBLEMS  GET  WORSE 

■  apan's  stock  market  is  down  (30%  from  its  peak  in  De- 
cember,  1989,  and  by  some  estimates,  commercial  real 
estate  values  there  have  dropped  liy  S40()  billion  or 
more.  This  deep-sixing  of  Japanese  asset  values  shows  few 
signs  of  reaching  Itoltoni  soon.  And  a  continued  plunge  in 
Japanese  markets  could  have  serious  economic  repercus- 
sions for  an  already  fragile  global  economy. 

So  the  Jalest  actions  of  the  Japanese  government  to  stem 
the  decline  are  being  closely  watched  from  New  York  to 
Frankfurt— and  they  are  disapi)ointing.  True.  Finance  Minis- 
ter Tsutomu  Hata  conceded  for  the  first  time  on  Aug.  18  that 
the  Japanese  financial  system  faces  serious  prol)lems,  and  he 
proposed  loosening  certain  regulations  on  its  hard-pressed 
banks.  But  his  reform  package  is  much  too  timid  in  scope— 
and  could  even  make  the  situation  worse.  The  Finance  Min- 
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